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2020 WFAM stewardship report
Proxy voting and engagement activities

A message from our CEO
At Wells Fargo Asset Management (WFAM), we’ve built our philosophy, policies, and
processes around delivering on client and community expectations in a responsible
and sustainable way. Environmental, social, and governance (ESG) issues and other
considerations that extend beyond traditional financial statement analysis have long been
components of how our portfolio management teams evaluate investment opportunities.
Nicolaas Marais, CFA
CEO of Wells Fargo
Asset Management

We believe integrating analyses of ESG issues into our investment processes enhances our
ability to manage risk more comprehensively with the goal of generating sustainable longterm returns for our clients. WFAM has been advancing and elevating stewardship as critical
to ESG investing and active ownership, and we are committed to evolving and enhancing
our approach to proxy and engagement. We outline many of those advancements in
this report.
Further, we see that the world is changing rapidly—partly due to systemic trends such
as climate change, the transition to a low-carbon economy, widening income inequality,
changing demographics, diversity and inclusion efforts, regulatory shifts, and rapid
technological change. We believe most companies are on a journey with respect to their
performance on these systemic trends and sustainability issues. Stewardship gives
us a voice as a long-term investor to impel companies to do better on material ESG
issues. We define material ESG issues as the ESG risks and opportunities most likely to
affect a company’s financial condition (balance sheet), operating performance (income
statement), or risk profile (market value and/or cost of capital).
Our motivation for engagement is driven by a strong desire to deepen our knowledge of
investee companies in which we allocate capital and, where appropriate, take action to
protect invested capital. We also need to be responsive and able to react to controversies
or unexpected themes that emerge. There were many such situations during 2020,
including the global COVID-19 pandemic and, in the U.S., the public unrest stemming
from systemic racial inequalities. We added these issues to our engagement agendas
with companies to gauge their responsiveness to issues such as workforce safety and
workforce diversity.
Thank you for taking the time to learn about our approach, our important metrics, and our
process in action. On the following page, you will find a list of key milestones in 2020 that
display our firm’s commitment to ESG, including effective stewardship.
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Key milestones in 2020
• We formed the Quarterly Stewardship and Engagement Forum. The forum brings together the Stewardship
team, all portfolio management teams, and the Sustainable Investing team on a regular basis to more directly
support our stewardship platform. This structure enhances our perspective on ESG issues across asset classes
and regions and enhances collaboration on ESG engagements.
• The WFAM Climate Change Working Group developed a climate transition framework that explicitly
addresses corporate strategy, governance, and decarbonization intermediate- and long-term targets. The
framework groups risks into business and financial categories and ultimately distills down into a company’s
score. The Stewardship team uses the scores to focus on leaders and laggards when prioritizing engagements
on climate change.
• The WFAM Climate Change Working Group published two thought leadership papers related to climate
change, for use by investment professionals: “Resilience: Global Utilities in the Time of Coronavirus, Oil Crisis,
and Climate Change” and “The Aspirational Investment Case for Integrated Energy.” This research has become
the cornerstone of our climate engagements with companies in the utilities and energy sectors. Investment
professionals can access these papers here.
• WFAM joined the Informal Working Group of the Task Force on Nature-Related Financial Disclosures, which
aims to create resilience in the global economy by redirecting financing flows to allow nature and people
to flourish.
• WFAM became a signatory to the Terra Carta (Earth Charter) by HRH The Prince of Wales as part of his
Sustainable Markets Initiative. This charter “provides a road map to 2030 for businesses to move towards an
ambitious and sustainable future; one that will harness the power of Nature combined with the transformative
power, innovation, and resources of the private sector.”1
• WFAM improved our Principles for Responsible Investment (PRI) assessment. Annually, the PRI delivers an
assessment of signatories’ commitments to responsible investing, including stewardship, which provides an
important external validation of our commitments and activities. In 2020, WFAM achieved an A rating in six
of the seven categories, including an uptick in Listed Equity – Active Ownership from B (2019) to A (2020).
Each year, we publish the results. Investment professionals can access our report for 2020, “PRI Assessment:
WFAM’s 2020 Results,” here.
• WFAM updated our commitment to the Japan Stewardship Code, which was revised in 2020. The Japan
Stewardship Code encourages institutional investors to enhance the medium- to long–term return of
investee companies through proper monitoring and constructive company engagement.
• In terms of expanding our vended ESG research, WFAM added S&P Trucost Limited as a key vendor on
climate-related data.
• As a lead engager in the Climate Action 100+, our Stewardship team advanced our collaborative engagement
(detailed on the following page).

1. www.sustainable-markets.org/terra-carta
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2020 Climate Action 100+
annual progress report
In December 2019, we launched our Climate Action 100+ engagement with a cement company headquartered
in an emerging market. In early 2020, the engagement team was expanded with support from a large U.K.
pension scheme and from one of the largest pension funds in the home country of the company of focus.
WFAM and the engagement coalition sent the company a detailed letter setting out expectations, assessing
the company’s relative position against expectations, and asking for more clarity and commitments. Two
meetings followed, during which the various points noted and the company’s responses were reviewed.

