WIIONTANARO

ASSET MANAGEMENT

e We seek to exercise all of our voting rights.

e We make our own voting decisions.

e We do not choose to automatically support the Board or management of an investee
company and instead apply our proprietary guidelines.

e We publish Voting Activity Summary Reports on our website

We exercise our voting rights

Voting is a vital part of our engagement with companies. This is why we attempt to vote at all
Annual General Meetings for the holdings within our Funds. We also do this for segregated
mandates where we have authority to do so. We do not engage in stock lending in the
Montanaro Funds (although our segregated clients may have their own policies on this).

We make our own voting decisions

We receive independent third party corporate governance reports and voting
recommendations from Institutional Shareholder Services (ISS) ahead of meetings, however
we use these for advice only; our Analysts systematically review all resolutions ahead of
shareholder meetings and we voice our concerns where required. We aim to discuss any

issues with management prior to voting against or abstaining.

We apply the same voting decisions across all portfolios, unless a segregated mandate client
has specified that a particular voting policy be applied. We keep a record of our voting

rationale.

We publish Voting Activity Summary Reports on our website

We use ISS to process our proxy voting. All voting activity is recorded in our Proxy Voting Log
and can also be reviewed on the ISS portal. The Sustainability Committee reviews voting
activity for the quarter at each meeting, and we publish a summary of our voting statistics on
our website. This includes the number of proposals where we voted either in favour, against
or abstained on different subjects such as approving Remuneration policies, electing

Directors, and approving capital increases.

A more detailed breakdown of how we voted on specific issues and our rationale for doing so
is provided to clients on a case-by-case basis and is recorded in our reports to the FRC
Stewardship Code as part of our responsibilities as signatories. We also report our voting
statistics to the Principles for Responsible Investment (PRI) in line with our responsibilities as

a member organisation.


https://montanaro.co.uk/sustainable-investing/
https://montanaro.co.uk/sustainable-investing/

MIONTANARO

ASSET MANAGEMENT

The voting guidelines below indicate the parameters used to assess voting decisions.
Decisions are taken on a case-by-case basis and a degree of flexibility is needed to
accommodate the wide variety of circumstances we encounter when exercising our rights as
shareholders. Nevertheless, we apply the points outlined in this document when reviewing
the proposals put to us by companies. If for any reason we deviate from the voting
suggestions listed, we must provide a clear rationale that is recorded in our Proxy Voting Log.
This usually forms a catalyst for engagement and the topic is raised at our next meeting with
the company.

Our principles focus on key topics, which cover the issues most commonly encountered when
undertaking stewardship duties. This is by no means an exhaustive list and therefore any
omission of an issue in the voting policy does not preclude a vote against at a company
meeting should an unforeseen concern arise.

The Board: Composition and Responsibilities

1. Theroles of Chairperson and CEO should be separate. There are some countries where
the combination of these roles is common but the recommended practice is that these
roles should be distinct to ensure a clear division of responsibilities between the
leadership of the Board and the Executive leadership of the company’s business.
Where these roles are not separated we will generally vote against the election or re-
election of the director whose presence causes the Board to fail to meet our
guidelines. Where we opt to support directors who hold combined CEO and
chairperson roles, we will usually contact the company to outline our views on this
practice and encourage a change to mitigate governance risks.

2. The majority of the Board should be Non-Executive Directors (NEDs) who are deemed
independent. Relevant experience and group dynamics should be taken into account,
this ensures that the Board is not dominated by an individual or small group of
individuals. Independent NEDs should provide constructive challenge, strategic
guidance, offer specialist advice and hold management to account. Where the lack of
independence on the Board causes us concern over the appropriate functioning of the
Board, we will generally vote against the election or re-election of the directors who
are not considered independent.

3. We encourage 75% of the board to be independent Non-Executive Directors in order
to have the necessary challenge and debate to promote a well-functioning and

entrepreneurial boardroom culture.



4. There should be separate committees for the Audit and Remuneration functions.
These committees should be made up entirely of independent NEDs that have recent,
relevant experience to the committee they sit on (this is particularly important for the
Audit committee). Where a Board does not have such committees in place, we may
choose to vote against the chairperson for a failure to support best practice. Where
these committees exist but composition is not in line with our guidelines we will
generally vote against the election or re-election of individual directors whose
presence skews the independence of a committee. However, we will of course
consider factors such as the size of the company and its leadership team prior to
making these decisions.

5. Where possible, there should also be a Nomination Committee comprising of a
majority of independent Non-Executive Directors.

