Amati Global Investors
Governance, Social and Environmental Issues
Introduction

As institutional investors in small cap equities, broadly defined as companies with an equity value up
to £2bn, we will on occasion become significant shareholders in investee companies. We take
seriously our responsibility to be a positive influence on the companies in which we invest, expecting
high standards of corporate governance and social and environmental responsibility from executives,
which we believe are in the best long term interests of shareholders.

While corporate governance has been well codified in the UK Corporate Governance Code published
by the Financial Reporting Council ( previously known as the Combined Code), and the broad range
of discussions, consultations and documents around this, matters of social and environmental
responsibility are much more difficult to codify or reach a consensus over. Although the funds that
we manage have no specific criteria in relation to these matters, we believe that our investment
process should take into account the broader social and environmental impact of the companies in
which we invest. Because the issues raised are highly complex, and judgments formed are mostly
subjective and involve taking an overall view on the balance of many different factors, we do not
believe that a formulaic or box-ticking approach produces worthwhile conclusions, and hence we are
reluctant to make any strong claims about our ability to form such judgments. However, we deal with
such considerations with the utmost seriousness, and are always willing to engage in dialogue with
our clients about issues raised by the stocks in which we invest. We seek in this document to provide
investors with an insight into our broad principles and preferences. Matters relating voting policy and
the Stewardship Code are covered in our Stewardship Code statement which is also available on our
website.

Corporate Governance

Amati is supportive of the principles and procedures laid out in the UK Corporate Governance Code
(“the Code”), and it is not the purpose of this document to recapitulate these. The Code is drawn up
with FTSE 350 companies primarily in mind, and in certain points, such as the annual re-election of
directors, specifically excludes its requirements from smaller companies. Strong corporate
governance is often a greater challenge for smaller companies, partly because it represents
proportionately a greater cost, and partly because there tends to be a greater overlap between
management and ownership of companies, which can accentuate one of the abiding problems that
corporate governance structure needs to address, namely the potential conflicts of interest between
management and shareholders.

Moreover, at Amati we are active investors in AIM, which operates looser reporting requirements
than those which apply to premium listed companies on the main market. AIM is in part a success
because it recognises that small companies don’t require the same governance and reporting
procedures as much larger ones. But this can in some cases breed a poor attitude towards corporate
governance in which shareholders interests can be ignored. As investors, the main focus of our
concern with corporate governance is to ensure that directors remain attuned to creating value for
shareholders, and that their interests are aligned with those of shareholders. We also take part in
regular discussions over governance issues with other small cap investors, and parties interested in the
AIM market, such as the Quoted Companies Alliance.



We recognise that there are many cases where small quoted companies have to compete for
management talent with private equity backed companies, and that in some circumstances
remuneration needs to reflect this. However, we are critical of incentive schemes that rely heavily on
share options, because the interests of option holders will always differ from those of shareholders. It
is also the case that the structures used in private equity are such that equity type rewards for
managers only emerge after the bulk of the capital invested has achieved a high level of return. This
is rarely mirrored in option schemes for the management of quoted companies. Unfortunately the tax
regime in the UK gives very favourable treatment to approved option schemes, so we recognise that
their use will remain pervasive, but we don’t see this as the best form of incentivisation, and believe
that directors and analysts are far too willing to add back the share based payments charge (which is
almost always related to the grant of options) to earnings figures. We would always prefer an
incentivisation mechanism which has rigorous performance criteria, giving priority to a base level of
equity return to investors, takes into account total returns (i.e. includes dividend payments made,
unlike option schemes), and which results in the management owning shares rather than derivative
instruments.

We believe it is important for directors to be shareholders in the companies that they manage, and
prefer situations where management own 10-20% of the equity. Beyond 20% issues emerge over
management having too much control, issues which are hugely increased where an individual on the
board, or a set of related individuals control more than 50%. Shareholders in this situation need to
recognise that the dynamics of corporate governance are then completely different, relying in large
measure on the willingness of the controlling party to safeguard the interests of minority shareholders.

Issues concerning Social and Environmental Impact

It is normally in the long term interests of investors to pay careful consideration to the social and
environmental impact of the companies in which they invest, but it is often not in their short term
interests, as short-cuts may give much more rapid results in the short term. This sets up a complex
dynamic for fund managers. At what point should matters of principle over-rule the possibility of
short term advantage? How should those points of principle be defined?

In our view this is not just a question for funds which set out to label themselves as “ethical” or
“sustainable” because they have defined a process which they believe can form desirable judgments
about these questions. Rather we regard these questions as important to every investor. The fact that
we don’t chose to label our funds in this way reflects our belief that the issues are too complex, and
too much a matter requiring personal judgment to be usefully wrapped up into a pre-defined process.