Engagement priorities with the company during 2020:
• Supporting the company’s new 2030 greenhouse gas reduction goal, including asking the company
for more details on establishing interim milestones from 2030 to 2050 as well as the research and
development (R&D) investments necessary to achieve those goals
• Suggesting that the company consider a more restrictive central scenario than the International
Energy Agency’s 2-Degree Scenario (2DS) in its target-setting process—to include an assessment
of the impact this would have on its emissions reduction goals
• Encouraging the company to publicly showcase its strong board-level climate oversight
practices already in place and provide more formulaic details on how executive pay is linked
to climate performance
•
• Advocating for the company to issue a stand-alone Task Force on Climate-Related Financial
Disclosures (TCFD) report

Progress made in 2020:
• In February 2020, the company committed to delivering net-zero CO2 cement by 2050. The
company also set an enhanced target for 2030 consistent with science-based methods. Specifically,
the company increased its goal to reduce net CO2 emissions 35% by 2030 (compared with 1990
levels), a 5% ratchet up on its 2019 goal of 30% by 2030.
• The company has tied its new greenhouse gas reduction targets to its CEO’s and top management’s
variable compensation scheme.
• The company now reports against the TCFD framework via its integrated report and became 1 of
only 10 in the global construction sector to be an official TCFD supporter (as of March 2020).
Among other topics, engagement in 2021 may focus on continuing to seek improvements in the company’s
climate-related disclosures where necessary and on holding further discussions on the company’s plans
for extending the commitment beyond net-zero cement to achieve net-zero emissions across the entire
enterprise by 2050.
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Proxy voting at WFAM
1/1/2020–12/31/2020

Voting summary

6,800

99.6%

67,000

10%

meetings2

resolutions

44%

of all votable
meetings voted

of meetings with at
least one againstmanagement vote

of meetings with at least
one against-ISS3 vote

Proposal statistics

89.5%

of total proposal
votes supported
management

Management
proposals:
63,322 with
90% supporting
management

Shareholder
proposals:
1,405 with
29% opposing
management

2. In accordance with the WFAM International SRD II Policy, all voting results for the Wells Fargo (Lux) Worldwide Fund covering the
fiscal year that ended June 30, 2020, can be found here. Voting results for WFAM’s significant votes from January 1, 2020, to June 30,
2020, can be found here.
3. WFAM has retained a third-party proxy voting service, Institutional Shareholder Services Inc., to assist in the implementation of certain
proxy voting-related functions including: 1. Providing research on proxy matters, 2. Providing technology to facilitate sharing research and
discussions related to proxy votes, 3. Vote proxies in accordance with WFAM’s guidelines, 4. Handle administrative and reporting items, and
5. Maintain records of proxy statements received in connection with proxy votes and provide copies/analyses upon request.
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Regional breakdown
Meetings voted by region (three largest countries noted)
Meetings voted

Percentage breakdown

North America

3,234

46%

U.S.

2,809

40%

117

2%

Canada
Mexico

64

1%

1,119

16%

U.K.

257

4%

France

86

1%

Russia

83

1%

2,286

33%

China

597

9%

Japan

521

7%

India

386

6%

South America

264

4%

Brazil

196

3%

Chile

51

1%

Colombia

12

0%

Europe, Middle East, Africa (EMEA)

Asia Pacific
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Our proxy voting process
WFAM has a centralized proxy voting framework and a singular proxy policy and process. Our process
promotes the opinions of our fundamental equity portfolio managers to leverage their deep knowledge
of investee companies. While our process follows a systematic approach to arrive at a recommended vote,
portfolio managers can push back on any proxy recommendation with a substantiated rationale. We value
the deep knowledge and fundamental research supporting those situations, and we attempt to align our
conviction into a single stance on that issue. As a result, cases with split votes are rare.
Our centralized proxy voting process is supported by the WFAM Proxy Governance Committee, chaired by Ann
Miletti, head of Fundamental Equities. This committee is responsible for overseeing the proxy voting process to
ensure its implementation conforms to WFAM’s Proxy Voting Policy and Procedures. Our approach to the proxy
process is to focus our resources on the most important proxy matters by using pragmatic filters to push items
to a Due Diligence Working Group of the Proxy Governance Committee that will review and refer the item to the
Proxy Governance Committee if necessary. We’ve established a customized WFAM top-of-house (TOH) view as
our firm’s unified stance on a particular proxy issue to align our proxy policy to the WFAM Governance Principles
outlined in the appendix. We also review matters of high importance (as defined by the top three categories of
the Institutional Shareholder Services [ISS] High Importance Ratings—including proxy contests, capitalization
matters, and merger and acquisition activity where ISS and management recommendations disagree). Another
key feature of our proxy process involves integrating ESG issues into the proxy process and applying our ESG
expertise to determine whether issues are material to investors and worthy of further research, debate, and
discussion to arrive at our recommendation.
The WFAM Proxy Voting Policy and Procedures are reviewed annually, and we also monitor regulatory changes
related to proxy requirements that could necessitate further modifications. During the fourth quarter of
each year, the Proxy Governance Committee reviews our custom TOH guidelines in light of industry trends in
corporate governance. This review includes evaluating the appropriateness of our proxy advisor’s ISS regional
policies, which change annually. Wherever we seek a standard higher than ISS or we seek global consistency, we
define our own TOH guidelines to be implemented ahead of the next proxy season.
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In 2020, we made two upgrades to our TOH guidelines:
•