6. Directors should have sufficient time to meet their Board responsibilities. We will
review any additional roles directors have outside their Board commitments. Where
we feel a director is overcommitted, we may vote against their re-election. We are
likely to use attendance as evidence of a director’s ability to meet their
responsibilities. Directors should attend all Board and any relevant committee
meetings. Directors that attend fewer than 75% of their meetings should have the
resolution for re-election voted against.

7. Theindependent NEDs should be regularly refreshed; this ensures that the criteria for
independence continue to be met. Should a Director have a long tenure (typically 10
years or more), we may consider voting against their re-election unless we believe
that the Director continues to act independently from management and to add value
to the Board.

8. When evaluating Board composition and effectiveness, we will consider cognitive
diversity as well as that of gender, social and ethnic backgrounds and personal
strengths. There should be a transparent diversity policy in place that should ideally
go beyond gender reporting to encompass diversity in its broadest sense. We support
reviews such as FTSE Women Leaders, McGregor-Smith and Parker, which set goals
for the representation of women and people from ethnic minority backgrounds in
boardrooms, executive teams and senior management!. Where we feel there is
insufficient consideration, reporting and action on improving diversity on the Board,
within management or employees, resolutions to reappoint members of the

Nominations Committee may be voted against. We will engage with companies to

! The FTSE Women Leaders Review continues to encourage FTSE 350 companies to maintain at least 40%
women’s representation on Boards and Leadership teams. The McGregor-Smith Review on racial
representation suggests a roadmap for success including: Gather Data; Take Accountability; Raise Awareness;
Examine Recruitment; Change Processes; and Government Support. The Parker Review suggests companies
should have at least one ethnic minority board member.



improve diversity at Board level and throughout the organisation. Where companies
operate in a sector with particularly low levels of diversity and high female attrition
rates, it is necessary for these companies to evidence that they are taking meaningful
action to address the talent gap.

9. Some companies have a mentality of “one and done”, we do expect to see continued
improvement to board diversity and will consider voting against the Chairperson
should progress stall?.

10. We note the FCA’s diversity and inclusion disclosure requirements for listed
companies to enhance transparency and encourage progress in diversity at the board
and executive management levels of listed companies®. We will aim to vote in favour
of boards that meet or exceed the FCA's diversity targets:

e At least 40% of the board members should be women.

e At least one of the senior board positions should be held by a woman.

e At least one board member should come from a minority ethnic background.

We will vote against the re-election of chairpersons of nomination committees in
companies that fail to meet these targets without a satisfactory explanation or a clear
and credible plan to meet the targets in the near future.

11. We will critically assess the explanations provided by companies that do not meet the
diversity targets and will only accept explanations that demonstrate a genuine effort
towards achieving diversity and outline specific, actionable plans to meet the targets.
Evidence of this can be provided in annual reports using numerical data and a
thorough analysis as well as inclusion of diversity-related metrics and targets.

12. We will support resolutions requiring companies to provide comprehensive disclosure
on the diversity of their board and executive management, including gender and
ethnic diversity. We will also encourage companies to adopt broader diversity
disclosures beyond gender and ethnicity, where this is welcomed by the workforce,
including sexual orientation, disability, and socio-economic backgrounds.

13. We advocate for diversity at the executive management level, not just at the board
level, and will vote in favour of policies and practices that promote diversity within the

most senior level of executive management.

Remuneration

1. There should be an annual advisory vote on the remuneration report by shareholders.
This practice provides shareholders with a regular opportunity to express their opinion
on the company's remuneration practices, promoting greater accountability and

2 https://www.gov.uk/government/publications/ethnic-diversity-of-uk-boards-the-parker-review
3 https://www.fca.org.uk/publication/policy/ps22-3.pdf



https://www.gov.uk/government/publications/ethnic-diversity-of-uk-boards-the-parker-review
https://www.fca.org.uk/publication/policy/ps22-3.pdf

alignment with shareholder interests. Where shareholders are not regularly consulted
on remuneration practices, we will consider voting against the re-election of members
of the Remuneration Committee.

Remuneration schemes should align executive and shareholder interests. Pay
structures should be transparent and targets under incentive schemes should be
disclosed on an annual basis unless a full justification can be provided. Where opaque
remuneration policies and practices are implemented we may choose to vote against
resolutions on the remuneration report. This could be escalated to a vote against the
remuneration policy or the re-election of members of the Remuneration Committee
if the issue persists without a valid explanation from the company.

There should be clarity in reporting on remuneration outcomes. Companies are
encouraged to provide detailed disclosures that not only list the remuneration figures
but also explain the rationale behind these figures in the context of the company's
performance and strategy.

