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KEY POINTS 
 

Conclusions  

• Substantive discussions on longer-term, strategic Governance are crowded out by the 
emphasis placed on short term reporting, modelling and checklists for AGM voting 

• There is an apparent disconnect between the way that companies and investors view 
engagement on Governance 

• Interactions between companies and investors can be divided into Four Dialogues, based 
on whether they are focussed on Governance or Execution, and their timeframe. Each of 
the dialogues has different participants, subject matter and objectives: 

 

Recommendations  

• There is scope to make significant improvements in the effectiveness of this dialogue 
through managing time and resources more effectively to optimise the outcome for all 
parties 

• Greater clarity from Investors on how Governance is taken into account in investment and 
stewardship decisions, including the role of advisers, would facilitate more meaningful 
dialogues 

• More effective dialogue with Chairs and NEDs should provide investors with increased 
insight and confidence in the long term, sustainable creation of value for all stakeholders 

Proposed Actions 

• Companies and investors could consider the true focus of their dialogues and whether 
they need to clarify priorities and re-allocate their resources to make them more effective 

• Investors should be clearer about how they integrate Governance factors into their 
investment decisions and stewardship responsibilities  

• Companies should provide regular, structured access for investors to key Board members, 
including the Chair and heads of key Board committees 

• The role of the intermediaries involved in Governance discussions needs to be clarified. 
Companies and Investors should own the dialogues 
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Executive Summary 
Background 

The nature of company/investor engagement is beginning to change due to increased focus on 
responsible and non-financial factors, often encapsulated in terms such as Environmental, Social and 
Governance (‘ESG’). Pressure for change is coming from society, beneficiaries, regulators and asset 
owners.  

Many investors have made positive commitments to taking full account of ESG factors and engaging 
actively with investee companies, but there appears to be some doubt as to how widespread, or 
effective this engagement is. 

This report has been commissioned by the Investor Forum to look into how effectively companies 
and investors engage on the matter of Governance. It is based on interviews with almost 40 
individuals actively involved in the discussions as well a review of other publicly available 
information. 

 

The Company context 

 

As a key objective of investors is to increase value through investment returns, the importance of 
ESG engagement is to ensure the long term sustainability of value creation.  

There is a particular focus on Governance as many investors regard this as an essential discipline for 
all companies which, if done well, will have a positive impact on all areas of the company’s activities. 
The Execution of the company’s activities would then include Environmental and Social factors, as 
well as the ongoing Operations of the company. Many of these factors will be company or sector 
specific and would be well managed if the overall Governance of the company is good. All companies 
must then Report on their activities and results. 
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Overarching all these processes and actions is the company’s Purpose and Culture, which will be 
fundamentally important in defining their effectiveness  

 

The Disconnect 

Many companies have found that it is harder to have meaningful discussions with investors on 
Governance matters, particularly when compared to regular discussions on short term results. Many 
reasons are given for this, but there does appear to be a fundamental disconnect between the way 
that investors explain their level of interest in long-term Governance, and the experience of 
companies in their dialogues with the investors. A recurring theme is that there is only downside 
from bad Governance, with limited or no upside from demonstrating good Governance. 

 

The Four Dialogues 

 

This report considers the different types of dialogue that take place between investors and 
companies. It finds that there are several distinct dialogues that vary in terms of subject matter, 
participants and time-horizon, as well as in the nature of the data used, the purpose of the dialogue 
and the intermediaries that are involved. 

The dialogues can first be considered in terms of the subject under discussion. There are ongoing 
discussions about the way that the company is executing its business, as opposed to other dialogues 
that are based on the Governance of the company. The latter dialogues are more driven by the 
company secretary and the Non-Executive Directors (‘NED’s), whereas the execution discussions 
tend to involve the CEO, the CFO and the Head of Investor Relations. Similarly, the investors tend to 
be represented by sector analysts and Portfolio Managers for the execution dialogues, whereas 
specialists in Governance will be more likely to lead in Governance meetings. 

Each of these dialogues also has a short-term element, more focussed on transactional matters, and 
a longer-term element, with a more forward looking and strategic emphasis. This further segregates 
the Governance/Execution dialogues into short/long term elements – giving the Four Dialogues that 
tend to dominate the Company/Investor interaction: 
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Each of these Four Dialogues tends to have different participants, with different content and base 
data used to inform and underpin them.  

 

The Effectiveness of the Four Dialogues 

It is also clear that very different levels of resources are deployed for each of these dialogues, with 
the Transactional/Execution dialogue dominating. It is focussed on dealing with short-term or 
quarterly reporting and updating investors’ valuation models. This is followed by the 
Strategic/Execution dialogue, which is structured around managing the medium term expectations 
of delivery by senior management. Most companies that we consulted estimated that they spend 
more than 50% of their time on the former and closer to 30% of their time on the later. 

 

This leaves relatively little, only 15% to 25%, of their time for the Governance dialogues, which are 
also generally thought to be more biased to the short term Transactional discussions. These are 
primarily focussed on the AGM and voting by the investors. Lastly, the Strategic/Governance 
dialogue seems to be the one with the least time and resources committed to it. This might seem 
surprising given the importance of ensuring the company is well managed. 

This therefore raises the concern that too much time is spent on dialogues that are more short term 
focussed and which are crowding out the Strategic Governance dialogue, which probably should be 
given a higher priority. 

One potential explanation for this is that the Execution dialogues are clearly linked to the modelling 
and valuation of the company, which is essential for the investor to monitor the performance of the 
company and assess its value creation – usually captured in some form of financial model, based on 
audited information. This gives a robust basis for the meeting as well as a clear purpose to the 
dialogue. 

On the other hand, Governance based dialogues often lack a comparable focus on value and the 
grounding in assured, quality data. Often the effectiveness of this dialogue is diminished when it is 
effectively outsourced to advisers and ESG analysts who take a checklist approach. This limits the 
direct dialogue, but also diminishes the opportunity to explain deviations from the checklists.  

Even when there is a chance for meaningful dialogue, it can be rendered less effective if the purpose 
of the conversation does not have a clear link to the long-term value creation of the company. There 
is clearly scope for more transparently integrating Governance factors into the valuation.  
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