• We refined our overboarding standard to delineate between companies’ directors-at-large (who
should belong to no more than four boards of operating companies) and their CEOs (who should
belong to no more than one outside board). In our view, the complex and demanding role of public
company directors became even more apparent during the COVID-19 pandemic, when CEOs and
boards of directors were charged with leading companies through the crisis. Our revised standard
differs from ISS, which has a more generous definition of CEO overboarding.

Proxy advisor conflicts of interest
An issue we paid close attention to during 2020 was the potential for conflicts of interest resulting from
relationships between corporate issuers and vendors who provide us with ESG research. (U.S. regulators
also focused on this issue with respect to proxy advisors.) WFAM responded to this situation by requiring
our proxy advisor, ISS, to be more transparent regarding significant relationships it maintains with corporate
issuers through its other lines of business. As a result of WFAM’s requirement, ISS now provides its “Policy and
Disclosure of Significant ISS Relationships” to us monthly, along with tools that disclose more details about
those relationships. This information is incorporated into our proxy procedures: WFAM reviews upcoming
annual general meetings to determine whether there are any shareholder proposals or recommendations on
executive compensation that should be reviewed. Our review of ISS’s potential conflicts of interest allows us to
better assess ISS’s research on two issues of paramount importance to company management teams but that
can be more subjective in terms of research and recommendations: shareholder proposals, which management
teams generally recommend against, and say-on-pay executive compensation proposals, which management
teams generally support. We believe the impact of this new requirement enhances our proxy process.
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Largest portfolio positions with high governance risk
In 2020, we also added a new proxy procedure to identify and elevate our attention to “significant votes.”
These are votes by WFAM’s top 15 investee companies (based on assets under management) that are flagged
by ISS as having a low governance score (in the lowest 3 ratings out of 10). For the upcoming 2021 proxy
season, our Proxy Due Diligence Committee will review these companies’ proxies in their entirety to determine
if there are any proxy items for which we believe our vote could make a positive impact on the company’s
corporate governance standing.
Below, we’ve listed WFAM’s top 15 largest positions in those companies deemed high risk as indicated by an
ISS Governance Quality Score between 8 and 10.

Company

ISS
Shareholder
Estimated governance
rights and
position
quality
Board
Compensation/
takeover Audit and risk
value (USD)* score**
structure** remuneration** defenses** oversight**

Alphabet Inc.

2.0B

10

5

10

10

2

Facebook, Inc.

724.8M

10

6

10

10

5

Veeva Systems Inc.

424.5M

9

4

9

10

1

Levi Strauss & Co.

392.0M

9

8

8

10

2

Tradeweb
Markets Inc.

309.9M

10

10

6

10

2

Pinterest, Inc.

290.4M

10

8

10

10

2

Jacobs Engineering
Group Inc.

286.7M

9

4

5

9

5

ServiceNow, Inc.

273.8M

10

6

10

7

1

Twilio Inc.

260.1M

10

7

10

10

3

Bio-Rad
Laboratories, Inc.

259.7M

10

10

8

10

3

Global
Payments Inc.

240.5M

8

10

8

3

2

Square, Inc.

212.4M

10

7

7

10

2

PPG Industries, Inc.

211.4M

8

9

2

9

3

Berkshire
Hathaway Inc.

198.7M

10

10

9

10

1

Motorola
Solutions, Inc.

184.3M

9

10

4

2

1

Source: ISS Quality Score Stewardship Report dated June 30, 2020. Higher scores reflect lower quality, with 10 being the lowest.
*Estimated values are based on WFAM shares held on record date for the company’s most recently held meeting during the
reporting period.
**Companies receive an overall ISS governance quality score and a score for each of four categories: board structure; compensation/
remuneration; shareholder rights and takeover defenses; and audit and risk oversight. The ISS governance quality score methodology
focuses on the qualitative aspects of governance, including global governance standards and alignment with ISS voting policy in each
region. ISS assigns a numeric score that is decile-ranked (1-10 with 1 being highest) to indicate a company’s governance risk relative to
its index or region. Learn more here: https://www.issgovernance.com/esg/ratings/governance-qualityscore/
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Voting statistics
1/1/2020–12/31/2020