Being active investors in AIM creates an added dimension of difficulty in this regard, because the
universe of stocks on AIM includes companies operating in almost every region of the world, under
widely differing legal jurisdictions, with management teams from the widest possible range of cultural
backgrounds. The most international sector on AIM, namely natural resources, has also become by
far the largest, and illustrates the issues more sharply than any other. Clearly the mining and oil and
gas industries often have a huge impact on the countries in which they operate. The problem,
particularly acute in Africa, known as ‘the curse of oil’, where countries with massive oil wealth
remain blighted by poverty and are ruined by war, highlights how much is at stake from the behaviour
of such companies. Whilst bank lending to mining projects in emerging economies is now often
being shaped by practices developed by the IFC, and encapsulated in the Equator Principles, a
voluntary code of conduct which is being increasingly adopted by international banks, such issues are
generally less well considered by equity investors, reflecting in part the fact that much less



information is generally made available to them. We, therefore, have a strong preference for mining
companies which have secured project financing from banks which have adopted the Equator
Principles, because this is the best benchmark we have for good practice.

In general we are supportive of international investment in emerging economies, believing that this is
the most powerful mechanism for creating more widespread prosperity and opportunity. There are a
few countries, however, where we regard the political situation to be so dire that the benefit of any
investment to the local people is likely to be outweighed by the propping up of a cruel dictatorial
regime. Where we believe this to be the case we will not invest. Current examples are Zimbabwe and
Uzbekistan, where we could have invested, but have chosen not to on this principle. Myanmar and
North Korea would also be on our list, although we have encountered only two UK quoted companies
with activities in these countries in the last ten years.  There is a much longer list of countries where
we are reluctant to invest because the rule of law is too weak, and foreign investors are likely to have
their assets stolen at some point in the future, through the application of an arbitrary legal process
which will always favour local interests above those of outsiders. Examples of this would include
BP’s and Shell’s experiences in Russia, or more recently First Quantum’s experience in the
Democratic Republic of Congo, and Rurelec’s experience in Bolivia.

The issue of corruption is one of the hardest which UK investors have to consider in relation to
companies operating in emerging economies. Corruption is relatively absent in the UK, but is all
pervasive in many countries, and as a result we tend to underestimate it. As a UK equity investor we
are unlikely ever to know whether a company operating in a far away territory is willing to go along
with corruption. We are generally suspicious of companies which gain prize assets too easily, or sail
through a permitting process too fast. There are few areas where short term gain, and collective good
are more sharply divided than this. Many UK quoted companies in which we have invested at some
point over the last ten years, have suffered from not being willing to pay bribes. First Quantum was
perhaps the highest profile example, but others include European Minerals, which has now given up
hope of starting a nickel project in Turkey due, allegedly, to frustrating tactics by local officials in
search of bribes, and European Goldfields, which has waited many years for permits in Greece,
allegedly for similar reasons. Despite the obvious frustrations which can result, we are committed as
investors to backing companies which have strong anti-corruption policies, but add the warning that
our knowledge will only ever be partial in this regard.

In terms of sector considerations, there are no sectors in which we are not willing to invest. There
was at one stage a view held by ‘ethical’ funds that the defence, tobacco and alcohol sectors should be
avoided. We have always viewed this kind of approach as facile. Most quoted defence companies
play a crucial part in supplying equipment to our armed services. To adopt a policy of refusing to
invest in them is to take the view that either we shouldn’t have a defence force, or that if we do, it
should not be well equipped. We subscribe to neither view. Likewise, we feel it is for governments
to regulate the tobacco and alcohol industries, from which they derive substantial revenues, and we
don’t wish to adopt a stance which suggests that they should be outlawed. The more relevant
guestions to us would be whether a defence company has a responsible export policy, or whether
companies selling alcohol are seeking short term gain by encouraging binge drinking. Or in the case
of gambling, whether a company positions itself as offering a leisure service, or whether it seeks to
exploit addictive behaviour in the vulnerable.

Concerning issues relating to global warming, we see significant incentives already in place to drive
corporations to greater efficiency in energy use. We have been active investors in renewable energy
technologies and projects, and see this as an area which will continue to grow in the future.



Amati Global Investors charitable donations policy

Amati has a transparent formula for the split of profits that will be distributed as bonus to staff and
profits for the benefit of partners, either as dividend distributions or retention for investment in the
business. The general principle is that there is an equitable balance in any financial year between
rewarding staff for their efforts, providing income to partners, and retaining sufficient profits in the
business for investment.

Where it is decided that an element of profit payable to partners should be distributed by way of a
dividend, Amati’s partnership agreement provides that 10% of these profits must be paid to a United
Kingdom registered charity. The choice of charity rests with each partner with payments made pro
rata to their ownership of the partnership.