Variable pay should be based on delivery of good long term performance and a variety
of metrics should be used rather than a single performance target. The targets should
be stretching and aligned with the strategy of the business. If variable pay is not
aligned with the long term business strategy, we may choose to vote against
resolutions on the remuneration report. This could be escalated to a vote against the
remuneration policy or the re-election of members of the Remuneration Committee
if the issue persists without a valid explanation from the company.

We encourage all companies to include ESG metrics into their variable remuneration
structures. This is particularly important in industries exposed to significant health and
safety, environmental or social risks. In such industries we expect executive
remuneration arrangements to include performance measures to manage these risks.
We will vote against a remuneration report if there has been significant
mismanagement of ESG risks during the period but no reduction to executive pay
awards. This is particularly pertinent where a company is directly linked to a
catastrophic incident.

There should be adequate malus and clawback provisions in place that include the
circumstances in which the Remuneration Committee would consider recoupment.
The company should also state whether the provisions have been used in the previous
reporting period. If such arrangements are not outlined as part of the remuneration
policy, we will consider voting against the policy.

Boards should have strong rationales for financial awards to management and if the
justification for such awards is weak, e.g. in the event of a windfall scenario leading to
unforeseen large pay-outs, the Remuneration Committee should use their discretion

to make adjustments. We expect Remuneration Committees to exercise sensible



judgement to ensure total awards remain appropriate. We will consider the
effectiveness of the Remuneration Committee if we identify situations where the
rationale for excessive awards is lacking.

8. Undeserved and excessive remuneration sends a negative message to all
stakeholders, including the company’s workforce, and causes long-term damage to
the company and its reputation®. As a consequence, we will also consider the following
points when deciding whether to approve a remuneration report:

o The pay ratio between executives and employees;

o The ratio of base salary to variable remuneration;

o Total level of pay;

o Whether the company in question is a living wage employer and various other
employment practices that ensure decent and stable work for their
employees.

The purpose is to ensure that remuneration policies are developed with a
consideration of wider stakeholder interests, not just shareholders. This includes the

impact of remuneration policies on employees, customers, and the community.

Audit

1. We will consider opposing the re-election of the Audit Committee and approval of the
Annual Report and Accounts if there is no statement of responsibility for accounts, an
auditors’ reporting responsibility and a statement of going concern.

2. If the external auditor proffers an adverse / qualified opinion we may consider the
positions of the Audit Committee members.

3. The Board’s statement of internal controls should be appropriately detailed. The
Board is responsible not only for establishing, but also for maintaining the
effectiveness of, the risk management and internal control framework. The Board
should explain how monitoring and review of these internal controls are conducted.
Where necessary information has been omitted, we may consider voting against
resolutions to approve the Report and Accounts.

4. External auditors should be fully independent and have no significant connection to
the directors. External auditor positions should be re-tendered every ten years and
the same auditor should not remain in post for more than 20 years in order to ensure
this independence. We will consider voting against the re-appointment of the auditor
where independence is called into question.

5. When inviting audit firms to tender for the position, there should be no “Big four only”

4 https://www.theia.org/sites/default/files/2024-10/Principles%200f%20Remuneration%202025%20-
%20Final.pdf



https://www.theia.org/sites/default/files/2024-10/Principles%20of%20Remuneration%202025%20-%20Final.pdf
https://www.theia.org/sites/default/files/2024-10/Principles%20of%20Remuneration%202025%20-%20Final.pdf

restrictions implemented. Where smaller firms have the scope to audit, companies
should resist the imposition of such requirements.

6. We prefer the appointed external auditor not to engage in additional non-audit work
for investee companies. Where external auditors perform additional non-audit work
for the company, payment for this non-audit work should not exceed 70% of audit
fees. This could lead to independence being compromised and therefore we may

choose to vote against the re-appointment of the external auditor.

Shareholder Rights

1. We prefer that companies adhere to a “one share, one vote” principle. If multi-class
share structures are in place, we will advocate for time-based sunset provisions that
lead to the automatic conversion of shares with superior voting rights to ordinary
shares, thereby aligning with the one share, one vote principle over time.

2. We believe that, in order to uphold the rights of existing shareholders, pre-emption
rights should only be dis-applied in limited circumstances. This protects investors from
the erosion of value or control without approval.

3. The issue of new shares should not exceed a third of the issued ordinary share capital,
or in the event of a rights issue, two thirds of issued ordinary share capital.