Summary of management proposals (MPs)
With
management

Against
management

% against

Total

Total MPs

59,806

6,526

10

66,332

Board-related

34,200

3,892

10

38,092

Elect directors

12

4,786

10

2,208

18

6,955

11

1,638

3

12,653

27,570

3,020

Elect chair/vice-chair

44

8

Declassify the board

63

–

1,177

45

4

–

4,207

579

Authorize share repurchase

817

30

Approve issuance of equity

1,080

277

Changes to company statutes

1,984

224

Reduce supermajority vote

71

3

Provide right to act by written consent

6

1

Provide right to call special meeting

71

3

Executive compensation

5,708

1,247

Advisory vote on executive
compensation

2,436

320

26

80

1,459

179

Divesture/spin-off

70

2

Merger/acquisition

81

2

12,248

405

Director remuneration
Provide right to proxy access
Capital management

Approve executive stock option plan
Mergers and acquisitions/
reorganizations

Routine business
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Shareholder proposal
statistics by topic
1/1/2020–12/31/2020
WFAM
voted with
management

WFAM voted
against
management

Total votes

Percentage of
votes against
management

Total shareholder proposals

992

413

1,405

29%

Environmental

70

28

Nuclear plant phaseout

33

0

Greenhouse gas emissions

5

3

Renewables

6

0

Climate change

15

14

Environmental impact

3

8

47

37

Workforce diversity

3

8

Gender pay gap

14

2

Human rights

7

12

Sexual harassment

1

4

Data privacy and internet content

4

2

Surveillance

0

2

Social

Governance

875

348

Require independent chair

19

28

Declassify the board

1

8

Elect dissident director

44

21

Elect proxy access nominee

124

15

Majority vote for directors’ election

2

13

Reduce supermajority vote

5

6

One vote per share

1

6

29%

44%

28%
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In 2020, we overwhelmingly supported management
proposals and shareholder proposals that addressed key
corporate governance issues that align with the WFAM
Governance Principles (found in the appendix). These
include proposals to declassify the board; to provide right
to proxy access, right to act by written consent, right to
call a special meeting, and right to one vote per share; and
to reduce supermajority voting.
We believe climate change is a systemic risk and a complex
challenge for companies to address. It can take companies
time to map out and execute a successful strategy to be
resilient in the low-carbon economy. The critical horizon
is 2050: Much progress is needed and many goals need
to be reached between now and then in order to achieve
success. For this reason, climate change is a perennial issue
on which we engage given the urgency of time and drive
for progress on key commitments. This will take time to
play out.
We evaluate shareholder proposals on climate change
in the context of where each company is in its climate
transition strategy and whether proposals address the
most pertinent issues at the right time in that journey. We
recognize the importance of companies’ commitments
to engage with stakeholders, including shareholder
proponents, and the value of negotiating constructive
outcomes to make progress on disclosure and climate
commitments. For these reasons, our voting outcomes on
climate change may appear varied, but the detail of the
analysis to support or not support is contextual. In 2020,
we voted for 17 out of 37 shareholder proposals related to
climate change and greenhouse gas emissions.
Workforce diversity is another example of a systemic
issue that all companies face. Many companies are not
yet disclosing their global workforce diversity statistics,
much less setting targets and goals to improve over time
horizons. This has led to an uptick in workforce diversity
shareholder proposals. In 2020, we voted for 8 out of
11 shareholder proposals requiring more disclosure on
workforce diversity. We will continue to engage with
companies on the topic of setting targets and goals to
improve workforce diversity.

Spotlight:
Board gender
diversity
We believe companies should have at least
one female director on the board. We
analyzed our equity portfolio of companies in
2020 and identified 576 portfolio companies
that still did not have a single female board
member. This was a slight improvement
from 624 in 2019. The analysis showed
Korean companies are the most challenged.
They comprised 27% of all WFAM-invested
companies that had no women board
members, even though they represented
a relatively small (4%) portion of WFAM’s
overall global footprint.
To convey the importance WFAM places on
board diversity, the Stewardship team sent
an email to all companies to inform them of
our governance principle that all companies
in which we invest should have at least one
female director on the board. We also stated
that if this remains the case at their 2021
annual general meetings, we will continue
to vote against their nominating committee
chair (or equivalent role in markets where
there is not one). We made it clear that over
time, our expectations for enhanced gender
diversity will expand and more attention will
be placed on ethnic and racial diversity as well.

Country of
incorporation
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Number of
WFAM-invested
companies with
zero women on
board (as %)

Percent of
WFAM’s
annual general
meetings voted

South Korea

156 (27%)

4%

U.S.

