
It’s the best way to force companies 
to change for the better.

An essential ingredient in the pantry of the long-
term environmental, social and governance, 
or ESG, investor is the ability and willingness 
to pragmatically engage with a company. 
Engaging with a company on material risks and 
opportunities can provide improvements that 
enhance value to stakeholders. Sometimes 
those outcomes can be quantified in monetary 
terms, but more frequently the outcomes are 
non-monetary but nonetheless important. 
Desired engagement outcomes, for instance, 
might be a reduction in the risk of political 
interference, enhanced brand perception 
among customers, or improved sustainability of 
the societies in which the company conducts its 
business. In our view, achieving such outcomes 
requires a pragmatic perspective from investors 
in recognition that companies operate in 
complex environments.

‘Engagement’ simply describes the process 
of conversing with a company with a view to 
influencing it to achieve specific outcomes. 
‘Conversing’ could be interacting with relevant 
board members, senior management, other 
officials of the company, or advisers to the 
company. The form of interactions span 
meetings through to formal letters. ’Specific 
outcomes’ refer to desired strategies or actions 
from the company; for example, climate-risk 
strategies or specific employee diversity goals.

Ultimately, an investor’s power to engage stems 
from voting rights that attach to their share 
ownership. These voting rights are exercised in 
the ’proxy voting’ process, which can result in 
significant change, including the appointment 
of new directors and auditors, and approval 
of specific proposals. Naturally, the size of 

an investor’s ownership in a company has 
a proportional impact on voting rights and, 
therefore, influence. Collaborating with other 
like-minded investors can help increase the 
pressure on a company for a specific outcome.

It’s worth noting some of the most non-ESG 
companies escape this type of engagement 
because ESG investors often have specific 
exclusion requirements from such businesses. 
Many (including us) choose not to invest 
in tobacco manufacturers. These sorts of 
exclusions are sensible because a tobacco 
manufacturer can’t help being other than a 
purveyor of tobacco products. No level of 
engagement would prompt them to stop 
selling packaged nicotine.

For many other types of business, ESG 
investors are happy with the products and 
services but seek to engage for changes 
that enhance opportunities and reduce risks. 
Most, say, are content with the business of 
supplying electricity to homes and businesses; 
however, sometimes concerns arise that some 
of these businesses are not properly planning 
for decarbonisation and climate-related risks. 
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In these instances, we believe it rational for 
investors to invest in these businesses and 
then seek to engage for specific outcomes 
that improve management of climate-related 
risks. These investors have the voting power 
to agitate for improvements and then reap the 
longer-term rewards of those improvements. 
Merely divesting those businesses results in 
no voice with which to engage a company to 
improve their practices. In these instances, no 
investment means no impact.

This perspective, however, does not obviate 
the rational investment decision to divest 
a company that chooses not to engage on 
material risks, or pretends to engage but doesn’t 
make genuine changes, which may then expose 
the longer-term investor to significant risks.

The explosion of interest in ‘sustainability’ and 
‘ESG’ considerations in investing has led to 
a growing number of shareholder proposals 
being submitted for voting at annual general 
meetings.1 Yet many of these shareholder 
proposals are immaterial to the company, 
relate to issues already being managed, or are 
even detrimental to the interests of long-term 
shareholders. Indeed, this year’s proxy voting 
season (April to June, mostly for US and 

1 “A shareholder proposal is a recommendation or requirement that a company or its board of directors take a 
particular action, which is submitted by a shareholder for consideration at a meeting of the company’s shareholders.” 
– Thomson Reuters

European companies) has seen the number 
of shareholder proposals increase by 40% 
from 2021 for the companies that we vote 
upon (those stocks we manage on behalf of 
our clients).

We assess each of these proposals on behalf 
of our investors. We do not outsource this 
important responsibility. For each proposal, we 
assess whether the issue at hand is material 
to the company, or perhaps to the company’s 
industry, and whether the company is already 
managing the issue appropriately. If the 
proposal has merit, we will generally vote for it, 
while opening a conversation with the company 
about the issue to express our perspectives and 
what a desirable outcome might look like. In our 
assessment of materiality, we do consider how 
much time and effort is involved in meeting the 
demands of the proposal and the likely degree 
of management, or board, distraction involved. 
Managements should be busy creating value 
for long-term investors and not be distracted by 
immaterial matters.

In conclusion, our engagement goal is to 
recognise our stewardship responsibilities of 
being custodians of our investors’ capital over 
the long term. This recognition steers us to 
engagement that improves the management of 
material risks and opportunities of our investee 
companies, and not merely box-tick issues 
that are topical but not material to a company. 
Properly doing this requires thoughtful and 
pragmatic consideration of complexities 
companies and societies face.

“ Our engagement 
goal is to recognise 
our stewardship 
responsibilities of 
being custodians 
of our investors’ 
capital over the 
long term.”
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

This material has been produced by Magellan Asset Management Limited trading as MFG Asset Management (‘MFG Asset 
Management’) and has been prepared for general information purposes only and must not be construed as investment 
advice or as an investment recommendation. This material does not take into account your investment objectives, financial 
situation or particular needs. This material does not constitute an offer or inducement to engage in an investment activity 
nor does it form part of any offer documentation, offer or invitation to purchase, sell or subscribe for interests in any type of 
investment product or service. You should read and consider any relevant offer documentation applicable to any investment 
product or service and consider obtaining professional investment advice tailored to your specific circumstances before 
making any investment decision. 

Past performance is not necessarily indicative of future results and no person guarantees the future performance of any 
financial product or service, the amount or timing of any return from it, that asset allocations will be met, that it will be able 
to implement its investment strategy or that its investment objectives will be achieved. This material may contain ‘forward-
looking statements’. Actual events or results or the actual performance of an MFG Asset Management financial product or 
service may differ materially from those reflected or contemplated in such forward-looking statements.

This material may include data, research and other information from third party sources. MFG Asset Management makes 
no guarantee that such information is accurate, complete or timely and does not provide any warranties regarding results 
obtained from its use. This information is subject to change at any time and no person has any responsibility to update 
any of the information provided in this material. No representation or warranty is made with respect to the accuracy or 
completeness of any of the information contained in this material. MFG Asset Management will not be responsible or liable 
for any losses arising from your use or reliance upon any part of the information contained in this material. Statements 
contained in this material that are not historical facts are based on current expectations, estimates, projections, opinions and 
beliefs of MFG Asset Management. Such statements involve known and unknown risks, uncertainties and other factors, and 
undue reliance should not be placed thereon. 

Further information regarding any benchmark referred to herein can be found at www.mfgam.com.au. Any third-party 
trademarks contained herein are the property of their respective owners and MFG Asset Management claims no ownership 
in, nor any affiliation with, such trademarks. Any third-party trademarks that appear in this material are used for information 
purposes and only to identify the company names or brands of their respective owners. No affiliation, sponsorship or 
endorsement should be inferred from the use of these trademarks. This material and the information contained within it 
may not be reproduced, or disclosed, in whole or in part, without the prior written consent of MFG Asset Management.”

http://www.mfgam.com.au