4. If there is an attempt to issue new shares without pre-emption rights the amount
should not exceed 10% of issued ordinary share capital in one year. Any disapplication
above 5% of issued ordinary share capital without pre-emption rights should only be
in connection with an acquisition or specified capital investment.

5. Share buybacks should be fully justified. Where proposed repurchasing arrangements
exceed 10% of the issued ordinary share capital without sufficient justification, we are
likely to vote against the resolution.

6. Corporate restructuring resolutions will be considered on a case-by-case basis. We
tend to consider factors such as:

o The strategy of the business;

o Transparency and management of the transaction;

o Risk mitigation;

o Alignment of directors with stakeholder interests.
In situations where we feel the proposal fails to meet our requirements, we will vote
against the suggested restructuring arrangements.

7. Resolutions that seek to remove or reduce shareholder protections should be voted
against.



Sustainability, ESG and Impact

1. We want our investee companies to effectively manage ESG risks and pursue
opportunities for improved sustainability credentials. Any opportunities to encourage
such behaviours through voting will be taken.

2. We will support the establishment or maintenance of a board-level committee
dedicated to oversight of ESG issues. This committee should have a clear mandate and
the necessary expertise to guide the company's ESG strategy.

3. Ataminimum, ESG practices should meet the standards of market regulations. Where
this is not the case, we will first engage with the company to advocate for
improvement on the relevant issue. The success of any resulting dialogue will
influence future voting decisions.

4. Where there is clear evidence that a company is not taking sufficient steps to manage
ESG risks, or where there has been significant non-compliance with relevant ESG
standards, we will consider voting against the re-election of responsible directors,
including members of relevant oversight committees.

5. We expect management teams to be aware of systemic and market-wide risks that
might impact their businesses, such as climate change, biodiversity loss and broader
nature-related risks, and take appropriate action to mitigate these risks. We
encourage companies to undertake transition planning and disclose how they intend
to align with the goals of the Paris Agreement and support the transition to a low-
carbon economy.

6. We will support shareholder resolutions that request companies to enhance their
climate-related disclosures in line with International Sustainability Standards Board
(ISSB) standards and other relevant market frameworks. We will also support
resolutions that advocate for setting science-based targets to reduce greenhouse gas
emissions.

7. Where companies seek authority to make political and/or trade association donations,
we will consider the request on a case-by-case basis. Transparency and disclosure
surrounding the proposed donations are essential. This involves a public explanation
of the benefits offered by the contribution to both the company and its stakeholders.
We will also consider the cap on the level of the donations to inform our decision.
Beyond this, we will vote against political donations, trade association membership,
or the establishment of charitable or educational trusts that undertake lobbying
against progressive climate legislation and whose objectives run contrary to the Paris
Agreement.

8. We outline our Ethical & ESG policies in detail in our ESG Handbook. Voting is aligned

with our policies in this area.


https://montanaro.co.uk/wp-content/uploads/MONTANARO-ESG-HANDBOOK-2024-1.pdf
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The first step in our voting process is that our Administration Team will be notified of
a new ballot. The votable shares are then checked between our two systems (ISS and
Charles River) to ensure that there is no discrepancy. The Team will also check whether
there is any shareblocking in place for the company in question.
The Administration Team will then circulate the ISS research note on the upcoming
meeting to the Investment Team and, in some circumstances, members of the
Compliance Team in line with our Conflicts of Interest Policy.
The relevant Analyst for that company will review the ISS recommendations.
Then follows our discussion. This will take place between Analysts and the
Sustainability Team and references:

a. theISS research;

b. the MAM Voting Guidelines detailed above;

c. any previous engagement with the company;

d. the Analyst’s knowledge of the business.
If an Analyst wishes to vote against management’s recommendations, they will usually
contact the company to discuss the matter and find out if there are any mitigating
circumstances which explain the proposal of the resolution.
When a decision has been reached, the Sustainability Team will send the final voting
decision to the Administration Team for implementation. They will also provide a
rationale for each item. This will be recorded using the ISS ProxyExchange platform.
Two logs are kept in conjunction with voting activity. One by the Administration Team
to record that the steps have been undertaken correctly and one by the Sustainability
Team to record voting rationale and engagement as a result of the decision-making
process.
Where we have separate mandates and our clients have their own voting guidelines,
we will review the voting suggestions for companies held within their portfolio in line
with their policy. Where we disagree, we will present our rationale and alternative
voting suggestions to the client. The final decision is then made by the client and
submitted via their system.

The Sustainability Committee reviews voting activity on a quarterly basis.



