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Engagement objective: Social

Human capital management

e

Hon Hai has demonstrated concrete
improvements in its corporate governance, as
well as its approach to labour relations and wider
investor disclosure, since Hermes EOS began
engagement in 2010.

Background

Our engagement with Hon Hai Precision Industry (Hon Hai) started in
2010 when employee incidents at its factories in China raised concerns
over the company’s human capital management. Workers complained
about long working hours, low pay and pressure from supervisors

to keep a high pace of work. In addition, we have had longstanding
concerns about corporate governance, due to the dominating influence
of the founder and chair / CEO Terry Guo.

Company overview

Established in 1974, Hon Hai is one of the largest electronics
manufacturing service providers in the world. Also known

as Foxconn, it is a Taiwan-based company involved in the
manufacturing and sales of computer, communication and
consumer electronics products. The company operates
manufacturing sites across Asia, Europe, Mexico and South
America, though its largest production facilities are located in
Mainland China.
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Engagement objective: Governance

Succession planning

Our engagement

Following a difficult engagement dialogue with limited progress,
we recommended voting against the election of board directors
to signal the need for action in 2010. By 2012 the company had
taken positive steps to identify problematic labour issues such
as wages and overtime and acknowledged the need for further
improvements.

An in-depth discussion with the head of the social and environmental
committee later that year secured us a visit to the factory in Shenzhen
to inspect the working conditions and review the implementation

of the Fair Labor Association’s (FLA) recommendations. We left

the site encouraged by the company’s actions but pointed out that
sustainable change would necessitate a change in company culture and
tone from the top management. Following our visit, we shared best
practice examples of sustainability disclosure and were encouraged
that implementation of FLA recommendations was progressing

ahead of schedule.

Following another difficult engagement dialogue, we spoke at the annual
shareholder meeting in June 2014. Eight major international institutional
investors, in addition to our clients, requested to be formally represented
by us in this effort. The intervention was covered by the Financial Times
as an example of how corporate engagement is gaining momentum in
Asia. The company announced in March 2015 that it was launching a
strategy and vision website to provide more clarity.

In 2015, the adviser to the chair / CEO presented at our client event.
His presentation of the company’s human capital management and
corporate governance provided further insight into the company’s
thinking. The adviser credited the feedback from Hermes EOS as
contributing to the improvements at Hon Hai.

In 2016, we were the first institutional investor to visit the company’s
Chengdu factory to gain first-hand insights into labour practices
through dialogue with workers. However, we were subsequently
disappointed by student overtime practices at a different site, which
violates the company’s stated employment policies and disclosed
weaknesses in policy implementation.



Eight major international
institutional investors, in addition to
our clients, requested to be formally
represented by us

We had an unprecedented direct dialogue with the chair / CEO at the
2018 shareholder meeting. We requested separation of the CEO and
chair roles and clear succession plans for key positions at the business
segment level. The low attendance levels of the board chair and chair
of the audit committee at board meetings was also highlighted. In

his response, the chair / CEO sought to reassure us that succession
planning was being considered.

Engagement timeline

|
201 0 Employee incidents prompted start
of engagement.

201 2 Engaged head of social and
environmental committee. Visited
Shenzhen factory. Met with senior
executive at headquarters in Taipei.

201 3 Met with a senior executive to discuss
strategy and disclosure. Repeatedly
sought meeting with chair / CEO for

evidence of cultural change to sustain
improvements in labour practices.

201 4 Lack of positive response to request for
a private meeting with the chair / CEO
led to joint investor engagement at
company’s AGM.

20 1 Engaged company at AGM on issues including
5 labour practices and strategy disclosure.
Adviser to chair / CEO spoke at Hermes EOS
client event.

201 6 Visited Chengdu factory, including dialogue
with workers, to better understand labour
practices in action.
201 7 Met with adviser to the chair / CEO and an
independent board director on corporate
governance and strategy. Raised concerns

about students having been found
working overtime.

201 8 Engaged chair / CEO directly during AGM for
a 40 min dialogue around succession planning

and labour practices.

201 9 Chair / CEO steps down and company
institutes a steering committee as executive

decision-making body.

@ Changes at the company

After our speech at the annual shareholder meeting in 2018,
company representatives, including an independent board director,
gave further reassurance that succession planning was being worked
on. We took part in an investor call before the 2019 meeting (AGM)
to discuss succession and corporate governance, the first time the
company has ever facilitated such investor dialogue. During the call,
the proposed directors presented their roles and strategies for their
business units and the overall future governance structure.

It has met our most pressin
objectives relating to

succession planning
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In June 2019 the chair / CEO announced plans to step down as chair of
the board at the AGM later the same month. We were pleased that the
company put in place a committee-style governance structure. Decision-
making should now be a more inclusive process involving all heads of
key business units which we hope will lead to a constructive balance of
influence. The operations committee will take charge of daily operations
and will be made up of four members from the board of directors. The
audit committee was also partly refreshed, with the chair stepping down.

The adviser credited the feedback
from Hermes EQS as contributing to
the improvements at Hon Hai.

We believe that this rebalancing of power is a significant milestone in the
company’s history. The company has taken on board our feedback on
the need for improved transparency and communications, as well as a
governance structure that removes reliance on one founding chair / CEO.
Although the company’s work to ensure this structure works well for

its stakeholders has just begun, we believe it has met our most pressing
objectives relating to succession planning and is now in a stronger
position to prepare for the future.

Next steps

While we are encouraged by the company’s corporate
governance development, we will seek to meet with an
independent non-executive director to continue to engage on
the effectiveness of the new board and its decision-making
process. We would like to see more clarity and transparency
about strategic planning to adapt to new challenges and
opportunities from digitalisation and artificial intelligence, as
well as greater insights into the company’s management of
climate change risks and opportunities via the Climate Action
100+ collaborative engagement.

Case studies are shown to demonstrate engagement, EOS does not make any investment recommendations and the information is not an offer to buy or sell securities.



7

. OUTCOMES
HERMES BEYOND
s PERFORMANCE

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: Why Hermes E0S?

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
High active share equities achieve superior long-term performance than those without.

Asia, global emerging markets, Europe, US, global, small

and mid-cap and impact

Private markets
Infrastructure, private debt, private equity, commercial and
residential real estate

Credit
Absolute return, global high yield, multi strategy,
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: m m u

For professional investors only. The activities referred to in this document are not regulated activities. This document is for information purposes only. It pays no regard to any specific
investment objectives, financial situation or particular needs of any specific recipient. Hermes Equity Ownership Services Limited (“HEOS”) and Hermes Stewardship North America Inc.
(“HSNA") do not provide investment advice and no action should be taken or omitted to be taken in reliance upon information in this document. Any opinions expressed may change.
This document may include a list of clients. Please note that inclusion on this list should not be construed as an endorsement of HEOS’ or HSNA's services. HEOS has its registered office
at Sixth Floor, 150 Cheapside, London EC2V 6ET. HSNA's principal office is at 1007 Liberty Avenue, Pittsburgh, PA 15222-3779. EOS000512. 0007677 011/19.
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