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 Financial Results/Director and Auditor Reports  

 

RMG General Recommendation & Policy 

Vote FOR approval of financial statements and director and auditor reports, unless: 

 There are concerns about the accounts presented or audit procedures used; or 

 The company is not responsive to shareholder questions about specific items that 

should be publicly disclosed. 

Discussion 

Most companies around the world submit these reports to shareholders for approval, and 

this is one of the first items on most agendas. The official financial statements and 

director and auditor reports are valuable documents when evaluating a company's annual 

performance. The director report usually includes a review of the company's performance 

during the year, justification of dividend levels and profits or losses, special events such 

as acquisitions or disposals, and future plans for the company. 

The auditor report discloses any irregularities or problems with the company's finances. 

While a qualified report by itself is not sufficient reason to oppose this resolution, it 

raises cautionary flags of which shareholders should be aware. Most auditor reports are 

unqualified, meaning that in the auditor's opinion, the company's financial statements are 

made in accordance with generally accepted accounting principles. 

When evaluating a company's financial statements, RMG looks at debt/equity levels on 

the balance sheet, historical sales and earnings performance, dividend history and payout 

ratios, and the company's performance within its own country and relative to similar 

companies in its industry. Unless there are major concerns about the accuracy of the 

financial statements or the director or auditor reports, RMG recommends approval of this 

item. 
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 Appointment of Auditors and Auditor Compensation  

 

RMG General Recommendation & Policy 

Vote FOR the reelection of auditors and proposals authorizing the board to fix auditor 

fees, unless: 

 There are serious concerns about the accounts presented or the audit procedures 

used; 

 The auditors are being changed without explanation; or 

 Non-audit-related fees are substantial or are routinely in excess of standard annual 

audit-related fees. 

Vote AGAINST the appointment of external auditors if they have previously served the 

company in an executive capacity or can otherwise be considered affiliated with the 

company. 

Discussion 

Most major companies around the world use one of the major international auditing firms 

to conduct their audits. As such, concerns about the quality and objectivity of the audit 

are minimal, and the reappointment of the auditor is usually a routine matter. Audit fees 

tend to be highly competitive and vary little between companies. However, if a company 

proposes a new auditor or an auditor resigns and does not seek reelection, companies 

should offer an explanation to shareholders. If shareholders request an explanation for a 

change in auditor and the company or retiring auditor fails to provide one, RMG 

recommends a vote against the election of a new auditor. If an explanation is otherwise 

unavailable, RMG recommends that shareholders abstain on this item. 

Many countries also require the appointment of censors, or special auditors who ensure 

that the board and management are in compliance with the company's articles. The 

censors' role is purely advisory in nature. Proposals to appoint censors are routine, as the 

censors usually act as a secondary auditor for special audit requirements. 

The practice of auditors providing non-audit services to companies is problematic. While 

large auditors may have effective internal barriers to ensure that there are no conflicts of 

interest, an auditor's ability to remain objective becomes questionable when fees paid to 

the auditor for non-audit services such as management consulting, general bookkeeping, 

and special situation audits exceed the standard annual audit fees. While some 

compensation for non-audit services is customary, the importance of maintaining the 

independence of the auditor is paramount. If fees from non-audit services become 

significant without any clear safeguards against conflicts of interest, RMG recommends 

opposing the auditor's reappointment.  
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 Appointment of Internal Statutory Auditors  

 

RMG General Recommendation & Policy 

Vote FOR the appointment or reelection of statutory auditors, unless: 

 There are serious concerns about the statutory reports presented or the audit 

procedures used; 

 Questions exist concerning any of the statutory auditors being appointed; or 

 The auditors have previously served the company in an executive capacity or can 

otherwise be considered affiliated with the company. 

Discussion 

The appointment of internal statutory auditors is a routine request for companies in Latin 

America, Italy, Spain, Portugal, Japan, Korea, and Russia. The statutory auditing board is 

usually composed of three to five members, including a group chairman and two alternate 

members, all of whom are expected to be independent. In addition to the regular duty of 

verifying corporate accounts, the auditor board is responsible for supervising 

management and ensuring compliance with the law and articles of association. The 

auditors must perform an audit of the accounts every three months and present to 

shareholders a report on the balance sheet at the AGM. For most countries, the auditors 

are elected annually and may seek reelection. RMG recommends supporting the 

appointment of statutory auditors unless there are serious concerns about the reports 

presented or questions about an auditor's qualifications. 
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 Allocation of Income  

 

RMG General Recommendation & Policy 

Vote FOR approval of the allocation of income, unless: 

 The dividend payout ratio has been consistently below 30 percent without 

adequate explanation; or 

 The payout is excessive given the company's financial position. 

Discussion 

Many countries require shareholders to approve the allocation of income generated 

during the year. These proposals usually, but not always, contain an allocation to 

dividends. When determining the acceptability of this proposal, RMG focuses primarily 

on the payout ratio. Payouts of less than 30 percent or more than 100 percent are a trigger 

for further analysis. The minimum level of 30 percent is based on a review of 

international practice. Payouts of more than 100 percent are a signal that the company is 

dipping into reserves to make the payment. 

Further analysis of payout ratios should include the following: an examination of 

historical payouts to determine if there is a long-term pattern of low payouts, exceptional 

events that may have artificially modified earnings for the year, the condition of a 

company's balance sheet, comparisons with similar companies both domestically and 

internationally, and the classification of the company as growth or mature.  

Justifications for extreme payouts must be reviewed carefully. If the company has an 

adequate explanation for a certain payout, RMG supports the income allocation as 

proposed. However, if a company has a pattern of low payouts, fails to adequately justify 

the retention of capital, and is not experiencing above-average growth, RMG 

recommends opposing the proposal. A vote against the payout is also recommended if a 

company appears to be maintaining an excessive payout that may affect its long-term 

health. 

   

 

 

 

 

 

 

 

 

 



 7 

2010 International Voting-Policy Manual  

 Stock (Scrip) Dividend Alternative  

 

RMG General Recommendation & Policy 

Vote FOR most stock (scrip) dividend proposals. 

Vote AGAINST proposals that do not allow for a cash option unless management 

demonstrates that the cash option is harmful to shareholder value. 

Discussion 

Stock (scrip) dividend alternatives, whereby shareholders are offered the option of 

receiving their dividend payment in the form of fully paid ordinary shares, are common 

proposals worldwide. While dividend payments in the form of shares in lieu of cash do 

not immediately add to shareholder value, they allow companies to retain cash and to 

strengthen the position and commitment of long-term shareholders. RMG opposes stock 

dividend proposals that do not allow a cash option unless management shows that the 

cash outflow is detrimental to the company's health and to long-term shareholder value. 
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 Amendments to Articles of Association  

 

RMG General Recommendation & Policy 

Vote amendments to the articles of association on a CASE-BY-CASE basis. 

Discussion 

Requests to amend a company's articles of association are usually motivated by changes 

in the company's legal and regulatory environment, although evolution of general 

business practice can also prompt amendments to articles. Such proposals are especially 

common whenever stock exchange listing rules are revised, new legislation is passed, or 

a court case exposes the need to close loopholes. 

Amendments to articles range from minor spelling changes to the adoption of an entirely 

new set of articles. While the majority of such requests are of a technical and 

administrative nature, minor changes in wording can have a significant impact on 

corporate governance. As such, RMG carefully scrutinizes any changes to a company's 

articles. 

From a company's perspective, it is often more efficient to adopt a new set of articles than 

to introduce numerous amendments. However, bundling changes that treat different 

provisions of the articles into one voting item prevents shareholders from separating 

items of concern from routine changes. By leaving a shareholder with an all-or-nothing 

choice, bundling allows companies to include negative provisions along with positive or 

neutral changes. 

When reviewing new or revised articles, RMG classifies each change according to its 

potential impact on shareholder value and then weighs the package as a whole. The 

presence of one strongly negative change may warrant a recommendation against the 

resolution. In assigning these classifications, RMG is not concerned with the nature of the 

article being amended, but rather focuses on whether the proposed change improves or 

worsens the existing provision. 

The final criterion on which RMG bases its decision is whether failure to pass a 

resolution would cause an immediate loss of shareholder value. In such cases, RMG 

supports even a bundled resolution that includes negative changes. 
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 Change in Company Fiscal Term  

 

RMG General Recommendation & Policy 

Vote FOR resolutions to change a company's fiscal term unless a company's motivation 

for the change is to postpone its AGM. 

Discussion 

Companies routinely seek shareholder approval to change their fiscal year end. This is a 

decision best left to management. RMG opposes this resolution only if the company is 

changing its year end to postpone its AGM. Most countries require companies to hold 

their AGM within a certain period of time after the close of the fiscal year. If a company 

is embroiled in a controversy, it might seek approval to amend its fiscal year end at an 

EGM to avoid controversial issues at an AGM. RMG opposes the change in year end in 

these cases. 
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 Lower Disclosure Threshold for Stock Ownership  

 

RMG General Recommendation & Policy 

Vote AGAINST resolutions to lower the stock ownership disclosure threshold below 5 

percent unless specific reasons exist to implement a lower threshold. 

Discussion 

RMG's recommended level for ownership disclosure is 5 percent. A level below that does 

not add substantially to shareholders' interests and is often only a pretext for an 

antitakeover defense. A lower level also requires a greater number of shareholders to 

disclose their ownership, causing a greater burden to shareholders and to the company. 

Positions of more than 5 percent are significant, however, and this is the standard that the 

U.S. SEC uses.  

In certain cases, shareholders may want to know of smaller positions - at a troubled 

company likely to be put in play, for example. RMG examines these companies to 

determine if these lower thresholds would benefit shareholders.  
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 Amend Quorum Requirements  

 

RMG General Recommendation & Policy 

Vote proposals to amend quorum requirements for shareholder meetings on a CASE-BY-

CASE basis. 

Discussion 

Quorum requirements differ widely by market. In the United States, for instance, a 

quorum of a majority of the outstanding shares is the norm. In many global markets, 

however, the percentage of shares represented at meetings is not as high as in the United 

States. Indeed, many companies incorporated in markets outside the United States have 

difficulty attaining a quorum. 

Proposals to amend the quorum requirement are evaluated on a case-by-case basis based 

on market norms, the company's reasons for the change, and the company's ownership 

structure. With respect to the latter, companies that have a substantial shareholder or 

shareholder group should set their quorum requirement well above the percentage of 

shares owned by such shareholder or shareholder group. Quorum requirements are 

intended to ensure that a broad range of shareholders are represented at meetings. Setting 

a quorum requirement that is too low, whether in absolute terms or relative to the 

holdings of a large shareholder, undermines this purpose. A low quorum requirement is 

of particular concern in markets where resolutions are decided on the basis of either 

shares present and entitled to vote at a meeting or votes cast at the meeting; in such cases, 

once a quorum is attained the shares present, regardless of whether they are 

representative of the entire body of shareholders, will be able to decide the matters under 

consideration at the meeting. 
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 Transact Other Business  

 

RMG General Recommendation & Policy 

Vote AGAINST other business when it appears as a voting item. 

Discussion 

This item provides a forum for questions and any other resolutions that may be brought 

up at the meeting. In most countries the item is a formality and does not require a 

shareholder vote, but companies in certain countries include other business as a voting 

item. Because shareholders who vote by proxy cannot know what issues will be raised 

under this item, RMG cannot recommend that shareholders approve this request when 

asked for a vote. While RMG recognizes that in most cases this item is a formality or 

includes discussion that will have no impact on shareholders, shareholders cannot risk the 

negative consequences of voting in advance on an item for which information has not 

been disclosed. 
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 Director Elections  

 

RMG General Recommendation & Policy 

Vote FOR management nominees in the election of directors, unless: 

 Adequate disclosure has not been provided in a timely manner; 

 There are clear concerns over questionable finances or restatements; 

 There have been questionable transactions with conflicts of interest; 

 There are any records of abuses against minority shareholder interests; and 

 The board fails to meet minimum corporate governance standards. 