116 (20%)

40%

China

66 (11%)

9%

Taiwan

43 (7%)

3%

Engagement at WFAM
Overview
Our approach to engagement with investee companies balances proactive, strategic themes with the flexibility
to accommodate companies on a case-by-case basis as issues or controversies arise. Our strategic themes
for engagement and specific ESG issues to focus on are generally established on a calendar-year basis. The
Stewardship team presents concerning issues for debate and prioritization during the Stewardship and
Engagement Forum’s fourth-quarter meeting each year. Key themes selected for 2020 included climate change,
plastics and the circular economy, workforce safety, workforce diversity, and supply chain management with
a focus on human rights and labor practices. The materiality of these issues varies according to sectors and
industries. For 2020, this led us to prioritize the key ESG themes by mapping industries and sectors on the basis
of materiality, as shown below.
WFAM’s 2020 engagement priorities
ESG issues
Sectors
of interest

Corporate
governance

Climate

Data security
& privacy

Waste
management/
plastics

Highly material

Material

Non-material

Modern slavery

Financials
Energy
Utilities
Insurance
Autos
Technology
Chemicals
Food & beverage
Key:

The next step in our engagement prioritization process is to screen our investment portfolios using our
proprietary ESGiQ scores (discussed on page 15) to flag laggards and leaders in these industry sectors
on material ESG issues. Potential engagement targets are then prioritized by impact potential, which is
a combination of the company’s systemic importance, significance in our aggregate exposure, possible
significance in portfolio-level exposure, and our judgment on the company’s willingness to commit to change.
We also contextualize individual strategies and teams into the overall firm-wide WFAM engagement strategy.
We believe it’s necessary to be somewhat flexible and pragmatic to accommodate cross-asset-class, crossgeographical imperatives and be inclusive of our many investment teams and styles. For example, aggregate
exposure alone won’t be beneficial to capacity-constrained strategies such as small caps, and high yield will
have smaller but important positions to their strategies.
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We also need to be responsive and able to react to
controversies or unexpected themes that emerge, such
as the COVID-19 crisis and, more recently, companies’
reactions to the public unrest stemming from systemic
racial inequalities in the U.S.
Requests from companies seeking to engage with
WFAM have been increasing, typically ahead of their
annual general meetings. When companies reach out to
us to engage on proxy issues, we may accept or decline,
depending mainly on a combination of thresholds:
• Are we tracking the company within our
engagement priorities (displayed on page 13)?
•
• Are any WFAM investment strategies significantly
invested in the company at the company or
portfolio level?
We also may proactively reach out to a company
to seek more input on a matter of high importance
when ISS research and the company’s management
recommendations differ. Corporate governance issues
are always covered during all of our engagements with
companies, which provides us the opportunity to voice our
concerns with the company’s board and/or management.
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Spotlight:
Sentieo
In 2020, WFAM implemented Sentieo—
a new research and communication
technology—across our investment
teams with over 250 active users. We’re
leveraging the capabilities of Sentieo’s
platform to enhance our ESG research
and facilitate coordinated and targeted
engagement efforts. Through a shared
set of hashtags, analysts can highlight
their research related to ESG topics or
subjects like water usage and carbon
emissions. Investment teams can also tag
notes detailing any engagements they’ve
had with companies on these topics,
providing an easily accessible history and
a framework for coordinated engagement
efforts across investment strategies.
We also developed a database during
2020 that tracks the commitments
companies make to us during the course
of our engagements and any expectations
we identify. The database helps us
identify milestone dates and guides our
research on company progress. It also
helps us trigger the appropriate time for
scheduling the next engagement with
a company.

Spotlight:
ESGiQ
WFAM subscribes to ESG research and data from
MSCI, Sustainalytics, OWL Analytics, the Sustainability
Accounting Standards Board (SASB), Trucost, and
HIP Investor. We also use research from S&P Global
Inc.; Fitch Ratings Inc.; Moody’s Investors Service,
Inc.; Barclays plc; HSBC Holdings plc; and Bloomberg
L.P., as well as directly from government agencies,
nongovernmental organizations, and other publicly
available databases. The complementary viewpoints
of different providers and the extensive research
offer qualitative analysis that integrates well with our
investment teams’ bottom-up research processes, data
sets for incorporating into our systematic investment
models, and quantitative scoring to facilitate efficient
high-level review by WFAM’s independent Investment
Analytics team.
WFAM developed a solution to harness the various
viewpoints of different providers to create a proprietary
rating system to assess ESG risk, which we call ESGiQ.
Our methodology combines high-quality data and
analysis from diverse third-party ESG sources with
our investment analysts’ in-depth sector knowledge
and expertise to create a unique view while enabling
broader coverage than that of a single provider. Our
analysts’ assessments complement the vended data to
ensure timeliness and capture trends.
There are two main components of our ESGiQ score:
1. A proprietary quantitative score that’s distilled
from multiple independent ESG data sets. This score
leverages WFAM’s patent-pending, proprietary
process that uses advanced statistical learning
techniques and specialized sampling methodologies
to distill insights from the third-party ESG data
sources. The quantitative score presents a unique
value proposition by deriving meaningful insights
from ESG data sources to benefit our investment
teams and clients.
2. An in-house qualitative score generated from
our analysts’ assessments of risk exposure, risk
management, and trend/outlook. This score is based
on the analyst’s assessment of ESG risks. It has
several key features:
• It’s multifaceted. The framework uses
qualitative assessment on individual topics
to form an overall view of ESG risk and risk
management for the issuer.

