
  
 

 
                              

 
 
 



  
 

 
                              

 
 
 

The Shareholder Rights Directive II (SRD II) came into force on 9 June 2017. Member states have 
until 10 June 2019 to transpose the new Directive into law. Despite this impending deadline, there 
has been little written or spoken about the topic in the UK market, which is probably a result of its 
impact being felt more significantly in less transparent markets than ours. Given the Directive’s 
potential effects on stewardship, this lack of coverage is notable as environmental, social and 
governance (ESG) issues are more important to the investment industry than ever. SRD II seeks to 
bring reform to the current state of governance in Europe. 
 
The most important topics covered by SRD II are shareholder identification, shareholder rights, 
transparency of intermediaries and advisors, and directors’ remuneration. Much of this legislation 
brings member states in line with current UK legislation, and may not even go as far as the updated 
Stewardship Code due to be published this summer. 

The companies covered by this legislation are those that have both of the following:  
 

• Their registered office in an EU member state; and 

• Their shares are traded on a regulated market situated or operating within a member state. 
 
Hermes Investment Management conducted a survey in February 2019 of 175 European institutional 
investors to understand their approach to SRD II. Despite the fact that 42% of those surveyed had 
not heard of the new Directive, and just 3% thought their organisation already met the requirements 
of SRD II, as many as 66% took the view that companies focused on ESG factors produce better 
long-term returns. 
 
ESG is more than just a trend in the market. It has become a fundamental principle upon which 
much of the buy-side and the sell-side is basing much of its investment research. SRD II looks to 
bring aspects of good governance into law. It is by no means the strongest piece of legislation 
produced by the EU, and arguably does not go far enough, but it is a good start in the right 
direction. 
 

Full shareholder identification processes currently exist in only half of all EU member states, 
according to a 2017 report on the topic by ESMA. SRD II looks to expand this ability to all member 
states by obliging them to ensure that public companies in their markets have the right to identify 
their shareholders. This is a helpful move towards a more transparent equity market, but it does not 
go far enough. Under the legislation, member states are permitted to set a minimum threshold of a 
0.5% holding of shares or voting rights before a company can request shareholder identification.  
 
The UK already has legislation in place for the identification of shareholders, in the form of Section 
793 of the Companies Act 2006. This is a cornerstone of investor relations and the services RD:IR 
provides to equity issuer clients. The UK legislation allows shareholder identification at any time the 
issuer so wishes. This is contrary to SRD II, which is only applicable to the general meetings of issuers, 
as per Article 1(a). 
 

https://www.esma.europa.eu/sites/default/files/library/esma31-54-435_report_on_shareholder_identification_and_communication.pdf


  
 

 
                              

 
 
 

Despite SRD II setting out to apply to general meetings, the Directive does not actually go as far as 
defining a timeframe for affected parties to abide by. The run-up to a general meeting could be 
anything from the moment notification is sent out, to the deadline for final votes on resolutions. It 
could also be argued that if a general meeting date is known even months in advance and before 
any official announcement, then an issuer could attempt to identify its shareholders for that general 
meeting using this legislation. Such uncertainty in drafting is unhelpful. 

SRD II is stringent on the role of intermediaries, making sure they facilitate the exercise of 
shareholder rights and they transmit information to shareholders when required. These two 
functions are inextricable from one another, as the transmission of information to shareholders gives 
them the ability to exercise their rights when they are entitled to and should. 
 
Both companies and intermediaries are required to pass information along the chain of 
intermediaries to shareholders efficiently. SRD II requires companies to pass information onto 
intermediaries ‘in a timely manner’, but requires intermediaries to pass information on ‘immediately’ 
(either to the next intermediary in the chain or to the shareholder). Likewise, this process is also 
applicable to intermediaries passing information from shareholders onto the company. 
 
Some have lamented the rising level of activism, but this change should be viewed as a good thing. 
Investors take an activist stance to push for more efficient businesses, to stop boards becoming 
complacent, and to keep companies focused on key issues (as set out in Larry Fink’s annual letter 
and Trian Partners’ ESG stance). Shareholders should follow suit and take a more active approach 
in managing their investments. Pursuing this course has the intended aim of increasing returns for 
all shareholders and improving business, so improving shareholder rights should help companies 
engage with shareholders on any issues in which they wish to be involved. 
 