Vote FOR individual nominees unless there are specific concerns about the individual, 

such as criminal wrongdoing or breach of fiduciary responsibilities. 

Vote AGAINST individual directors if repeated absences at board meetings have not 

been explained (in countries where this information is disclosed). 

Vote FOR employee and/or labor representatives if they sit on either the audit or 

compensation committee and are required by law to be on those committees. Vote 

AGAINST employee and/or labor representatives if they sit on either the audit or 

compensation committee, if they are not required to be on those committees. 

 

Vote on a CASE-BY-CASE basis for contested elections of directors, e.g. the election of 

shareholder nominees or the dismissal of incumbent directors, determining which 

directors are best suited to add value for shareholders. 

 Please see the International Classification of Directors here. 

Discussion 

RMG considers director elections to be one of the most important voting decisions that 

shareholders make, especially because shareholders are only given the opportunity to 

review their companies' operations once a year at the AGM. Thus, if detailed information 

on boards or nominees is available, analysis to the highest degree possible is warranted. 

Directors function as the representatives of shareholders throughout the year and are 

therefore a crucial avenue of ongoing influence on management. 

Levels of disclosure regarding directors vary widely. In some countries, such as the 

United Kingdom, Canada, and Australia, companies publish detailed information such as 

director biographies, share ownership, and related information that aids shareholders in 

determining the level of director independence. In many other countries, the only 

information available on directors is their names, while still other countries disclose no 

information at all. In cases where detailed information about directors is not available, it 

would be counterproductive to vote against directors on the basis of a lack of 

file://roadrunner/Keep/global/GVM%20Policy%20Files/2009%20GVM%20complete.doc%23p115%23p115
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information. Opposition to specific nominees or boards should be supported by specific 

problems or concerns. 

RMG will recommend against the routine election of directors taking into consideration 

the absence of adequate or timely disclosure, questionable finances or restatements, 

questionable transactions with conflicts of interest, any record of abuses against minority 

shareholder interests, bundling of director elections, and/or any other egregious corporate 

governance practices. 

Boards in many countries are divided into two or more classes that are elected on a 

staggered basis. This system of classified boards is common across the world. Only 

Canadian companies routinely elect the entire board on an annual basis, but even in 

Canada companies may classify their board if an appropriate amendment is made to the 

articles. In certain countries, executive directors may be appointed for terms of up to five 

years, and a company's articles may give executive directors protected board seats under 

which they are not subject to shareholder election. RMG opposes protected board seats 

and preferential treatment of executive directors. 

When reviewing director election proposals, RMG examines board composition, 

company performance, and any negative views or information on either the company or 

individual directors. RMG determines the number of executive directors, independent 

non-executive directors, and non-independent non-executive directors on the board, the 

existence and composition of board committees, and the independence of the chairman. A 

non-independent non-executive director is defined as one who represents a major 

shareholder; has significant commercial contacts with the company as a legal counsel, 

auditor, or consultant; has held executive positions within the company in the past; or is 

related to the founding family, another board member, or a top executive. In cases where 

board composition is of concern, the company's general health and its recent financial 

performance may play a part in the evaluation of directors. Individual director 

information is also considered, including share ownership among director nominees.  

RMG also takes into account the attendance records of directors when such information 

is provided to shareholders, using a benchmark attendance rate of 75 percent of board 

meetings. If an individual director fails to attend at least 75 percent of board meetings for 

two or more consecutive years, RMG makes further inquiries to the company regarding 

the absences. RMG recommends withholding votes against the director unless the 

company has provided a reasonable explanation for the absences. International 

companies tend to have directors who reside in other countries on their boards, making 

attendance difficult. While RMG understands the difficulties imposed on such directors, 

failing to attend meetings prevents directors from fulfilling their fiduciary obligations and 

adequately representing shareholder interests. Other business obligations and conflicting 

travel schedules are not acceptable reasons for consistently poor attendance records. 

RMG supports the use of teleconferencing and videoconferencing to cope with the 

increasing time and travel demands faced by directors in global business. 
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Statements of corporate governance practices are also helpful in reviewing director 

election proposals, but only in a few countries are these routinely included as part of the 

annual report, usually as a listing requirement of the major stock exchange. These reports 

are required in Australia, Canada, South Africa, and the United Kingdom. 

Voting on Director Nominees in Contested Elections 

For shareholder nominees, RMG places the persuasive burden on the nominee or the 

proposing shareholder to prove that they are better suited to serve on the board than 

management's nominees. Serious consideration of shareholder nominees will be given 

only if there are clear and compelling reasons for the nominee to join the board. These 

nominees must also demonstrate a clear ability to contribute positively to board 

deliberations; some nominees may have hidden or narrow agendas and may unnecessarily 

contribute to divisiveness among directors. 

The major decision factors are: 

 Company performance relative to its peers 

 Strategy of the incumbents versus the dissidents 

 Independence of directors/nominees 

 Experience and skills of board candidates 

 Governance profile of the company 

 Evidence of management entrenchment 

 Responsiveness to shareholders 

 Whether a takeover offer has been rebuffed 

When analyzing proxy contests/ shareholder nominees, RMG focuses on two central 

questions: (1) Have the dissidents proved that board change is warranted? and (2) if so, 

are the dissident board nominees likely to effect positive change (i.e., maximize long-

term shareholder value)? 
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 International Classification of Directors  

 

Executive Director 

 Employee or executive of the company; 

 Any director who is classified as a non-executive, but receives salary, fees, bonus, 

and/or other benefits that are in line with the highest-paid executives of the 

company. 

Non-Independent Non-Executive Director (NED) 

 Any director who is attested by the board to be a non-independent NED; 

 Any director specifically designated as a representative of a significant 

shareholder of the company; 

 Any director who is also an employee or executive of a significant shareholder of 

the company; 

 Beneficial owner (direct or indirect) of at least 10 percent of the company's stock, 

either in economic terms or in voting rights (this may be aggregated if voting 

power is distributed among more than one member of a defined group, e.g., 

members of a family that beneficially own less than 10 percent individually, but 

collectively own more than 10 percent), unless market best practice dictates a 

lower ownership and/or disclosure threshold (and in other special market-specific 

circumstances); 

 Government representative; 

 Currently provides (or a relative¹   provides) professional services² to the 

company, to an affiliate of the company, or to an individual officer of the 

company or of one of its affiliates in excess of $10,000 per year; 

 Represents customer, supplier, creditor, banker, or other entity with which 

company maintains transactional/commercial relationship (unless company 

discloses information to apply a materiality test³);  

 Any director who has conflicting or cross-directorships with executive directors 

or the chairman of the company; 

 Relative¹ of current employee of the company or its affiliates; 

 Relative¹ of former executive of the company or its affiliates; 

 A new appointee elected other than by a formal process through the general 

meeting (such as a contractual appointment by a substantial shareholder); 

 Founder/co-founder/member of founding family but not currently an employee; 

 Former executive (five-year cooling off period); 

 Years of service will NOT be a determining factor unless it is recommended best 

practice in a market:  

o 9 years (from the date of election) in the United Kingdom and Ireland; 

o 12 years in European markets; 

o 7 years in Russia. 

file://roadrunner/Keep/global/GVM%20Policy%20Files/2009%20GVM%20complete.doc%23fn1%23fn1
file://roadrunner/Keep/global/GVM%20Policy%20Files/2009%20GVM%20complete.doc%23fn2%23fn2
file://roadrunner/Keep/global/GVM%20Policy%20Files/2009%20GVM%20complete.doc%23fn3%23fn3
file://roadrunner/Keep/global/GVM%20Policy%20Files/2009%20GVM%20complete.doc%23fn1%23fn1
file://roadrunner/Keep/global/GVM%20Policy%20Files/2009%20GVM%20complete.doc%23fn1%23fn1
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Independent NED 

 No material4  connection, either direct or indirect, to the company other than a 

board seat. 

Employee Representative 

 Represents employees or employee shareholders of the company (classified as 

"employee representative" but considered a non-independent NED). 

Footnotes: 

1 "Relative" follows the SEC's proposed definition of "immediate family members" 

which covers spouses, parents, children, step-parents, step-children, siblings, in-laws, and 

any person (other than a tenant or employee) sharing the household of any director, 

nominee for director, executive officer, or significant shareholder of the company. 

2 Professional services can be characterized as advisory in nature and generally include 

the following: investment banking/financial advisory services; commercial banking 

(beyond deposit services); investment services; insurance services; accounting/audit 

services; consulting services; marketing services; and legal services. The case of 

participation in a banking syndicate by a non-lead bank should be considered a 

transaction (and hence subject to the associated materiality test) rather than a professional 

relationship.  

3 If the company makes or receives annual payments exceeding the greater of $200,000 

or 5 percent of the recipient's gross revenues. (The recipient is the party receiving the 

financial proceeds from the transaction.) 

4 For purposes of RMG's director independence classification, "material" will be defined 

as a standard of relationship (financial, personal, or otherwise) that a reasonable person 

might conclude could potentially influence one's objectivity in the boardroom in a 

manner that would have a meaningful impact on an individual's ability to satisfy requisite 

fiduciary standards on behalf of shareholders. 
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 Director Compensation  

 

RMG General Recommendation & Policy 

Vote FOR proposals to award cash fees to non-executive directors unless the amounts are 

excessive relative to other companies in the country or industry. 

Vote non-executive director compensation proposals that include both cash and share-

based components on a CASE-BY-CASE basis. 

Vote proposals that bundle compensation for both non-executive and executive directors 

into a single resolution on a CASE-BY-CASE basis. 

Vote AGAINST proposals to introduce retirement benefits for non-executive directors. 

Discussion 

Proposals seeking shareholder approval for non-executive directors' fees are not 

controversial in most countries. RMG generally supports resolutions regarding directors' 

fees unless they are excessive relative to fees paid by other companies in the same 

country or industry. In evaluating such proposals, RMG focuses on the fees paid to each 

non-executive or, if such detailed information is not available, on the aggregate amount 

payable to all of the non-executives. Where available, RMG will also take into 

consideration evidence of past abuses, both by the company and those, if any, 

characteristic of the market. 

Companies in many markets provide their non-executives an option to receive all or a 

portion of their cash fees in the form of company shares. We approve these measures as 

the exchange is on a “dollar-for-dollar” basis, that is, as long as a director receives shares 

having a cash value equal to that of the foregone fees, with the share price used for such 

calculation being determined on a reasonable date. While there is some dilution 

associated with such payments, such dilution is minimal, and in any event, increasing 

directors' share ownership is likely to align the interests of the directors with those of 

shareholders. 

However, RMG will not support such arrangements if the exchange is not dollar-for-

dollar; such exchanges put shareholders at a disadvantage by providing directors the 

opportunity to receive shares at discount, and the interests of directors who have acquired 

shares at a discount are likely to be less closely aligned with those of other shareholders. 

Some companies provide their non-executive directors the opportunity to exchange all or 

a portion of their cash fees for stock options; we would evaluate such grants in 

accordance with our stock option guidelines. 

As is already common in the United States, companies in some global markets have 

begun to provide their non-executives with stock options as a separate element of their 
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remuneration. In such countries, proposals seeking approval for the remuneration of non-

executive directors cannot be evaluated without detailed information regarding the 

proposed remuneration, which could include options, and in some cases, discounted 

options. Remuneration proposals that include option grants must be evaluated in 

accordance with the guidelines for stock options. Likewise, remuneration proposals that 

could include option grants - by virtue of their being proposed by a company in a market 

where option grants to non-employee directors are common - must also be evaluated in 

accordance with the guidelines for stock options. 