•

• It’s focused on materiality.
Fundamental analysts focus their
assessments of each issuer on key ESG
issues. This means issuers are judged
only on ESG factors that are likely to
affect their financial performance or
carry significant business risk.
• It emphasizes management and
oversight. We believe management
quality is a primary determinant of how
well material issues will be managed, so
a significant portion of our qualitative
assessment is based on the analyst’s
assessment of management quality and
oversight.
• Its timeliness and outlook provide
valuable perspective. Our proprietary
framework can capture new information
(for example, ESG controversies) in a
timely manner and allows for a forwardlooking outlook.
The transparency and granularity of the
framework allow us to dig deeply into any topic
or issuer. This capability leads to a more holistic
assessment of ESG risk within our research and
investment process. Further, the sector-specific
orientation of our risk assessment focuses on
material issues influencing companies, and our
trend assessment provides a valuable outlook.
Investment professionals can access our paper,
“Meet ESGiQ: WFAM’s ESG Risk Assessment
Framework,” here.
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Firm-wide stewardship activity
at WFAM—by the numbers
Overall engagement metrics
During 2020, we engaged with 50 companies on 119 ESG issues.

Top issues we engaged on by ESG category

Environmental:
Climate change
Recycling
Biodiversity impact

Social:
Workplace safety
Workplace diversity
Labor relations

Governance:
Sustainability frameworks
Executive compensation
Board diversity

Number of companies we engaged on
by sector
Utilities

8

Autos

6

Energy

6

Financials

6

Building materials

5

Technology

4

Food & beverage

3

Machinery

3

Packaging

2

Diversified industrials

2

Transportation services

1

Chemicals

1

Aerospace/defense

1

Pharma

1

Cable/satellite

1

Percentage breakdown of our engagement on E, S, and G issues
Social
19%

Environmental

Governance

17%
64%
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WFAM’s engagement results
As a large, active, fundamental investment manager, we have the benefit of using a “carrot and the stick”
approach when it comes to assessing investee companies’ commitments and WFAM’s recourse options. As
long-term investors, we take a pragmatic and patient approach to our engagement framework in an effort to
build mutual understandings, which we believe can drive effective results with the issuers in which we invest.
Engagement outcomes may require multiple interactions over time, and we develop milestone expectations
that WFAM establishes with individual commitments that our investee companies pledge to us.
Should we conclude that an investee company has failed to meet their commitments in a reasonable period, or
if the company has other performance or material issues, our initial course of action would be to communicate
our concerns to company management and provide our expectations for improvement. Ultimately, our
progress on stewardship efforts will affect our fundamental assessment of these companies and, in turn, our
willingness to maintain, reduce, or exit our investment positions.

