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EU Green Paper on Corporate Governance of Listed
Companies

* Ensuring sustainable growth through sound governance
decision-making
* Adoption of governance measures that take into account the size of listed
companies
* Board Diversity
* Limits on Mandates

* Separation of functions and duties of chairperson and chief executive
officer

* Protection of minority shareholders

* Feedback statement released by EU Commission in November
2011




European Banking Authority Capital Strengthening
Measures

* Restoring confidence in the banking sector:

* EU-wide stress test conducted in the summer involved 90 banks in 21
countries and assessed their resilience against an adverse scenario

* Capital package designed by EBA in October 2011 requires banks to
establish a buffer such that Core Tier 1 capital ratio reaches 9% by end of
June 2012

*  Recommendation and final results of bank recapitalization plan published
by EBA in December 2011

* Capital-related proposals submitted by financial institutions
will be evaluated in light of new regulatory framework




* New regulatory framework proposed in July 2011:
* Entry into force expected on January 1, 2013

* Proposal includes: (i) binding requirements; (ii) additional measures to be
imposed after supervisory review process; and (iii) disclosure
requirements included in Basel Il

* Intended to fully incorporate Basel lll into binding European law

* Measures to improve governance of financial institutions are also included
in Commission’s proposal: (i) gender balance in board appointments; (ii)
separation of chairman and CEO positions; (iii) establishment of
remuneration and nominating committees; (iv) limits on board mandates;
and (v) use of equity-linked or derivative instruments for senior executive
variable remuneration




* New regulatory framework proposed in November 2011

Stringent rules to be introduced to strengthen auditor independence and
favor competition in the audit market

Mandatory audit firm rotation after 6 years (9 years if joint audits are
performed)

Mandatory tendering

Prohibition of contractual clauses requiring audit to be performed by one
of the “Big Four”

Enhanced role for audit committee

Audit firms to be prevented from providing non-audit services to their
audit clients




* New policy on corporate social responsibility published by
European Commission in October 2011:

* Enhancing visibility of CSR and disseminating good practices

* Improving self and co-regulation processes

* Improving company disclosure of social and environmental information
* Integrating CSR into education, training and research

* Importance of national CSR policies

* Better aligning European and global approaches to CSR




European Executive Compensation
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* Mandatory Say on Pay Proposals
* Sweden (Binding)
* Portugal (Advisory)
* Norway (Binding and Advisory)
* Netherlands (Binding)
* Voluntary Say on Pay Proposals

*  Germany (Advisory)
* Switzerland (Advisory)

* Mandatory and Voluntary Say on Pay Proposals
*  Denmark (Binding and Advisory)




*  Markets Introducing Mandatory Say on Pay Proposals
* Belgium (Binding): Increase from 19% of companies in coverage
* |taly (Binding): Increase from 17% of companies in coverage
* Spain (Advisory): Increase from 54% of companies in coverage

* Switzerland
* Ethos Targets 56 Additional Companies for Engagement This Season
* Minder Initiative Seeks to Implement Mandatory Say on Pay

* No Material Changes in Recommendations or Regulations for Other
Markets




*  Markets with Now-Mandatory Say on Pay Have More Detailed
Compensation Disclosure Requirements

* Guidelines outlining the contents of compensation report
* Disclosure of compensation on individualized basis
* Disclosure of current and proposed compensation guidelines
* Clarification of Shareholder Vote in Compensation Setting Process

* Other Countries are Modifying Disclosure Recommendations in
Comply-or-Explain Codes Based on Results of Past Proxy Seasons

* Switzerland

* Denmark




* |Increased Attention to Link Between Performance, Risk and
Compensation

* Supranational Authorities Weigh In on Executive
Compensation
* Financial Stability Board - Thematic Review on Compensation
0 Focus on Disclosure and Best Practices
0 Recommendations for Regulators and Participants
* Basel Committee - Capital Requirements Directive Il

O Bonus Caps
0 Pay Mix
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* Mandatory quotas introduced in several markets
* France
* Belgium
° ltaly
* Netherlands
* Spain
* Voluntary quotas/diversity initiatives pursued in other

markets

* Germany (DAX30)
* UK (FTSE 100)
* Austria

* Denmark




* Limited developments at EU level for 2012

* Continued focus on financial institutions, capital requirements, and
compensation

* Shareholders Rights Directive fully implemented in 2011

* Other Proposals for Directives related to corporate governance will not be
implemented before 2012 proxy season

Updates to Dutch company law

Updates to Spanish company law and disclosure requirements

AMF Recommendation on Proxy Advisory Firms




* Limited changes to Glass Lewis’ policy in continental Europe

* Refinements
* Capital authorizations across Europe
* France: option plans

* Codifications
* Spain: authorized capital authorities
* Belgium: change in control provisions
* Switzerland: conditional capital for equity incentives

°* Enhancement
* @Guidelines bolstered to cover more issues
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* Significant Shareholders

* Allow 10-50% shareholders proportionate representation on the board
and committees BUT

* Only 1 significant shareholder director per committee
* Not apply to audit committees; should be entirely independent

* AIM: Non-Executive Chairman

*  For companies required to comply with UK Code, chairman will be
considered “Non-Executive” rather than “Not Independent”

*  For AIM companies that are not required to comply with UK Code,

chairman may be considered independent absent any conflicts of interest




* Issuances with Preemptive Rights: Two-Thirds Authority

* Clarified to reflect annual elections; spirit of ABI guidelines

* Glass Lewis will recommend supporting two-thirds authority proposals so
long as this authority is requested in reference to a rights issue or ABI

guidelines




* First full year under UK Corporate Governance Code
*  Widespread adoption of annual elections in FTSE 350 and All-Share

* 2012 is first mandatory year; Glass Lewis will scrutinize companies that fail
to comply and have serious governance issues

* Premium/Standard Listings
*  Premium issuers must comply with UK Code regardless of domicile

* Uniform governance/shareholder rights of UK, offshore issuers

* Stewardship Code

*  Promotes active engagement between institutional investors and portfolio
companies; intended to forestall regulation

* Nearly 200 have signed on; impact is uncertain, but engagement has
increased




* Department of Business Innovation & Skills (“BIS”) Review of
Narrative Reporting

* Consultation Paper; possible implementation by October 2012
* Annual Reports would comprise:

O Strategic Report—broad overview of business model; strategy; risks;
KPls; links between performance and remuneration

0O Directors’ Statement—more detailed disclosure in a standardized
format, optimized for online publication

0 Financial Statements (no proposed changes)




* FSA Releases Report on 2008 Collapse of Royal Bank Scotland

* Critigues structure & actions of both RBS, and Financial Services Authority

* Recommends increased regulation of sector and penalties for directors of
failed banks

* However, no charges against RBS directors/executives




* More opposition
* 18 FTSE 100 Remuneration Reports receive >20% opposition in 2011 so far
(7 in 2010)
* Investor and regulatory bodies weigh in:
* Assn. of British Insurers issues new pay guidelines
* Dept. of Business Innovation & Skills issues discussion paper questioning
executive pay levels, structure, disclosure
* Deputy PM Clegg pledges law to “tackle executive pay” in
January 2012; Could propose
* Putting employees on remuneration committee
* Binding top/median pay ratio
* Binding remuneration reports
* More transparency & simpler metrics.




Questions?