Some countries require shareholder approval for the remuneration of executive as well as 

non-executive directors. Companies in such markets occasionally bundle non-executive 

and executive remuneration proposals into a single resolution. While RMG generally 

believes that executive compensation is the purview of the board, when proposed 

executive compensation is gratuitous or otherwise excessive in light of market norms or 

there is past evidence of abuse, RMG will recommend a vote against such resolutions. In 

reviewing such proposals, our analysis focuses, among other things, on the amount of the 

proposed compensation relative to market norms but also relative to the company's 

financial performance. For example, absent performance criteria and appropriate limits, it 

would be inappropriate to approve a resolution entitling an executive to a bonus equal to 

a substantial portion of a company's profits. 

Retirement benefits for non-executive directors are inappropriate, as they increase the 

directors' financial reliance on the company and could call into question the objectivity of 

their decision-making. In addition, most directors have served as senior executives of 

other companies, and adequate retirement benefits should be provided through these 

companies. The only caveat to this policy would be for professional non-executive 

directors such as those found in the United Kingdom. However, requests for such benefits 

in the United Kingdom are rare, and the appropriateness of using shareholder funds in 

this manner is questionable.  
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 Discharge of Board and Management  

 

RMG General Recommendation & Policy 

RMG will generally recommend voting for the discharge of directors, including members 

of the management board and/or supervisory board, unless there is reliable information 

about significant and compelling controversies that the board is not fulfilling its fiduciary 

duties warranted on a case-by-case basis by: 

 A lack of oversight or actions by  board members which invoke shareholder 

distrust related to malfeasance or poor supervision, such as operating in private or 

company interest rather than in shareholder interest 

 Any legal issues (e.g. civil/criminal) aiming to hold the board responsible for 

breach of trust in the past or related to currently alleged action yet to be confirmed 

(and not only in the fiscal year in question) such as price fixing, insider trading, 

bribery, fraud, and other illegal actions 

 Other egregious governance issues where shareholders will bring legal action 

against the company or its directors 

For markets which do not routinely request discharge resolutions (e.g. common law 

countries or markets where discharge is not mandatory), analysts may voice concern in 

other appropriate agenda items, such as approval of the annual accounts or other relevant 

resolutions, to enable shareholders to express discontent with the board. 

Discussion 

The annual formal discharge of board and management represents shareholder approval 

of actions taken during the year. Discharge is a tacit vote of confidence in the company's 

management and policies. It does not necessarily eliminate the possibility of future 

shareholder action, although it does make such action more difficult to pursue. Meeting 

agendas normally list proposals to discharge both the board and management as one 

agenda item. 

This is a routine item in many countries. Discharge is generally granted unless a 

shareholder states a specific reason for withholding discharge and plans to undertake 

legal action. Withholding discharge is a serious matter and is advisable only when a 

shareholder has concrete evidence of negligence or abuse on the part of the board or 

management, has plans to take legal action, or has knowledge of other shareholders' plans 

to take legal action. 

If evidence suggests that one or more board or management members are responsible for 

problems such as fraud or grave mismanagement, shareholders can withhold discharge 

from these individuals and pursue further legal action. Poor performance that can be 

directly linked to flagrant error or neglect on the part of the board or management, or 
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board actions that are detrimental to shareholders' interests, may also constitute grounds 

for voting against discharge. 

If shareholders approve discharge of the board and management, they will face a greater 

challenge if they subsequently decide to pursue legal action against these parties. 

Shareholders would be required to prove that management or the board did not supply 

correct and complete information regarding the matter in question. 
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 Director, Officer, and Auditor Indemnification and Liability Provisions  

 

RMG General Recommendation & Policy 

Vote proposals seeking indemnification and liability protection for directors and officers 

on a CASE-BY-CASE basis. 

Vote AGAINST proposals to indemnify auditors. 

Discussion 

The scope of directors' and officers' indemnification and liability provisions varies by 

market. Within reason, RMG seeks to respect the indemnification and liability 

protections applicable in each market, but some markets allow companies to provide 

indemnification and liability protection that we deem excessive. In general, RMG 

believes that officers and directors should only be eligible for indemnification and 

liability protection if they have acted in good faith on company business and were found 

innocent of any civil or criminal charges for duties performed on behalf of the company. 

Providing indemnification and liability protection beyond such levels would effectively 

absolve officers and directors of their duties to shareholders. RMG recognizes that 

limiting a company's ability to provide liability and indemnification protection may limit 

its ability to attract and retain qualified directors and executives and that indemnification 

provisions afford directors and officers protection to take risks and maximize shareholder 

wealth. However, RMG also believes that providing liability and indemnification 

protection in excess of that outlined above could unfairly prejudice shareholders in 

holding officers and directors accountable and that the level of protection allowed under 

our guidelines represents a reasonable compromise. 

When evaluating indemnification and liability provisions in more developed markets that 

enumerate the duty of loyalty and the duty of care, RMG also takes into account the 

liability and indemnification provisions contained in RMG's U.S. Proxy Voting 

Guidelines. 

Although RMG supports indemnifying directors and officers, RMG opposes providing 

these protections to auditors. These payments call into question the objectivity of the 

auditor in carrying out the audit, as the fees paid on its behalf could be greater than the 

audit fees alone. Eliminating concerns about being sued for carelessness could also lead 

to a decrease in the quality of the audit. Given the substantial settlements against auditors 

in recent years for poor audit practices, the cost of such insurance to the company and its 

shareholders is unwarranted. 
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RMG General Recommendation & Policy 

Vote FOR proposals to fix board size. 

Vote AGAINST the introduction of classified boards and mandatory retirement ages for 

directors. 

Vote AGAINST proposals to alter board structure or size in the context of a fight for 

control of the company or the board. 

Discussion 

Resolutions relating to board structures range from fixing the number of directors or 

establishing a minimum or maximum number of directors to introducing classified boards 

and director term limits. 

Board Size 

Proposals to fix board size are common and are routinely approved. Proposals to establish 

a range of board size are also frequent; a range of two or three open slots relative to the 

existing board size is reasonable, as it gives the company some flexibility to attract 

potentially valuable board members during the year. Latitude beyond this range is 

inappropriate, however, because companies can use this freedom to hinder unwanted 

influence from potential acquirers or large shareholders. 

Adopt Classified Board 

RMG prefers that all directors stand for reelection every year. All directors should be 

accountable to shareholders on an annual basis, as the ability to elect directors is the 

single most important use of the shareholder franchise. 

While classified boards are the norm in most countries, some companies have chosen to 

place their directors up for annual election. RMG supports initiatives to declassify boards 

and opposes proposals to classify previously unstaggered boards. Classifying the board 

makes it more difficult to effect a change of control through a proxy contest; because 

only a minority of the directors are elected each year, a dissident shareholder would be 

unable to win control of the board in a single election. 

Introduction of Mandatory Age of Retirement 

RMG believes that age should not be the sole factor in determining a director's value to a 

company. Rather, each director’s performance should be evaluated on the basis of his or 

her individual contribution and experience.  
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Altering Board Size 

Companies may attempt to increase board size in order to add related or like-minded 

directors to the board. Conversely, establishing a minimum number of directors could 

make it easier to remove independent directors from the board. RMG considers these 

proposals on a case-by-case basis. 

All proposals to alter board size during a proxy fight or other possible contests for control 

should be opposed. Allowing directors to alter the terms of a contest while it is underway 

is not in shareholders' interests, as this tactic could be used to thwart a takeover that is in 

shareholders' interests. 

Two-Tiered Boards 

Companies in many countries have a two-tiered board structure, comprising a supervisory 

board of non-executive directors and a management board with executive directors. The 

supervisory board oversees the actions of the management board, while the management 

board is responsible for the company's daily operations. At companies with two-tiered 

boards, shareholders elect members to the supervisory board only; the supervisory board 

appoints management board members. In Austria, Brazil, the Czech Republic, Germany, 

Peru, Poland, Portugal, and Russia, two-tiered boards are the norm. Company law in 

France and Spain also permits them.  
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Companies have one of two main types of capital systems: authorized and conditional. 

Both systems provide companies with the means to finance business activities, but they 

are considerably different in structure. Which system a company uses is determined by 

the economic and legal structure of the market in which it operates.  

Authorized Capital System 

The authorized capital system sets a limit in a company's articles on the total number of 

shares that can be issued by the company's board. The system allows companies to issue 

shares from this pre-approved limit, although in many markets shareholder approval must 

be obtained prior to an issuance. Companies also request shareholder approval for 

increases in authorization when the amount of shares contained in the articles is 

inadequate for issuance authorities. RMG reviews proposals for such increases based on 

the following criteria: the history of issuance requests; the size of the request; the purpose 

of the issuance (general or specific) associated with the increase in authorization; and the 

status of preemptive rights (see Share Issuance Requests). 

Conditional Capital System 

Under the conditional capital system, companies seek authorizations for pools of capital 

with fixed periods of availability. For example, if a company seeks to establish a pool of 

capital for general issuance purposes, it requests the creation of a certain number of 

shares with or without preemptive rights, issuable piecemeal at the discretion of the board 

for a fixed period of time. Shares unissued after the fixed time period lapse. This type of 

authority would be used to carry out a general rights issue or small issuances without 

preemptive rights. 

Requests for a specific issuance authority are tied to a specific transaction or purpose, 

such as an acquisition or the servicing of convertible securities. Such authorities cannot 

be used for any purpose other than that specified in the authorization. In this case, a 

company requests the creation of a certain number of shares with or without preemptive 

rights, issuable as needed for the specific purpose requested. This pool of conditional 

capital also carries a fixed expiration date. 

In reviewing these proposals, RMG takes into consideration the existence of pools of 

capital from previous years. Because most capital authorizations are for several years, 

new requests may be made on top of the existing pool of capital. While most requests 

contain a provision to eliminate earlier pools and replace them with the current request, 

this is not always the case. Thus, if existing pools of capital are being left in place, the 

aggregate potential dilution amount from all capital should be considered. 

  

file://roadrunner/Keep/global/GVM%20Policy%20Files/2009%20GVM%20complete.doc%23shareissuancerequest%23shareissuancerequest
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 Share Issuance Requests  

 

RMG General Recommendation & Policy 

General Issuances: 

Vote FOR issuance requests with preemptive rights to a maximum of 100 percent over 

currently issued capital. 

Vote FOR issuance requests without preemptive rights to a maximum of 20 percent of 

currently issued capital. 

Specific Issuances: 

Vote on a CASE-BY-CASE basis on all requests, with or without preemptive rights. 

General Issuances 

General issuance requests under both authorized and conditional capital systems allow 

companies to issue shares to raise funds for general financing purposes. Approval of such 

requests gives companies sufficient flexibility to carry out ordinary business activities 

without having to bear the expense of calling shareholder meetings for every issuance. 

Issuances can be carried out with or without preemptive rights. Preemptive rights permit 

shareholders to share proportionately in any new issuances of stock. These rights 

guarantee existing shareholders the first opportunity to purchase shares of new issuances 

of stock in the class they own in an amount equal to the percentage of the class they 

already own. Corporate law in many countries recognizes preemptive rights and requires 

shareholder approval to waive such rights. 

RMG believes that the ability to double share capital through a rights issue (with 

preemptive rights) provides the company with sufficient financing to meet most 

contingencies. Rights issues for general capital needs of more than 100 percent of 

outstanding capital warrant shareholder approval. Issuance authorities of more than 100 

percent can lead to excessive cash calls on shareholders, requiring them to provide the 

funds necessary to maintain their relative positions in the company or to accept 

substantial dilution. 