Our investment teams’ engagement activity
In addition to having a firm-wide stewardship platform, WFAM is structured with independent investment
teams that conduct their own fundamental research, which includes engaging with company management.
Given our structure, we believe engagement activities are the responsibility of both our investment teams and
our firm-wide Stewardship team, with robust collaboration between the two.
With respect to their ESG engagements, our fundamental analysts are highly active with companies in which
they invest or follow. Each year, on average, our equity teams conduct approximately 1,200 engagements
spanning E, S, and G issues. Our global credit analysts engage, on average, 2,400 times per year, and many of
these engagements include a focus on E, S, or G issues.
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Case studies
U.S. construction materials company
WFAM’s concerns leading to our most recent engagement were that the company still lacks greenhouse
gas emissions and biodiversity targets despite engagements over the past 18 months during which WFAM
drew attention to this issue. Furthermore, we cited continued concerns with the company’s classified board
structure because it impedes shareholders’ right to elect directors annually.
Regarding the continued lack of targets for greenhouse gas emissions and biodiversity, the company stated
that it’s still a future aspiration, but as a precursor, they’ve been working on educating senior management.
The company is reporting actual carbon emissions reductions achieved since 2013, but it also had a divestiture
that year and has not adjusted the baseline for that, which significantly distorts the actual results. At our
last engagement, WFAM recommended the company change its baseline year to 2014 or adjust its 2013
results to remove the distortion of divestiture. The company did make an update to its website but not to
its sustainability reporting. The company noted that Scope 1 and 2 emissions were up 17% since 2015 but
attributed the increase to revenue growth. WFAM encouraged the company to complement its disclosure of
absolute emissions with intensity emissions.
Also, WFAM discussed the company’s commitment to expand its portfolio of sustainable products and
to be an innovation leader in the industry. WFAM suggested the company disclose its R&D spending on
sustainability-related activities as a percentage of total R&D. The company acknowledged this as a good
suggestion. On sustainability frameworks, the company noted that it’s looking at adopting market standards
such as TCFD and SASB in the future, and WFAM supported this goal.
On diversity, WFAM applauded the company for creating a diversity and inclusion (D&I) council and beginning
to report on diversity progress for the first time. WFAM suggested the company set diversity targets and work
through formalizing and publishing diversity statistics. We also recommended linking D&I efforts to executive
compensation, similar to how the company currently ties worker safety to executive compensation.
On governance, the company recently added proxy access to its charter after investor feedback, which WFAM
complimented them on. However, WFAM reiterated for the second year in a row that a more significant
improvement to shareholder rights would be to declassify the board and that it’s highly unusual for an S&P
500 company to still maintain a classified board. We suggested that communicating a sunset provision to
allow for the transition would be a good start.
After multiple engagements regarding the importance of setting carbon emissions targets, management
still does not have a concrete timeline for doing so. There are indicators that the company is committed
to improving D&I efforts, but we would like to see more disclosure, targets, and goals as well as linking the
progress on goals to executive compensation. The classified board structure remains a corporate governance
concern, and we would like to see the company commit to declassify. Given the level of concerns and lack
of progress on commitments, WFAM will set an engagement frequency of every six months to revisit these
issues with the company.
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Case studies
U.S. financial services company
WFAM engaged with a team from a leading financial services firm, including its lead director, after the annual
general board meeting to discuss corporate governance issues, including executive compensation and board
diversity as well as concerns about human capital management.
Regarding executive compensation, WFAM noted that the say-on-pay proposal garnered a sizable dissent at
the 2020 annual general meeting while in past years it had high pass rates. WFAM cited issues with increased
targets and payouts for the new leadership and a high proportion of short-term incentives (STIs) based on
individual performance with no metrics on STI hurdles. The compensation committee acknowledged our
concerns and plans on addressing these issues by tilting STIs more toward corporate performance and putting
a greater emphasis on total shareholder return.
On diversity, WFAM applauded the company for strong board gender diversity that met current standards
and asked about racial and ethnic diversity. The attending board member stated that the company’s goal is
to add at least two Black and/or Latino members in the next 18 months and that they’ll also be looking for
diversity of thought in their candidates. Turning toward workforce diversity, the company noted that executive
compensation has a component tied to achieving diversity improvement goals, and they provided us with
specific diversity targets for the next 10 years.
Finally, WFAM drew attention to recent workforce reductions and declining employee morale. The company
cited targets to improve employee satisfaction and noted that there were no pandemic-related workforce
reductions. WFAM emphasized that most employees cited a lack of future progression as their reason for
leaving and noted that this may indicate a weakness in company culture. We suggested the company continue
to nurture promotional opportunities and recognize the organizational costs of turnover.
The outcome is that WFAM will continue to monitor the company’s approach to talent retention and morale
and track board and workforce diversity progress as compared with newly stated targets.
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Case studies
Energy company held within the S&P 500 Index
In the fall of 2019, WFAM initiated an engagement with an S&P 500 energy company regarding its
sustainability framework. In the fall of 2020, the company followed up with us to review its annual
sustainability reports and discuss our corporate governance concerns.
Over the past 18 months, WFAM has maintained a constructive conversation with the company about
adopting sustainability frameworks. In 2020, the company reported that it adopted SASB reporting and has
continued to report in the TCFD framework. While this is a large step in the right direction, WFAM noticed that
the company failed to meet four TCFD recommendations:
1. 

2. 