In addition to having to pass relevant information along the chain, intermediaries are required 
actively to facilitate the exercise of shareholders’ rights around participating and voting at general 
meetings. This means that intermediaries must arrange for rights to be exercised by shareholders, 
and that this exercise must be on the explicit authorisation and instruction of the shareholder for 
the shareholder’s benefit. 
 
Working for the benefit of the shareholder is not solely the intermediaries’ role; issuers must also 
ensure shareholders are being treated fairly and able to have confirmation that their rights are 
facilitated. SRD II requires receipts to be sent to shareholders when they cast their votes 
electronically. Taking this further, shareholders must also be able to obtain confirmation their votes 
have been validly counted and recorded by the issuer. Of course, rather expectedly, if an 
intermediary receives either the confirmation of receipt of votes, or the confirmation of the 
recording and counting of votes, it must send it to the shareholder immediately. 
 
It may be tempting to take the view that these rules are onerous and will require expense on the 
part of intermediaries, but that should not be the case. It is good practice to pass information onto 
shareholders if a firm is acting as an intermediary for shareholders, and issuers should be able to 
confirm if a shareholder’s vote has been counted and recorded, especially with modern technology 
making the storage and availability of data easier than ever. Therefore, any extra expense having to 



  
 

 
                              

 
 
 

be arranged by intermediaries and issuers due to these parts of SRD II is less a comment on far-
reaching legislation, and more a comment on poor governance practice.  

The EU has taken a comply-or-explain approach to institutional investor and asset manager 
engagement policies. Both intermediaries must either establish a policy that includes disclosing 
annually how they implement the policy and how they have voted in general meetings, or present 
a ‘clear and reasoned’ explanation as to why they have not complied. This is already in place in the 
UK in the form of the Stewardship Code. However, despite such glowing comments as those of 
Andrew Ninian, director of stewardship and corporate governance at the Investment Association 
(“the Code… has influenced the formation of similar sets of principles in as many as 20 countries”), 
the UK’s Stewardship Code is likely to be drawn up anew following the Kingman Review and 
Business Secretary Greg Clark’s commitment to replacing the FRC with a more powerful body. The 
key point of intermediaries drawing up strong engagement policies is already within the scope of 
governing bodies, so the inclusion of such a principle within SRD II should continue to encourage 
better quality stewardship of capital. 
 
Institutional investors will also be required under SRD II to disclose how the main elements of their 
equity investment strategy are consistent with their liabilities, as well as how they contribute to the 
performance of their assets. In addition, any arrangement an institutional investor has with an asset 
manager must be disclosed by the former. Such information will have to be made available on the 
investor’s website, being updated annually. Likewise, asset managers are expected to disclose to 
institutional investors, on whose behalf they invest, how their investment strategy complies with the 
two parties’ arrangements and contributes to the performance of the fund or assets. This of course 
contributes to the transparency of the investor, meaning shareholders can quickly and easily find 
information and operate in an open and clear market. 
 
Asset managers and investors are not the only parties to have transparency obligations thrust upon 
them. Certainly, there will be less fuss amongst those parties as market regulation and transparency 
has been growing over the past few decades, and certainly since 2008. Most noise may come from 
proxy advisory agencies, which will be required to disclose their codes of conduct, report on those 
codes’ application and explain any departures from those codes. This is akin to the comply-or-
explain requirement previously mentioned but is being applied to an area of the market where 
transparency is not so widespread. Various elements of disclosure will need to be satisfied, all 
relating to the research, advice and voting recommendations that proxy advisors regularly provide. 
 
Greater transparency in the world of general meetings and proxy voting will be welcomed by most 
corporates. Proxy advisory agencies wield great power over issuers because institutional investors 
often follow their recommendations without intervention, particularly during AGM season. When an 
institution is overseeing thousands of investments on behalf of shareholders, it is a significant 
amount of work to evaluate every issuer’s resolution at every general meeting in detail. However, 
the onus must fall upon proxy advisors to do more in disclosing their methodologies and how they 
reach the conclusions they do. 