In some cases, companies may need the ability to raise funds for routine business 

contingencies without the expense of carrying out a rights issue. Such contingencies 

could include the servicing of option plans, small acquisitions, or payment for services. 

When companies make issuance requests without preemptive rights, shareholders suffer 

dilution as a result of such issuances. Therefore, authorizations should be limited to a 

fixed number of shares or a percentage of capital at the time of issuance. While 

conventions regarding this type of authority vary widely among countries, RMG 
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routinely approves issuance requests without preemptive rights for up to 20 percent of a 

company's outstanding capital. 

Stock exchange listing rules also play a factor in determining the acceptability of share 

issuance requests. In some markets, companies may ask for the authority to issue all of 

their authorized but unissued share capital, yet the country's stock exchange prevents a 

company from issuing more than ten percent of the company's share capital in any one 

year without seeking additional shareholder approval. Another example is global 

companies that are listed on NASDAQ or the New York Stock Exchange (NYSE). 

Generally speaking, companies listed on NASDAQ and the NYSE must seek shareholder 

approval for any issuance of shares or of securities convertible into shares in excess of 20 

percent of the company's outstanding shares at the time of issuance. If stock exchange 

listing requirements include adequate safeguards with respect to share issuances, RMG 

will approve the request unless there are specific concerns with the company. 

Specific Issuances 

Specific issuance requests should be judged on their individual merits. For example, a 

company may request the issuance of shares for an acquisition in the form of a rights 

issue to raise funds for a cash payment, or else a company could request an issuance 

without preemptive rights for use in a share-based acquisition or issuance to a third party. 

Such a request could be of any size, and RMG recommends approval as long as the 

proposal is sound. A more routine request would be an authority to issue shares without 

preemptive rights for issuance as needed upon conversion of convertible securities or to 

service a share option plan. These shares can only be used for the purpose defined in the 

resolution. 
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 Increases in Authorized Capital  

 

RMG General Recommendation & Policy 

Vote FOR non-specific proposals to increase authorized capital up to 100 percent over 

the current authorization unless the increase would leave the company with less than 30 

percent of its new authorization outstanding. 

Vote FOR specific proposals to increase authorized capital to any amount, unless: 

 The specific purpose of the increase (such as a share-based acquisition or merger) 

does not meet RMG guidelines for the purpose being proposed; or 

 The increase would leave the company with less than 30 percent of its new 

authorization outstanding after adjusting for all proposed issuances. 

Vote AGAINST proposals to adopt unlimited capital authorizations. 

Discussion 

Increases in authorized capital are requested both for general financing flexibility and to 

provide for a specific purpose. Companies need an adequate buffer of unissued capital in 

order to take advantage of opportunities during the year, thus they often request increases 

in authorized capital for no specific purpose other than to retain this flexibility. RMG 

believes that approving such requests is reasonable. 

An increase of 100 percent over the existing authorization gives the company sufficient 

flexibility in any given year, but requiring that at least 30 percent of the new 

authorization be outstanding also limits the company's ability to abuse this privilege. If a 

company wishes to issue shares for any unforeseen reason during the year that would 

double (or possibly triple) outstanding share capital, an EGM to seek shareholder 

approval is justified. 

Another important consideration is the status of preemptive rights. Not all countries 

recognize shareholders' preemptive rights, and excessive authorizations could lead to 

substantial dilution for existing shareholders. When preemptive rights are not guaranteed, 

companies do not need shareholder approval for share issuances as long as the issuance 

does not result in an increase above the authorized capital limit. 

For specific requests, increases in capital up to any size may be justified if the purpose of 

the new authorization is in shareholders' interests. Such increases may be needed to fund 

a variety of corporate activities, thus each proposal must be reviewed on its individual 

merits. However, the same concerns with dilution exist if the outstanding capital is still 

less than 30 percent of the new authorization after all issuances take place. 
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RMG recommends that shareholders vote against proposals seeking to increase 

authorized capital to an unlimited number of shares. RMG does not believe that 

companies need unlimited financial flexibility to transact ordinary business because such 

an arrangement precludes management from periodically consulting shareholders for new 

capital. Unlimited authorizations may also be used as antitakeover devices, and they have 

the potential for substantial voting and earnings dilution; they are not in shareholders' 

interests.   
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RMG General Recommendation & Policy 

Vote FOR proposals to reduce capital for routine accounting purposes unless the terms 

are unfavorable to shareholders. 

Vote proposals to reduce capital in connection with corporate restructuring on a CASE-

BY-CASE basis. 

Discussion 

Proposals to reduce capital can cover a variety of corporate actions, ranging from routine 

accounting measures to reductions pertaining to a significant corporate restructuring in 

the face of bankruptcy. In addition, proposals to reduce capital can vary significantly 

from market to market as a result of local laws and accounting standards. Some examples 

of capital reduction proposals found overseas include: 

Reduction in Stated Capital 

One example of this type of proposal asks shareholders to allow the board to reduce the 

company's deficit and create a contributed surplus by effecting a reduction in the state 

capital of the company's common shares. A company may take this action if its net assets 

are in danger of falling below the aggregate of its liabilities and its stated capital. Should 

that situation occur, under some corporate law statutes the company would be prohibited 

from paying dividends on its shares. RMG usually supports such proposals as they are 

considered to be routine accounting measures. This type of proposal is seen often in 

Canada. 

Reduction in Connection with Cancellation of Repurchased Shares 

A company may also seek a reduction in capital corresponding to the cancellation of 

shares repurchased in connection with an earlier buyback authorization. The amount of 

equity that may be cancelled is usually limited to ten percent by national law. This type 

of proposal is seen most often in Scandinavia, Japan, Spain, and some Latin America 

markets and is considered a routine accounting measure. 

Reduction in Connection with Dividend Payments 

If a board determines growth in income to be insufficient to enable the payment of a 

dividend, it may propose to lower the par value of the company's shares and pay the 

difference in par value back to the shareholders, effecting a corresponding reduction in 

capital. Such reduction is normally effected proportionately against all outstanding 

capital, and therefore does not involve any material change relative to shareholder value. 
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Thus, RMG generally recommends that shareholders vote for these proposals, which are 

most often seen in Switzerland, Spain, and some Latin American markets. 

Reduction in Connection with Repayment and Cancellation of Deferred 

Shares and Preference Shares 

Companies may also seek approval for the reduction of share capital pursuant to a 

repayment and cancellation of deferred shares or preference shares. Deferred shares may 

be created as bonus shares by a company capitalizing credit from a share premium 

account pursuant to a reorganization plan, for example, to return excess capital back to 

shareholders. The company then repurchases the bonus shares in exchange for cash equal 

to their nominal value and cancels them through a capital reduction. Companies that have 

preference shares outstanding may also request to cancel and repay these shares which 

may no longer be required for the carrying out of their financial objectives and may 

accrue administration costs which have become disproportionate to the benefits of 

maintaining such shares. Preference shares also carry certain rights that restrict the 

flexibility of conducting certain corporate actions, in particular share repurchases, which 

is another reason why companies propose to cancel such shares. In either case, RMG 

supports such reductions as they simplify capital structure and save on administration 

costs and remove certain restrictions associated with preference shares. This type of 

proposal is commonly seen in the United Kingdom. 

Reduction in Connection with Restructuring 

As noted above, some proposals to reduce capital are made in connection with a 

significant corporate restructuring. RMG generally supports such proposals because 

opposition could lead to insolvency, which is not in shareholders' interests. Evaluation of 

this type of proposal should take a realistic approach to the company's situation and the 

future prospects for shareholders. 
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RMG General Recommendation & Policy 

Vote FOR resolutions that seek to maintain or convert to a one-share, one-vote capital 

structure. 

Vote AGAINST requests for the creation or continuation of dual-class capital structures 

or the creation of new or additional supervoting shares. 

Discussion 

A key decision for any business is determining its capital structure. When timed 

correctly, sophisticated capital management - finding the right mixes of equity, long-term 

debt, and short-term financing - can enhance shareholder returns. This process involves 

coordination of important issues, including dividend policy, tax and interest rates, types 

of assets, opportunities for growth, ability to finance new projects internally, and cost of 

obtaining additional capital.  

These decisions are best left to a company's board and senior management, who should 

be given the latitude to determine the company's capital structure. However, shareholders 

should be aware that many financing decisions could have an adverse effect on 

shareholder returns. For example, additional equity financing may reduce an existing 

shareholder's ownership interest and can dilute the value of the investment. Some capital 

requests can be used as takeover defenses; in response to this situation, company laws 

establish limits on management's authority to issue new capital and often require 

shareholder approval for significant changes in management's existing authorizations. 

RMG supports a one-share, one-vote policy and opposes mechanisms that skew voting 

rights. Shareholders' voting rights should accrue in accordance with their equity capital 

commitment to the company. Dual-class capital structures entrench certain shareholders 

and management, insulating them from possible takeovers or other external influence or 

action. The interests of parties with voting control may not be the same as those of 

shareholders constituting a majority of the company's capital. Additionally, research and 

market experience have shown that companies with dual-class capital structures or other 

antitakeover mechanisms consistently trade at a discount to similar companies without 

such structures.  

When companies with dual class capital structures seek shareholder approval for the 

creation of new shares, RMG opposes the creation of additional supervoting shares 

because this perpetuates the dual class structure. If companies are seeking to increase 

ordinary or subordinate share capital, RMG reviews such requests on a case-by-case 

basis. If the shares are needed for a specific purpose, RMG recommends approval as long 

as the proposal meets the issuance guidelines for specific requests. Refusing such 

requests could cause an immediate loss of shareholder value by not allowing the 
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company to carry out its ordinary business. However, RMG opposes general share 

creation requests on the grounds that they would perpetuate unequal voting structures. If 

shareholders routinely approve the creation of ordinary or subordinate voting shares, the 

company has no incentive to reform its capital structure. By not approving such requests, 

shareholders can send a signal of dissatisfaction to management. 

If a company submits a proposal, which in effect would narrow the gap between the 

number of votes attached to each share class but not necessarily eliminate the inequality, 

RMG may still consider supporting the proposal since it entails an improvement 

compared to the current situation. 
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RMG General Recommendation & Policy 

Vote FOR the creation of a new class of preferred stock or for issuances of preferred 

stock up to 50 percent of issued capital unless the terms of the preferred stock would 

adversely affect the rights of existing shareholders. 

Vote FOR the creation/issuance of convertible preferred stock as long as the maximum 

number of common shares that could be issued upon conversion meets RMG's guidelines 

on equity issuance requests. 

Vote AGAINST the creation of a new class of preference shares that would carry 

superior voting rights to the common shares. 

Vote AGAINST the creation of blank check preferred stock unless the board clearly 

states that the authorization will not be used to thwart a takeover bid. 

Vote proposals to increase blank check preferred authorizations on a CASE-BY-CASE 

basis. 

Discussion 

Preferred stock is an equity security, but also has certain features that liken it to debt 

instruments, such as fixed dividend payments, seniority of claims relative to regular 

common stock, and (in most cases) no voting rights except on matters that affect the 

seniority of preferred stock as a class. Preferred stock usually ranks senior to a company's 

ordinary shares with respect to dividends and the distribution of assets or winding up of 

the company. Preferred stock can be an effective means of raising capital without 

increasing debt levels, especially if a company has recently concluded a series of 

acquisitions. 

