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Following a compliance crisis in 2006, Siemens has implemented numerous changes
over more than a decade to strengthen its corporate governance, conduct and
culture. We track the engagement history of Hermes EOS with the company on ESG
issues over the past 13 years and how it continues to press Siemens to prepare for a
low-carbon economy.
Background
In 2006 Siemens faced a compliance scandal after employees engaged
in bribery to win contracts. This raised significant concerns regarding
the company’s compliance systems and the ability of the supervisory
board to challenge and support the management board on this issue.
Moreover, the company had also failed in the past to anticipate major
technological developments. At this time, the supervisory board lacked
sufficient diversity, with all the members male and from traditional
industry backgrounds, rather than with skills in new rising industries
such as information technology. The non-executive directors were
also paid variable, not fixed fees, which in our view can introduce the
risk of a potential conflict with the interests of long-term investors
by rewarding the directors with positive short-term results.

We spoke with the chair and executives to articulate our concerns over
the composition of the supervisory board and the effectiveness of its
work as well as its remuneration, building a good working relationship
based on constructive criticism. The company encouraged us to attend
and speak on multiple occasions at its AGMs. This resulted in us giving
AGM speeches in 2007, 2008, 2009, 2010, 2013, 2014, 2015, 2016 and
2018, highlighting our corporate governance and compliance concerns.

Our engagement
The compliance crisis in 2006 catalysed the departure of both the CEO
and chair. We had an intensive dialogue with the newly appointed chair
in the period immediately following the emergence of the compliance
crisis, on occasions acting as a sounding board on how to deal with
certain aspects of the crisis and putting a stronger governance and
compliance framework in place. We also discussed and reviewed the
effectiveness of changes to the company’s compliance system in a
meeting with the chief compliance officer and carried out a site visit.

Company overview
Siemens is a global, diversified industrial
conglomerate. It operates in production and
manufacturing plants worldwide and is the largest
electronics and engineering company in Europe,
with over 370,000 employees in more than 200
countries/regions.

For example, following the ill-prepared and poorly executed CEO
change in 2013, we spoke at the company’s AGM in 2014 on behalf of
a group of global institutional investors, reiterating the need for board
refreshment and challenging the way the CEO’s succession was handled,
as well as the reputational impact of information leaks to the media.
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Furthermore, we met with three members of the nomination
committee of the supervisory board in October 2014, which is highly
unusual in Germany. We pressed for timely succession planning for
the chair and urged him to present a successor.
We also called on the company to develop and implement a plan
to rationalise its portfolio of businesses and to improve margins and
sustainable growth. More recently, our engagement focus has shifted
to how the company is addressing climate change, requesting the
company to implement the recommendations of the Task Force on
Climate-related Financial Disclosures in our capacity as Climate Action
100+ engagement lead.
Changes at the company
Following an internal review and the recommendations of an
independent investigation, the company introduced a series of changes
to its compliance system including executive level oversight of external
standards and auditing practices, to ensure that bribery should not take
place again.
In addition, over the period of our engagement, the supervisory
board has made significant steps forward in corporate governance.
Early progress included a significant revamp of the supervisory board

at the AGM in 2008. In 2010, it agreed to move from variable pay
to fixed pay only, for non-executives. In 2014, following our AGM
intervention, the company carried out an externally facilitated board
evaluation, revamped a key committee and replaced two supervisory
board members at the 2015 AGM – three years prior to the expiry of
their mandates.
This has resulted in a board that has changed from being all-male and
comprising only traditional industry backgrounds to a much-improved
board today that includes three female directors and expertise that is
more relevant to the development of the business such as engineering,
digitisation and software. Jim Hagemann Snabe, a former executive
of a multinational software company, was elected as the new chair of
the supervisory board in 2018.
Next steps
We continue to engage on climate change, with the objective to
ensure the company aligns it business model to the goals of the Paris
Agreement, as well as the successful implementation of the company’s
Vision 2020+ strategy, which should improve margins and deliver
more profitable growth.
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Holistic engagement
Corruption investigation –
Siemens sets up anti-corruption task force

2006

CEO resigns
Heinrich von Pierer resigns as chair and
is replaced by Gerhard Cromme

AGM attendance and speech on
management remuneration

Various meetings including meeting
with chair of the supervisory board
& CFO to discuss revisions to
remuneration – agreed to move from
variable pay to fixed pay only for
non-executives
Speech at AGM to express support for
settlements reached with former board
members with regard to the systemic
corruption that emerged in 2006

Reviewed progress through
continued dialogue

Continued engagement with
focus on restructuring and
Western Sahara

Engagement on conflict
minerals
Speech at AGM on CEO
succession planning and
poor performance of
supervisory board

Met nomination committee members to discuss
succession planning
Built collaboration with institutional investors on chair
succession and board composition

Reassurances from CEO
and chair on succession
planning, supervisory board
oversight and progress on
culture change programme
Two supervisory board
members replaced

AGM speech supported by group of institutional
investors

Engagements on health &
safety concerns in Denmark

Highlighted expectations
regarding our updated German
Corporate Governance Principles

Obtained reassurances on skills
and experience of four proposed
new supervisory board members

New chair of supervisory board
elected
Climate Action 100+ dialogue
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Continuous engagement and dialogue with the company at various levels

Various meetings with CEO, CFO &
COO to discuss new
management structure & strategy

2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019

HERMES INVESTMENT MANAGEMENT
We are an asset manager with a difference. We believe that, while our primary purpose is to help
savers and beneficiaries by providing world class active investment management and stewardship
services, our role goes further. We believe we have a duty to deliver holistic returns – outcomes for
our clients that go far beyond the financial – and consider the impact our decisions have on society,
the environment and the wider world.
Our goal is to help people invest better, retire better and create a better society for all.

Our investment solutions include:
Private markets
Infrastructure, private debt, private equity, commercial and
residential real estate
High active share equities
Asia, global emerging markets, Europe, US, global, small
and mid-cap and impact

Why Hermes EOS?

Hermes EOS enables institutional shareholders around the world to
meet their fiduciary responsibilities and become active owners of
public companies. Hermes EOS is based on the premise that
companies with informed and involved shareholders are more likely to
achieve superior long-term performance than those without.

Credit
Absolute return, global high yield, multi strategy,
global investment grade, unconstrained, real estate debt
and direct lending
Stewardship
Active engagement, advocacy, intelligent voting and
sustainable development

Offices

London | Denmark | Dublin | Frankfurt | New York | Singapore

For more information, visit www.hermes-investment.com or connect with us on social media:
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