  
 

 
                              

 
 
 

In recent years, remuneration issues have made headlines, usually negative, with many directors 
being challenged on pay packages perceived as egregious. These challenges have been increasing 
over time, as governance comes increasingly into focus among investors. SRD II will be giving all 
shareholders the right to vote on remuneration policies. Such a vote will be either binding or 
advisory – a decision for EU member states to make when implementing the legislation – but will 
nonetheless be an opportunity for shareholders to express their distaste or approval at a board’s 
chosen direction. This vote will have to be put to shareholders at least every four years, with any 
material change being put to vote at the next general meeting. There are seven defined criteria that 
the policy must include, so issuers have little room to get away from publishing a full policy that 
shareholders can analyse in detail. 
 
Much like the UK’s regulatory environment, SRD II will require remuneration reports to be voted on 
every year for the most recent financial year. However, this vote will only have to be advisory. While 
this means that companies are not bound by the result, it does not mean that companies can ignore 
the outcome. This course of action could, however, be viewed very poorly by shareholders and 
would likely backfire further down the line, with directors potentially not being re-elected. To ease 
the burden on small- and medium-sized businesses, the new legislation will allow them to submit 
the remuneration report for a discussion rather than a vote, if the member state so wishes. 
 
Related-party transactions are also covered by SRD II. While these are not illegal, they can create 
conflicts of interest and potentially have an impact on the profits of a company, as a company may, 
for example, choose to do business with a familiar service provider above the market rate. 
Therefore, SRD II requires member states to define what constitutes a material transaction, taking 
into account both the influence that the information about a transaction may have on shareholders’ 
economic decisions, and the risk that the transaction creates for the company and shareholders who 
are not a related party. 
 
Companies must announce any material related-party transactions at or before the date by which 
the transaction will be completed. From this, the law depends on how member states intend on 
implementing SRD II. Companies will be required to either approve the related-party transaction by 
the board or by a general meeting – with shareholders and directors involved in the transaction not 
allowed to participate in either course of action for obvious reasons. This aspect of SRD II is not all-
encompassing, and there are exemptions listed, to allow companies to function without having to 
seek approval for every decision taken. 

We expect SRD II to be welcomed by many issuers throughout Europe, particularly those in less 
transparent markets. Proxy advisory agencies will probably be less keen on its content, as it brings 
regulation to an area that is currently regulated by ESMA on a light touch basis.  
 
One area in which SRD II substantially lacks any substance, however, is penalties. Article 14b states 
that member states ‘shall lay down the rules on measures and penalties applicable to 
infringements… and shall take all measures necessary to ensure that they are implemented’, with 



  
 

 
                              

 
 
 

the only requirement being that the measures adopted must be ‘effective, proportionate and 
dissuasive’.  
 
The degree of severity of sanction to which breaches of SRD II will be treated will vary from country 
to country, creating an approach that is not uniform and therefore open to arbitrage. Member states 
will have the ability to attenuate the intentions of this law and may do nothing more than warn 
companies where is a breach of the Directive. The lack of any substantial penalties for non-
compliance may not necessarily produce the change in behaviours that the Directive intends.  
 
For a concise summary of SRD II, we have also put a two-page factsheet together, which is available 
here. 
 
 

 
 
 
 
 
 
 
 
 

 

 

 

 

 

Thomas O’Grady 

Business Development Executive 

 

t +44 (0) 20 7492 0549 

e thomas.ogrady@rdir.com 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://intouch.rdir.com/customtemplates/reports/RDPB/RDIR-SRD_II_Information_Sheet.pdf
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RD:IR is an independent global Investor Relations consultancy offering a wide range of IR-related 
analysis, research & advisory services to over 600 UK & international public companies. We provide 
unconflicted advice on investor marketing and communication strategies to assist boards, senior 
management and IR professionals to manage their relationships with the capital markets. Our 
business & approach is global, but we take pride in our customer service & focus. 
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