In determining the acceptability of proposals relating to preferred stock, RMG examines 

the rights and terms of the proposed shares, including their designation, conditions, 

restrictions, and limitations. RMG prefers that the terms of preferred stock be set out at 

the time of the issuance or authorization request. Also important is the company's 

justification for issuing or authorizing preferred stock. Whether or not the preferred 

shares carry voting rights is also considered, especially if the preferred stock will feature 

superior voting rights to the common shares. While RMG believes that preferred shares 

are a valid form of financing, we also believe that the creation or issuance of preference 

shares should be limited to 50 percent of a company's share capital. RMG will also 

oppose cases where there has been evidence of management abuse of a past issuance 

authority. 

Voting Preferred Stock 
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In some markets, preferred stock carries voting rights. Such preference shares may carry 

voting rights equal to the voting rights of the common shares or may carry multiple 

voting rights. In such cases, RMG's guidelines on capital structure are applied. RMG 

supports a one share, one vote policy and opposes measures that seek to establish dual-

class capital structures. However, if a company already has a preference share 

authorization with different voting rights than the common shares, RMG will approve 

additional issuances of the preference shares, as long as issuances of these preferred 

shares are limited and do not adversely affect the rights of common shareholders. 

Convertible Preferred Stock 

Companies may also seek approval for the creation or issuance of preferred stock that is 

convertible into common stock. If the shares are convertible into common shares, RMG 

evaluates the conversion ratio and calculates the maximum number of shares that could 

be issued upon conversion to determine the potential amount of dilution that could result 

for common shareholders as a result of the proposal. RMG's equity issuance guidelines 

are then applied to determine whether the level of dilution is in shareholder's best 

interests. 

Blank Check Preferred Stock 

Companies may also seek shareholder approval for blank check preferred stock, which 

refers to blanket authorities to issue preferred stock under which the directors are allowed 

to set the size, terms, and recipient of such shares at the time of issuance. Blank check 

preferred stock can be used for legitimate corporate purposes such as raising capital or 

making acquisitions. By not establishing the terms of preferred stock at the time the class 

of stock is created, companies maintain the flexibility to tailor their preferred stock 

offerings to prevailing market conditions. However, blank check preferred stock can also 

be used as an entrenchment device. The ability to issue a block of preferred stock with 

multiple voting or conversion rights to a friendly investor is a powerful takeover defense. 

RMG supports blank check preferred stock proposals as long as the proposal states that 

the shares will not be issued as a takeover defense. RMG also considers, on a case-by-

case basis, proposals to increase authorizations of blank check preferred stock when 

shareholders have already approved the class of stock and the company has a history of 

issuing such stock for legitimate financing purposes. Theoretically, companies with 

authorized blank check preferred stock can use these shares for antitakeover purposes as 

long as there are a few shares remaining, as they are free to set voting or conversion 

terms with each issue. Therefore, an increase in authorization may have little effect on the 

usage of this stock. In cases where a company has issued preferred stock from its 

authorization for legitimate financing purposes, there is no reason to object to an 

increase. 

 

 



 36 

2010 International Voting-Policy Manual 

 Debt Issuance Requests  

 

RMG General Recommendation & Policy 

Vote non-convertible debt issuance requests on a CASE-BY-CASE basis, with or without 

preemptive rights. 

Vote FOR the creation/issuance of convertible debt instruments as long as the maximum 

number of common shares that could be issued upon conversion meets RMG's guidelines 

on equity issuance requests. 

Vote FOR proposals to restructure existing debt arrangements unless the terms of the 

restructuring would adversely affect the rights of shareholders. 

Discussion 

Debt issuance is a popular financing strategy in world markets. Companies routinely 

issue bonds directly to shareholders in order to raise funds while enjoying low borrowing 

costs, although bonds are also often issued without preemptive rights. The issuance of 

unsecured debt can often include warrants, which are detached at the time of bond 

issuance. Warrants are usually attached to a debt issuance in order to enhance the 

marketability of the accompanying fixed income security. Debt instruments are often 

issued with the right to convert into equity securities. Convertible bonds give holders the 

choice of becoming shareholders, thereby increasing the shareholder base and liquidity of 

the company's stock, or selling their newly converted shares on the open market. In 

addition, many companies issue debt denominated in currencies other than that of their 

home market. 

When evaluating a debt issuance request, RMG determines the type of debt instrument 

being issued, the characteristics of the instrument (including whether or not it is 

convertible into common stock), the intended recipient of the issuance, and the 

company's justification for the issuance. 

In the case of convertible debt, RMG evaluates the conversion ratio and calculates the 

maximum number of shares that could be issued upon conversion to determine the 

potential amount of dilution that could result from the proposal. RMG’s equity issuance 

guidelines are then applied to determine whether the level of dilution is in shareholders' 

best interests. 

In the case of non-convertible debt, RMG takes into account the size and purpose of the 

increase, and the board's use of past authorizations including examining whether there 

has been a history of abuse of the authorities. RMG looks at the company's current 

financial situation, specifically examining its current debt-to-equity ratio, or gearing 

level. A high gearing level may incline markets and financial analysts to downgrade the 

company's bond rating, increasing its investment risk factor in the process. RMG also 
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considers other factors such as the company's growth over the past five years relative to 

earnings or market capitalization, recent corporate events that might affect the company's 

bottom line (such as the acquisition of a major competitor or the release of a 

revolutionary product), and the normal debt levels in the company's industry and country 

of origin. Although all of these considerations are factored into RMG's analysis of debt 

issuance proposals, RMG generally believes that such financing concerns are best 

decided by management. RMG will, however, issue vote recommendations against such 

proposals in cases where there has been evidence of management abuse of an authority, 

where the proposal is not in line with market practices, or extreme cases where 

shareholders' rights could be negatively affected. 

Companies may also seek shareholder approval to restructure existing debt arrangements. 

RMG generally supports restructuring proposals, particularly if the company is in danger 

of default. However, RMG will oppose restructuring proposals in which common 

shareholders are being treated unfairly. 
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RMG General Recommendation & Policy 

Vote proposals to approve the pledging of assets for debt on a CASE-BY-CASE basis. 

Discussion 

In certain countries, shareholder approval is required when a company needs to secure a 

debt issuance with its assets. In many cases, this is a routine request and is a formality 

under the relevant law. When reviewing such proposals, RMG takes into account the 

terms of the proposed debt issuance and the company's overall debt level. If both of these 

factors are acceptable, RMG recommends supporting these requests. 
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RMG General Recommendation & Policy 

Vote proposals to approve increases in a company's borrowing powers on a CASE-BY-

CASE basis. 

Discussion 

In some countries, companies are required to seek shareholder approval for increases in 

their aggregate borrowing power authorities. The aggregate limit on the board's ability to 

borrow money is often fixed in a company's articles, and shareholder approval to change 

this limit is therefore legally required. RMG believes that a company's financing needs 

are best determined by the board, and modest increases in borrowing powers are 

necessary to allow the company to take advantage of new acquisition opportunities or to 

complete development and restructuring projects. RMG's analysis of borrowing power 

increase requests takes into account management's stated need for the increase, the size of 

the increase, and the company's current gearing level. Large increases in borrowing 

powers can sometimes result in dangerously high debt-to-equity ratios that could harm 

shareholder value. If an increase is excessive without sufficient justification and if a 

company already has exceptionally high gearing compared to its industry, RMG 

recommends opposing the request. 
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 Share Repurchase Plans  

 

RMG General Recommendation & Policy 

Generally vote FOR share repurchase programs/market repurchase authorities, provided 

that the proposal meets the following parameters: 

 Maximum volume: 10 percent for market repurchase within any single authority 

and 10 percent of outstanding shares to be kept in treasury (“on the shelf”); 

 Duration does not exceed 18 months. 

RMG will recommend AGAINST any proposal where: 

 The repurchase can be used for takeover defense; 

 There is clear evidence of abuse; 

 There is no safeguard against selective buybacks; 

 Pricing provisions and safeguards are deemed to be unreasonable in light of 

market practice 

RMG may support share repurchase plans in excess of 10 percent volume under 

exceptional circumstances, such as one-off company specific events (e.g. capital re-

structuring). Such proposals will be assessed CASE-BY-CASE based on merits, which 

should be clearly disclosed in the annual report, provided that following conditions are 

met: 

 The overall balance of the proposed plan seems to be clearly in shareholders’ 

interests; 

 The plan still respects the 10 percent maximum of shares to be kept in treasury. 

 

Discussion 

Proposals regarding share repurchase plans are routine in most countries, and such plans 

are usually sufficiently regulated by local laws or listing requirements to protect 

shareholder interests. 

RMG looks for the following conditions in share repurchase plans: limitations on a 

company's ability to use the plan to repurchase shares from third parties at a premium; 

limitations on the exercise of the authority to thwart takeover threats; and a requirement 

that repurchases be made at arm's length through independent third parties and that 

selective repurchases require shareholder approval. 

Share repurchase programs often involve positive financial consequences to shareholders, 

as they generally increase the level of earnings per share and bring greater liquidity to the 
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share. Therefore we are generally supportive of share buybacks.   

 

For markets that either generally do not specify the maximum duration of the authority or 

seek a duration beyond 18 months that is allowable under market specific legislation, 

RMG will assess the company’s historic practice. If there is evidence that a company has 

sought shareholder approval for the authority to repurchase shares on an annual basis, 

RMG will support the proposed authority. In Greece, the legal framework allows share 

repurchase authorizations to last a maximum of 24 months, although they are typically 

renewed on a yearly basis. Greek companies typically request shareholders to approve 

share repurchase schemes in line with provisions in the Company Act. Rarely does a 

company specify the exact duration of the authorization. Therefore, it is assumed that the 

duration could be up to 24 months, as foreseen in the legal framework. Around half of 

Austrian companies restrict share repurchase plans to a limit of 18 months, the majority 

of Austrian companies either ask for a maximum of 30 months or do not disclose the 

duration at all. 
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 Reissuance of Shares Repurchased  

 

RMG General Recommendation & Policy 

Vote FOR requests to reissue any repurchased shares unless there is clear evidence of 

abuse of this authority in the past. 

Discussion 

RMG generally believes that properly timed repurchases of company shares can enhance 

shareholder value and improve general shareholder returns. With good timing and proper 

safeguards, the same returns and improvements in shareholder value can be generated 

through the reissuance of the shares repurchased. In most countries, the text of this 

general mandate provides sufficient shareholder protection to make this item routine. 

When reviewing such proposals, RMG takes into account the country's legal framework 

for such reissuances and the company's history of reissuing shares under the authority. 
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 Capitalization of Reserves for Bonus Issues/Increase In Par Value  

 

RMG General Recommendation & Policy 

Vote FOR requests to capitalize reserves for bonus issues of shares or to increase par 

value. 

Discussion 

Companies routinely carry out bonus issues of shares or increases in par value to existing 

shareholders, usually through the capitalization of reserves from either the share premium 

reserve or the retained earnings account. Capitalization of these reserves - transferring 

them into the share capital account - usually requires shareholder approval. These 

issuances essentially function as dividends. 

When companies increase par value or capitalize reserves and distribute new fully paid 

shares to shareholders free of charge through a bonus issue, there is no cost to 

shareholders to maintain their stakes and no risk of dilution. This procedure transfers 

wealth to shareholders and does not significantly impact share value. The only impact on 

shareholders is that by increasing the number of shares on issue, the company could 

increase liquidity, enhance marketability, and ultimately expand its shareholder base. 
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 Reorganizations/Restructurings  

 

RMG General Recommendation & Policy 

Vote reorganizations and restructurings on a CASE-BY-CASE basis. 

Discussion 

Requests to approve corporate reorganizations or restructurings range from the routine 

shuffling of subsidiaries within a group to major rescue programs for ailing companies. 

RMG usually approves such resolutions unless there are clear conflicts of interest among 

the various parties, shareholders' rights are being negatively affected, or certain groups or 

shareholders appear to be getting a better deal at the expense of general shareholders.  