3. The company hasn’t set any emissions reduction goals or targets across any time horizons.
4. Regarding governance on climate strategy, TCFD recommends that a dedicated committee of the
board oversee this process or amend an existing committee charter to explicitly mention climate
change responsibility and accountability. At this company, however, this governance currently sits
within the public policy committee, which consists of the whole board. It doesn’t appear that any board
members have climate expertise. WFAM asked the company to consider a more specialized committee
with expertise for the future. We further noted that TCFD expectations include linking emissions goals
and targets to executive compensation and providing more enhanced lobby disclosure to reveal the
alignment of the company’s activities and trade association memberships with the goals of the Paris
Agreement.
In summary, we believe this company hasn’t fully developed a robust climate strategy yet. We’ll continue to
engage with the company following the release of its annual sustainability report.
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Case studies
U.S. telecom and semiconductor company
The board of this technology company initiated an investor outreach campaign after its say-on-pay proposal
failed to achieve majority support at the last annual general meeting, gaining only 18% in favor. The issue
overhangs the company: A major ESG rating firm cited the proposal failure as a moderate corporate
governance controversy, and many large shareholders publicly criticized the proposal.
On compensation, WFAM focused on two areas: long-term incentives (LTIs) and equity grants. This is the
second-straight year that the board has awarded special grants to executives for extraordinary events.
The company defended its 2019 award as a catch-up payment following a large settlement and licensing
agreement with a major tech company. Regarding the 2020 award, the company stated that the CEO
didn’t have any unvested restricted stock units (RSU) and that the board was concerned that performance
stock units (PSU) weren’t sufficiently attractive. The company asserted that the intention was to recognize
leadership and create an RSU/PSU mix more in line with that of their peers. However, WFAM noted that this
was not a sufficient justification.
Moving on to LTI: The company has significantly increased the CEO’s target LTI opportunity without a
rationale. WFAM noted that the company uses total shareholder return to calculate the first component of
LTIs but emphasized that recent cash flow generation was unimpressive and didn’t justify the LTI increase.
For the second component, the company uses return on invested capital (ROIC), which it has found difficult
to compute due to contract disputes, acquisitions, and general capital structure challenges. As a result, the
company is contemplating shifting to earnings-per-share or operating-income metrics. However, WFAM
noted that the issue isn’t with ROIC in principle—rather, it’s that the company uses adjusted financials for
incentive targets, which is not academically honest. WFAM noted that because the CEO and executives
make acquisitions, metrics including amortization and goodwill write-downs should be included in their
compensations.
The outcome is that WFAM plans on holding another engagement with the company when the 2021
compensation plan is designed and will monitor for changes.
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Final thoughts
Together, WFAM’s Stewardship and investment teams are working to deliver strong stewardship and realize
the value of constructive, focused engagements with companies reinforced with aligned proxy voting action.
We believe this is a key component of our investment process and demonstrates our commitment to active
ownership.
Are you interested in speaking with us about the topics covered in this piece? We welcome the opportunity for
a conversation. Please contact us if you would like to discuss:
• SASB standards and financial materiality of ESG issues
• Stewardship codes and best practices across the globe
• Anticipated direction of the regulatory changes in the U.S. on climate change and other ESG topics
• Other key stewardship trends
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Appendix
WFAM’s governance principles
Boards should have strong, independent leadership
• Independent leadership of the board is necessary to oversee a company’s strategy, assess
management’s performance, and provide a voice independent from management that is accountable
directly to shareholders and other stakeholders.
• A majority of directors on the board should be independent. We believe that the issue of separation
of CEO and chairperson is company dependent and should be assessed based on a company’s own
circumstances.
• If we deem a combined CEO/chairperson structure is beneficial for the company, we would seek
a credible independent lead director with clearly defined responsibilities to ensure effective and
constructive leadership.
• Boards should establish committees to which they delegate certain tasks to fulfill their oversight
responsibilities. At a minimum, the audit, compensation, and nominating committees should be fully
independent.

Boards should adopt structures that enhance their effectiveness.
• Boards should be composed of directors having a mix of direct industry expertise and skills relevant to
the company’s current and future strategy.
• A well-composed board should also embody multiple dimensions of diversity in order to create a
constructive debate of competing perspectives and opinions in the boardroom.
•
•
•

• Directors should aim to attend all board meetings, and we will generally vote against directors with
poor attendance (defined as attending less than 75% of combined board meetings and applicable key
committee meetings).
• Boards should disclose mechanisms to ensure there is appropriate board refreshment.
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Appendix, continued

Companies should strive to maximize shareholder rights and representation.
•
• We expect boards of companies with dual or multiple class share structures to review these structures,
and we will encourage them to establish a mechanism to end or phase out controlling structures.
•
• Where there is a substantial or dominant shareholder, supermajority voting may be protective of public
shareholder interests and we may support supermajority requirements in those situations.
•

Boards are accountable to shareholders and should be responsive to shareholders.
•
• On classified boards, we may choose to vote against or withhold votes from the available slate of
directors when there is not a voting mechanism to immediately address concerns of a specific director
that is not on the slate.
• Anti-takeover measures adopted by companies can reduce board accountability and can prevent
shareholders from realizing maximum value for their shares. If a board adopts an anti-takeover
measure, directors should explain to shareholders why adopting these measures are in the best longterm interest of the company.
• Shareholders expect responsive boards to work for their benefit and in the best interest of the
company.
• Boards should seek to understand the reasons for and respond to significant shareholder opposition to
management proposals.
• Boards should respond to a shareholder proposal that receives significant shareholder support by
implementing the proposed change(s) or by providing an explanation to shareholders why the actions
they have taken or not taken are in the best long-term interests of the company.
•
• We may oppose the reelection of directors when they have persistently failed to respond to feedback
from their shareholders.
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Appendix, continued

Boards should oversee company management’s formulation and communication of long-term
corporate strategy, addressing the sustainability of their business model and operations over
the long term and linking it to the proposition of shareholder and broader stakeholder value.
• Companies should clearly communicate their long-term strategy and how it links to economic value
creation for shareholders and other stakeholders.
• To reinforce this, the board or its compensation committee should link long-term performance goals
that underpin the company’s long-term strategy into the management incentive plans and ensure
quantifiable, long-term performance-based incentives serve as the majority drivers of incentive
awards.
• The emphasis should be on the long term and should seek to mitigate short-term pressures that can
lead to an undue focus on short-term profits at the expense of strategic investments needed for longterm growth and value creation.
• All extraordinary pay decisions for the named executive officers should be explained to shareholders.
•
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