In the case of routine reorganizations of assets or subsidiaries within a group, RMG's 

primary focus with the proposed changes is to ensure that shareholder value is being 

preserved. This includes the effect of the reorganization on the control of group assets, 

the final ownership structure, the relative voting power of existing shareholders if the 

share capital is being adjusted, and the expected benefits arising from the changes.  

In the case of a distress restructuring of a company or group, shareholders' options are far 

more limited; often, they have no choice but to approve the restructuring or lose 

everything. In such cases, RMG first determines the company's degree of distress by 

determining whether or not the company still has a positive net asset value - that is, if 

realizable assets are greater than liabilities. Although rare, liquidation should be 

considered an option in these situations.  

In most cases, however, the company has a negative asset value, meaning that 

shareholders would have nothing left after a liquidation. RMG seeks to ensure that the 

degree of dilution proposed is consistent with the claims of outside parties and is 

commensurate with the relative commitments of other company stakeholders. Existing 

shareholders usually must accept the transfer of majority control over the company to 

outside secured creditors. Ultimately, ownership of a small percentage of something is 

worth more than majority ownership of nothing.  
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 Mergers and Acquisitions  

 

RMG General Recommendation & Policy 

Vote CASE-BY-CASE on mergers and acquisitions taking into account the following:  

For every M&A analysis, RMG reviews publicly available information as of the date of 

the report and evaluates the merits and drawbacks of the proposed transaction, balancing 

various and sometimes countervailing factors including:  

 Valuation - Is the value to be received by the target shareholders (or paid by the 

acquirer) reasonable? While the fairness opinion may provide an initial starting 

point for assessing valuation reasonableness, RMG places emphasis on the offer 

premium, market reaction, and strategic rationale.  

 Market reaction - How has the market responded to the proposed deal? A negative 

market reaction will cause RMG to scrutinize a deal more closely.  

 Strategic rationale - Does the deal make sense strategically? From where is the 

value derived? Cost and revenue synergies should not be overly aggressive or 

optimistic, but reasonably achievable. Management should also have a favorable 

track record of successful integration of historical acquisitions.  

 Conflicts of interest - Are insiders benefiting from the transaction 

disproportionately and inappropriately as compared to non-insider shareholders? 

RMG will consider whether any special interests may have influenced these 

directors and officers to support or recommend the merger.  

 Governance - Will the combined company have a better or worse governance 

profile than the current governance profiles of the respective parties to the 

transaction? If the governance profile is to change for the worse, the burden is on 

the company to prove that other issues (such as valuation) outweigh any 

deterioration in governance.  

Vote AGAINST if the companies do not provide sufficient information upon request to 

make an informed voting decision.  

Discussion 

When evaluating the merits of a proposed acquisition, merger, or takeover offer, RMG 

focuses on the impact of the proposal on shareholder value, both in the immediate and 

long term. The primary concern is to determine whether or not the proposal is beneficial 

to shareholders' existing and future earnings stream and to ensure that the impact on 

voting rights is not disproportionate to that benefit. Although RMG examines these 

proposals closely from a corporate governance perspective, a variety of other factors are 
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considered, including the financial terms of the transaction and the strategic rationale for 

the proposal. 

In the case of an acquisition, RMG examines the level of voting or earnings dilution and 

the logic of the proposed purchase if large share issuances are required. The method of 

financing is also important, as various methods can result in different valuations than 

originally perceived. RMG also checks for an independent valuation of the terms, 

particularly if the target of the acquisition is not a publicly traded entity or asset and 

precise market valuations are not readily available. RMG also considers the control 

premium in the transaction. Control premiums on acquisitions vary widely depending on 

the industry, the time period, and the country. For publicly traded entities or assets, RMG 

looks at the price of the acquisition relative to the average market price prior to any 

announcement, as well as the historical price trends for 60 days prior. For non-publicly 

traded entities or assets, an independent financial evaluation becomes even more 

important. 

In the case of mergers, RMG examines whether or not the merger makes commercial or 

strategic sense for the company. RMG also considers the method of effecting the merger 

and the ultimate impact on shareholders of the proposed financial and corporate 

governance structure. While historical relative valuations based on market prices are 

useful in the financial evaluation process, the often-complicated financial details of such 

proposals make an independent fairness opinion of extreme importance. The proposed 

board structure, share capital structure, relative share ownership, and any takeover 

defenses of the new company are all important factors for consideration in this evaluation 

process. 

Obviously, levels of disclosure regarding merger and acquisition proposals will vary 

greatly from market to market. In more developed markets, shareholders are often 

provided with detailed financial and governance information as well as an independent 

fairness opinion and in some cases, a formal valuation report. When evaluating proposals 

in these markets, RMG relies primarily on the documents and information provided by 

the company and its advisors. However, in many emerging markets, detailed information 

regarding mergers and acquisitions can be scarce. In these markets, RMG must rely more 

heavily on secondary sources, including local shareholder associations, market reaction to 

the proposed transaction, and news reports. 

If the details of a given proposal are unclear or not available and a fairness opinion (in 

markets where they are regularly provided) is also not available, RMG recommends 

voting against the proposal. If a company is uncooperative in providing information 

about the proposal or is evasive when responding to questions, RMG recommends voting 

against the item in question.  
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 Mandatory Takeover Bid Waivers  

 

RMG General Recommendation & Policy 

Vote proposals to waive mandatory takeover bid requirements on a CASE-BY-CASE 

basis. 

Discussion 

Many countries impose a bid threshold that forces any shareholder whose stake exceeds 

the limit to tender a public bid to all the other owners to purchase the remaining shares. 

The thresholds are imposed either by national law, stock exchange rules, or a company's 

articles of association. This mandatory takeover bid rule prohibits a shareholder from 

owning a large stake in the company and having a dominating voice in the decision-

making without being required to purchase the remainder of the shares. Without such a 

requirement, the other shareholders, although potentially holding a substantial percentage 

of the company's shares, would be left with relatively little say in decisions. Mandatory 

bid requirements also seek to prevent “creeping acquisitions” and to ensure that 

shareholders, other than the controlling shareholder, receive a control premium when 

control of the company shifts to the large shareholder.  

RMG opposes proposals to exempt a large shareholder from the obligation to bid. The 

requirement that a takeover bid should be launched when a substantial amount of shares 

have been acquired prevents the entrenchment of the controlling shareholder and protects 

minority owners. 

RMG does make an exception to the mandatory takeover bid rule when the event 

prompting the takeover bid is a repurchase by the company of its own shares. When a 

company repurchases its own shares, the relative stake of a large shareholder increases 

even though the number of shares held by the large shareholder has not changed. In 

certain markets, notably the United Kingdom and Ireland, the mandatory bid rules require 

a large shareholder to make a takeover bid if its stake in the company is increased on a 

relative basis as a result of a share repurchase by the company. Companies in these 

markets may seek a waiver from the takeover bid requirement applicable to their large 

shareholder. Under certain circumstances, RMG will support such a waiver, namely, if 

the share repurchase would not push the large shareholder's stake in the company above 

50 percent. 

   

 

 

 

 

 

 



 48 

2010 International Voting-Policy Manual 

 Reincorporation Proposals  

 

RMG General Recommendation & Policy 

Vote reincorporation proposals on a CASE-BY-CASE basis. 

Discussion 

Reincorporation proposals are most commonly seen in Canada, where companies may 

register under one of the provincial business statutes. However, companies in other 

countries may also seek shareholder approval to reincorporate in a U.S. state or another 

country. Many companies, including U.S. companies, choose to reincorporate in places 

such as Bermuda, the Cayman Islands, or the British Virgin Islands for tax purposes. 

When examining a reincorporation proposal, RMG first examines the reasons for the 

move. Sometimes a reincorporation proposal is part of a restructuring effort or merger 

agreement that contributes significantly to a company's growth, financial health, and 

competitive position more than the anticipated negative consequences of incorporating in 

another province or country. Some reincorporations allow firms to realize lower taxes or 

incorporation fees. In addition, there may be advantages to incorporating in the province 

in which the company conducts the bulk of its business. 

Companies often adopt a new charter or bylaws with increased protection for 

management upon reincorporation. For instance, many reincorporation proposals are 

bundled with the ratification of a new charter that increases the company's capital stock 

or imposes a classified board. When such changes to the charter include the addition of 

negative corporate governance provisions, the impact of these new provisions on 

shareholders must be balanced against the anticipated benefits of the reincorporation. 

RMG believes that reincorporations to countries, states, or provinces with less stringent 

disclosure requirements or corporate governance provisions are often management 

attempts to lessen accountability to shareholders. In such cases, RMG recommends 

voting against the proposal. The expenses involved in a change of domicile relating to 

legal and administrative fees, plus the greater entrenchment such a reincorporation could 

provide management, would likely harm shareholders' interests. In cases where 

companies propose to move to a more protective province or country and supply 

reasonable financial reasons for doing so, the benefits of the reincorporation must be 

weighed against the costs of possible management entrenchment. 
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 Expansion of Business Activities  

 

RMG General Recommendation & Policy 

Vote FOR resolutions to expand business activities unless the new business takes the 

company into risky areas. 

Discussion 

Companies are usually required by law to include in their articles of association or 

memorandum of association specific business purposes in the form of an objects clause. 

Because most countries require shareholder approval before articles can be amended, any 

change to the company's objects clause requires shareholder approval. Countries often 

seek shareholder approval to amend the objects clause to expand business lines. 

Expanding business lines is a decision usually best left to management, but there are 

some instances where RMG withholds support for such changes. If a company has 

performed poorly for several years and seeks business expansion into a risky enterprise, 

RMG would require further clarification from management regarding the purpose of the 

expansion. If the company does not provide a satisfactory business plan, RMG 

recommends that shareholders vote against the proposal. 
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 Related-Party Transactions  

 

RMG General Recommendation & Policy 

Vote related-party transactions on a CASE-BY-CASE basis. 

Discussion 

Shareholders are often asked to approve commercial transactions between related parties. 

A transaction between a parent company and its subsidiary, or a company's dealings with 

entities that employ the company's directors, are usually classified as related-party 

transactions and are subject to company law or stock exchange listing requirements that 

mandate shareholder approval. Shareholder approval of these transactions is meant to 

protect shareholders against insider trading abuses. 

In most cases, both the rationale and terms of such transactions are reasonable. RMG 

looks for evidence of an evaluation of the transaction by an independent body, but this is 

not always available. Unless the agreement requests a strategic move outside the 

company's charter or contains unfavorable terms, RMG recommends that shareholders 

support the proposal. 
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 Compensation Plans  

 

RMG General Recommendation & Policy 

Vote compensation plans on a CASE-BY-CASE basis. 

Discussion 

Disclosure on compensation in many markets is still not as extensive as U.S.-style 

disclosure. However, compensation plans are becoming more common on meeting 

agendas of non-U.S. companies, and the structures of these plans are of vital interest to 

shareholders. When given the opportunity to review these structures, RMG supports 

plans that motivate participants to focus on long-term shareholder value and returns, 

encourage employee stock ownership, and more closely align employee interests with 

those of shareholders. 

For many years, RMG has employed a complex compensation model methodology for 

evaluating compensation proposals in the United States and Canada, but this has only 

been possible because of the extensive disclosure provided in these markets’ proxy 

circulars. This degree of disclosure is a reflection of strict regulatory requirements, 

investor concern and activity, and corporate governance sophistication.  

Beyond the problems presented by limited disclosure, local conditions and traditions in 

particular countries also hinder the creation of a comprehensive compensation evaluation 

procedure. Standard market practice in one country may be illegal activity in another. 

Some countries establish numerical limits on the number of shares available under their 

plans, while others have percentage limits that apply over a specific length of time. 

Holding all global companies to the strict standards of the United States, for example, 

could result in recommendations against almost every compensation plan in many 

countries. Conversely, making too many allowances for local practices may only 

encourage poor governance standards over the long term. 

RMG reviews three main types of compensation plans: stock option plans, incentive 

plans, and share purchase plans. Also included in this section are grants outside of plans. 

RMG analyzes plans by calculating the potential dilution under a company's share plans 

and by analyzing plan features.  

Stock Option Plans 

Stock option plans grant participants an option to buy company shares at a set price (the 

exercise price). Shares are usually granted at market prices and may be exercised when 

the company's share price reaches the exercise price. Participants may then purchase the 

promised shares at the strike price and may later sell the shares after their purchase (or 

after a defined holding period when the shares may not be sold). 
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When evaluating stock option plans, RMG's first hurdle is obtaining information 

regarding the key terms of the plan. Ideally, we would like to see the full text of the plan, 

or a summary of the plan's key terms, with information on the plan's dilution, exercise 

price/presence of discounts, administration and participation, types of awards used, 

vesting provisions, and performance criteria. However, in many markets, especially 

where companies are only beginning to introduce stock-based compensation, information 

on key plan terms can be quite limited. RMG generally supports efforts to more closely 

align executive pay with shareholder interests, and generally encourages companies to 

improve their compensation disclosure practices. However, until disclosure standards 

improve in these markets, RMG believes that it would be counterproductive to oppose all 

plans in a given country on this basis. Still, some basic parameters are necessary in order 

for RMG to consider supporting a compensation plan. At a minimum, RMG requires 

information on the maximum potential dilution of a plan and information concerning the 

exercise price. If a plan meets our guidelines on these two points, RMG will support the 

plan. For markets where certain plan information is regularly disclosed, and a company 

has failed to provide this information to shareholders, RMG will vote against the plan on 

the basis of substandard disclosure. 

Among the criteria that RMG examines in evaluating stock option plans are the 

following, generally organized from criteria of greater importance to criteria of lesser 

importance: 

Shares Reserved for Issuance of Options Under the Plan 

The maximum number of shares RMG approves under a plan depends on the 

classification of a company's stage of development as growth or mature. Growth 

companies are usually smaller, in new industries requiring significant research and 

development, and have restricted cash flows. A company in an established industry but 

expanding rapidly, or a mature company that is experiencing an extended period of rapid 

expansion, may also be classified as growth. Mature companies are characterized by 

stable sales and revenue growth, production efficiencies resulting from volume gains, and 

strong cash flow resulting from developed products in the payoff stage. 

For mature companies, shares available under stock option plans should be no more than 

5 percent of the issued capital at the time of approval under all plans. For growth 

companies, shares available should be no more than 10 percent of the issued capital at the 

time of approval under all plans. However, RMG will support plans at mature companies 

with dilution levels of up to 10 percent if the plan includes other positive features, such as 

challenging performance criteria or premium-priced options. These features partially 

offset dilution concerns, as their inclusion reduces the likelihood that options will become 

exercisable unless there is a clear improvement in shareholder value. 

For all companies, an absolute number of shares fixed at the time of approval is ideal, but 

many countries do not include such a limit. In these cases, revolving limits (a certain 

percentage of issued shares at any one time) of 5 percent or 10 percent are common. The 

practice of setting a percentage of shares issuable over a certain number of years before 
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or after the plan is adopted appears to be a compromise between these first two methods. 

RMG prefers plans where the limits are sufficiently spread out, e.g., 5 percent in five 

years, 10 percent in ten years. Revolving limits of 10 percent in ten years should also 

include "flow-rate" restrictions that further limit the plan's dilution, such as a cap of "3 

percent in three years," "2.5 percent in five years," or "1 percent in one year." 

Exercise Price 

RMG prefers that options be priced at not less than 100 percent of the shares' fair market 

value on the date of grant. Usually this is taken as the closing price of the company's 

shares on the day prior to the date of grant. Some countries determine fair market value 

as an average of the trading price for the five days prior to the date of grant. This is a 

common and acceptable practice. Some emerging market countries use a 30-day average 

or longer to determine fair market value; these resolutions must be reviewed on a case-

by-case basis, although provisions of longer than 30 days increase the possibility of 

discounted options. 

Discounted Options, Restricted Stock, and Stock Grants 

Many countries allow for options to be granted at a discount to market prices. RMG 

evaluates restricted stock, which is essentially a deeply discounted option often with 

mandatory vesting provisions, in the same manner as a discounted option. Restricted 

stock, which is generally offered at a 100-percent discount and vests in three to five 

years, is most often seen in the United States, but it is becoming increasingly popular in 

other jurisdictions. Stock grants are another type of discounted award in which company 

shares may be granted outright to recipients with no payment required for the receipt of 

shares. In the absence of performance criteria (see below), RMG opposes grants of 

discounted options, including restricted stock. Absent performance criteria or vesting 

provisions, holders of discounted options or restricted stock have an incentive to cash in 

their grants for an immediate return rather than hold on to their options for future gains, 

thereby reducing or eliminating the incentive value of such awards. RMG generally 

opposes stock grants as their incentive value is dubious. 

In very rare cases, RMG may consider supporting a plan that includes discounted options, 

including restricted stock, if the company has attached challenging performance criteria 

to the options, including price hurdles. Performance-based vesting provisions require 

tangible improvements in the company's financial performance or share price before the 

discounted options or restricted shares can be exercised. Performance criteria are 

evaluated by reference to both the company's country of incorporation and industry. 

Recipients of discounted options and restricted shares are required to tender less 

consideration, if any, to exercise their awards than recipients of market-priced options are 

required to tender; as a result, the former type of awards are more costly to shareholders 

from an economic perspective. However, the higher performance threshold imposed by 

suitably challenging performance criteria may mitigate the higher economic costs. 
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In general, RMG does not believe that vesting provisions, however stringent, sufficiently 

mitigate the excessive cost of discounted awards, but with respect to the use of restricted 

stock in U.S.-style stock option plans seen in global markets, RMG recognizes that 

restricted stock is a common feature of these plans, that often these awards represent only 

a small portion (usually significantly below 1 percent) of a company's outstanding share 

capital, and that performance criteria are not common in U.S.-style plans. As a result, 

RMG believes that it would be counterproductive to oppose all such plans solely on the 

inclusion of restricted stock. However, RMG would only approve of plans that set out 

strict limits on such grants, include stringent vesting provisions, sufficiently challenging 

performance criteria, and that meet our guidelines in all other aspects. 

Plan Administration 

RMG opposes allowing the administering committee to grant options to itself due to the 

potential for abuse and conflicts of interest. Administration of plans should be in the 

hands of directors who are unable to participate in the plan. Plans administered by the full 

board should not allow voting by executive directors; plans administered by remuneration 

committees should be composed entirely of independent directors. Plans that allow non-

executive directors to participate should not give them any discretion on individual 

grants; instead, an automatic system of grants should be introduced with fixed annual 

grants at market prices on a fixed date. Alternatively, RMG approves of separate non-

executive director option plans with independent administration if the number of shares 

reserved for such plans is limited. Shares reserved for director plans, when combined 

with shares reserved for all of the company's stock option plans should not exceed RMG's 

aggregate dilution limits. In addition, shares reserved over the life of such a plan should 

not exceed 1 percent of a company's outstanding share capital for mature companies and 

1.6 percent for growth-oriented companies for a five-year plan. Shares reserved for non-

executive director option grants in any one year should not exceed 0.2 percent for mature 

companies and 0.3 percent for growth companies. 

Eligibility and Participation 

RMG prefers separate plans for employees, directors, and non-executive directors, but 

most plans include all or some combination of these categories of participants. Other 

global plans distinguish between full-time and part-time employees or establish a set 

length of service to the company (usually one year) before options may be granted. Most 

plans allow the administrating committee to select plan participants. 

Performance Criteria and Vesting Provisions 

Performance criteria and vesting provisions are important considerations when evaluating 

a compensation plan, and the existence of long vesting provisions and realistic 

performance criteria may compensate for minor shortcomings in a plan. If a plan falls just 

beyond one of the above guidelines but has both performance criteria and vesting 

provisions, support may be justified. RMG prefers a minimum three-year vesting period. 

The ultimate goal of share option plans is to tie executive and employee remuneration to 
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company performance and to give key employees and executives incentive to stay with 

the firm. We favor the inclusion of performance targets and graduated vesting schedules 

because awards that are contingent upon sustained and measurable improvements are 

more likely to fulfill their purpose of truly providing incentive. However, if a plan meets 

all other aspects of RMG's guidelines, these two criteria are not mandatory, unless the 

inclusion of such provisions are standard in the company's country of incorporation and a 

company has failed to include them. 

Other Features Specific to Option Plans 

Issue Terms 

Some countries require optionees to pay a nominal fee (often equivalent to $0.01) for 

every option received. This is common and acceptable, although many companies that 

once enforced this provision are now deleting it from the rules of their plans. 

Option Repricing 

Some plans include specific provisions allowing for the repricing of options at the board's 

discretion. RMG opposes plans that include option repricing when the exercise price is 

reduced in response to a dropping share price. Repricing outstanding options reduces the 

incentive that options provide to raise the share price for shareholders. 

Financial Assistance 

Some plans offer participants loans to pay the full exercise price on their options. If loans 

are part of a company's option plan, RMG prefers that loans be made to employees as 

part of a broad-based, company-wide plan to encourage ownership rather than being 

given only to executive directors. RMG also prefers loans with interest set at market rates 

that must be paid back in full over a reasonable length of time. The absence of these 

features does not necessary warrant a recommendation against an option plan, but they 

are taken into consideration in RMG's analysis of the plan. 

Plans for International Employees 

Many overseas companies introduce separate plans or delegate a special section of their 

option plan to deal with tax considerations raised by having a large number of employees 

working in other countries. Many of these plans contain provisions that deal directly with 

particular U.S. tax code provisions on stock options. RMG applies the same criteria to 

these plans as to country-specific plans. 

Stock Appreciation Rights 

Stock appreciation rights (SARs) allow participants to receive the difference between the 

exercise price and the market price at the date of exercise. Many companies use SARs in 
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lieu of regular options. While SARs do not result in the dilution associated with large 

option exercises, there is little difference between a SAR and a regular option from a 

shareholder perspective because the financial cost to the company is the same. However, 

SARs do not encourage stock ownership by participants because they involve no 

purchase or sale of company stock. RMG reviews SARs in the context of the option plan 

under which they are issued. 

Phantom Stock Option Plans 

Phantom stock options offer participants cash bonuses based on the increase in share 

price during a set period of time. Phantom plans are distinct from SARs in that they often 

form their own separate plan. Some companies will create a phantom stock option plan to 

award employees who reside in countries that do not allow stock-based compensation. 

Participants are designated a set number of hypothetical (phantom) shares, on which the 

award is based. While RMG prefers compensation plans that encourage employee 

ownership, SARs and phantom options are an effective way to provide incentive. 

Superoptions 

Superoptions exceed the limits in a particular country for the value of options granted to 

any one individual, although they are usually tied to significantly more restrictive vesting 

provisions and performance criteria. U.K. superoptions, for example, exceed the 

Association of British Insurers' recommended limit that options represent no more than 

one times a participant's salary in any year, yet the stricter performance criteria and 

longer vesting periods usually mitigate excessive grants. Additionally, dilution resulting 

from superoptions has historically been fairly moderate. Superoptions appear most often 

in advanced markets with developed stock option plans. 

Dividends Under Option and Dividend Equivalent Payment Provisions 

Most holders of stock options do not receive dividend payments. However, some option 

plans allow participants to receive dividends or dividend equivalent payments prior to the 

exercise of options. RMG believes that any economic benefit derived from option plans 

should occur at the time of exercise. 

Using Repurchased Shares in Share Compensation Plans 

In many countries, companies purchase shares on the market for use in their 

compensation plans. In some cases, using repurchased shares is more efficient than 

issuing new shares to participants on exercise. RMG also recognizes the benefits to 

existing shareholders when repurchased shares are used to fund option grants, as dilution 

to their interests is minimized. However, although there is no cost to shareholders in 

terms of dilution of their voting interests (“voting dilution”), buybacks still represent a 

real cost to the company and shareholders (“economic dilution”). As a result, if a 

company wants to use repurchased shares in its compensation plans, RMG will include 

repurchased shares in its dilution calculation and apply the same dilution thresholds as for 
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newly issued shares (see above under “Shares Reserved for Issuance of Options under the 

Plan“).  

RMG recommends that shareholders support a plan if it includes a specified limit on the 

total number of shares that could be used and if repurchased shares would count toward 

that limit, as long as it meets all other guidelines. However, RMG looks for an additional 

limitation, either an aggregate numerical limit, a percentage limit, or limitations on 

individual awards, when repurchased shares do not count toward the plan's limit on 

newly issued shares, but rather operate as an additional pool of shares. 

Incentive Plans 

Share incentive plans tie key employees' compensation more directly to company 

performance. Though most popular in the United Kingdom, incentive plans are becoming 

increasingly popular across the globe. Incentive plans provide participants with free 

grants of company shares (or, less frequently, cash grants) in proportion with prearranged 

performance criteria-often earnings per share measured against inflation or total 

shareholder return. These indicators are frequently compared with those of other firms in 

the company's industry or stock market index, creating a benchmark and a further 

determinant of the number of shares granted to a particular participant. Proponents of 

incentive plans note that they offer shareholders the potential for less dilution and that 

they more directly encourage participants to focus on long-term company performance 

through strict performance criteria tied to more than just share price movements. 

Most incentive plans are organized with strict vesting provisions, where participants may 

not receive the share awards until after a period of three years or more. Many plans also 

grant a percentage of the total amount reserved for each participant on a sliding scale 

measured against performance criteria. Performance criteria targets that have been 

satisfied only to a certain point may represent disbursement of 25 percent of the shares or 

cash to a participant, while 100-percent satisfaction may represent the full allotment of 

the grant. From a shareholder perspective, this graduated system of performance criteria 

is a major advance. 

Evaluation of incentive plans is similar to that of option plans in that acceptable dilution 

and impartial administration and eligibility remain key factors for a positive 

recommendation. Insufficient performance criteria or abbreviated vesting provisions are 

deciding factors as well. 

Employee Stock Purchase Plans and Savings-Related Share Option 

Schemes 

Employee stock purchase plans and savings-related share option schemes (together, 

ESPPs) provide employees an opportunity to purchase stock in their company, often at a 

discount to market prices. Plans may operate via monthly deductions from employees' 

paychecks, gathered and held for safekeeping by a trust or bank, and used to purchase 

company stock on behalf of the employee. ESPPs can lead to greater commitment from 
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employees, provide performance incentives, and provide all employees the opportunity to 

share in the company's growth. 

ESPPs differ from stock option plans in that in an ESPP, all eligible participants have the 

option to participate in the plan and may choose how much they wish to contribute to the 

plan, whereas in a stock option plan, the administering committee chooses who actually 

participates in the plan, that is, receives options under the plan. RMG recommends 

approval for many of these plans because they encourage wide share ownership in the 

company among employees. When analyzing ESPPs for global companies, RMG 

considers the following factors: 

Eligibility 

This is an important factor when considering ESPPs proposed by global companies. For a 

plan to qualify as an ESPP, all full-time employees who have been with the company for 

a reasonable amount of time (some plans also allow for participation by part-time 

employees) must be eligible to participate in the plan, and more important, eligible 

participants must have the ability to determine whether they will participate and to what 

extent they will participate, subject to certain limits, as discussed below. 

Dilution 

Many markets, such as the United States, Canada, Ireland, and certain tax haven markets, 

differentiate between shares reserved for ESPPs and shares reserved for stock option 

plans. In these markets it is our practice to have separate dilution limits (a) for shares 

reserved for ESPPs, and (b) shares reserved for stock option plans. Other markets, 

notably the United Kingdom, do not reserve separate pools of shares for ESPPs and 

option plans, therefore we cannot make such distinctions. 

For those markets that reserve a separate pool of shares for ESPPs, RMG policy is to 

exclude such shares from our dilution calculations for stock option plans. However, RMG 

policy provides that no more than 10 percent of a company's shares may be reserved for 

ESPPs at any given time, with such 10 percent being over and above the company's limit 

(either 5 or 10 percent) reserved for option plans, as long as discounts do not exceed 15 

percent. Accordingly, a company could have up to 10 percent of its shares reserved for 

option plans and 10 percent of its shares reserved for ESPPs at any given time. If market 

practice dictates a larger discount under the ESPPs, the allowable dilution will be 

adjusted downward proportionately. For example, if a company is allowed to offer 

discounts of 30 percent, the allowable dilution will be 5 percent. Allowable dilution on 

discounts between 15 percent and 30 percent will be determined on a pro rata basis. 

Alternatively, RMG would consider a higher dilution limit for ESPPs if the company in 

question sufficiently limited dilution under its option plans. 

For those markets that reserve a common pool of shares for ESPPs and stock option 

plans, RMG policy is to evaluate the dilution under the common pool of shares in 

accordance with the dilution limitations applicable to stock option plans. 



 59 

Offering Period and Offering Price 

The offering period, also known as the purchase period, is the time period over which a 

participant's contributions are accumulated for the purchase of shares under the plan. The 

offering price is the company's share price taken on a specific date, less the applicable 

discount, at which a participant's accumulated payroll deductions are used to purchase 

shares. Both the offering period and the offering price are country- and plan-specific. For 

example, ESPPs that are intended to comply with Section 423 of the U.S. Internal 

Revenue Code (Section 423 Plans) and therefore qualify for favorable tax treatment may 

not have an offering period in excess of 27 months. Section 423 Plans, however, almost 

always provide for an "either/or" offering price, which provides participants the right to 

purchase shares at the lesser of the fair market value of that company's shares, less the 

applicable discount, as of either the first or last day of the offering period. In contrast, 

plans in the United Kingdom and Ireland generally have a three-, five-, or even seven-

year offering period, and the offering price is the fair market value on the date an 

employee commences participation in the plan. 

RMG's assessment of a plan takes into account the length of the offering period and the 

date on which the offering price is determined. If the plan has an "either/or" feature, a 

shorter offering period is in the interests of shareholders because such provisions reduce 

the market risk associated with the plan. The maximum offering period for plans with 

such a feature is 27 months. In contrast, if the offering price is based on the price of the 

company's shares on the date plan participation commences, then a longer offering period 

is generally in the interests of shareholders, as it should more effectively focus the efforts 

of plan participants on increasing shareholder value. In these cases, the minimum offering 

period is three years. 

Discounts 

These are generally country-specific, e.g. the maximum discount under a Section 423 

Plan is 15 percent. In the United Kingdom the maximum discount is 20 percent, and in 

Ireland it is 25 percent. The amount of the discount is often obscured because some plans 

do not provide for a discount per se, but rather provide that participants will receive 

matching shares. This practice is common in Canada. For instance, a plan may stipulate 

that for every two shares a participant purchases under a plan, the company will provide 

one "matching share" to the participant; in effect the participant receives three shares for 

the price of two, which is mathematically equivalent to a 33-percent discount. If a plan 

employs matching shares, the analyst must simply calculate the imputed discount using 

the maximum match. 

In reviewing discounts, RMG takes into consideration the offering period and offering 

price. Because plans with "either/or" provisions reduce the market risk associated with 

plan purchases, we believe the maximum discount available under such plans should be 

15 percent. However, RMG guidelines allow for greater discounts, up to 25 percent, for 

plans in which the offering price is based on the company's share price on the date 

participation commences. 
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Limits on the Number or Value of Shares Purchasable (Participation 

Limits) 

ESPPs must specify a limit on the number or value of shares each participant is eligible to 

purchase, for Section 423 Plans it is US$25,000 per year, in the United Kingdom and 

Ireland it is GBP 3,000 and IRP 3,000, respectively. Because the shares are discounted, 

there must be some limit on the ability of eligible employees to participate to prevent 

excessive dilution. This also limits the ability of executives to buy, via the plan, large 

amounts of discounted shares. Ideally, there should be a plan feature prohibiting 

employees who are large shareholders (5 percent in Section 423 Plans) from 

participating. 

Loan Terms 

Some plans offer participants loans to pay for the shares. If loans are part of a share 

purchase plan, RMG prefers that loans be made to employees as part of a broad-based, 

company-wide plan to encourage ownership rather than being given only to executive 

directors. RMG also prefers loans with interest set at market rates that must be paid back 

in full over a reasonable length of time. The absence of these features does not 

necessarily warrant a recommendation against a share purchase plan, but they are taken 

into consideration in RMG's analysis of the plan. 

Grants Outside of Plans 

Resolutions asking shareholders to approve specific grants of shares or cash outside of 

established plans are problematic. Some companies prefer not to adopt formal share 

plans, instead asking shareholders to approve yearly grants to specific employees. RMG 

prefers that companies make such grants in the context of an established plan. 

RMG's primary concern with grants outside of plans is the level of dilution they afford. 

The number of shares issued as part of the grants, when combined with the number of 

shares reserved for the company's other share plans, must fall within acceptable dilution 

limits. Vesting provisions and performance criteria are also important and are evaluated 

on the same basis as if the grants were part of a formal plan. 
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2010 International Voting-Policy Manual 

 Antitakeover Mechanisms  

 

RMG General Recommendation & Policy 

Vote AGAINST all antitakeover proposals unless they are structured in such a way that 

they give shareholders the ultimate decision on any proposal or offer. 

Discussion 

Common antitakeover mechanisms include staggered boards, supervoting shares, poison 

pills, unlimited authorized capital authorizations (including blank check preferred stock), 

and golden shares. Some of these restrictions are aimed solely at limiting share ownership 

by foreign or unwanted minority shareholders, and others are designed to preclude an 

unwanted takeover of the target company by any party. RMG opposes all forms of such 

mechanisms, as they limit shareholder value by eliminating the takeover or control 

premium for the company. As owners of the company, shareholders should be given the 

opportunity to decide on the merits of takeover offers. 

Golden Shares 

Recently privatized companies around the world often include in their share structure a 

golden share held by their respective governments. These shares often carry special 

voting rights or the power of automatic veto over specific proposals. Golden shares are 

most common among former state-owned companies or politically sensitive industries 

such as utilities, railways, and airlines. While the introduction of golden shares is not a 

desirable governance practice, RMG recognizes the political importance certain 

companies hold for governments and treats the introduction or amendment of government 

shares on a case-by-case basis. 

Supermajority Vote Requirements 

Supermajority vote requirements violate the principle that a simple majority of voting 

shares should be all that is necessary to effect change regarding a company and its 

corporate governance provisions. Requiring more than this may permit management to 

entrench themselves by blocking provisions that are in the best interest of shareholders. 

However, in many world markets, supermajority vote requirements for special resolutions 

or EGMs are the norm, either two-thirds or three-fourths of shares voting at the meeting 

(either in person or by proxy). When reviewing proposals to introduce supermajority vote 

requirements, RMG takes into account market norms, the company's reasons for the 

change, and the company's ownership structure. 
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2010 International Voting-Policy Manual 

 Shareholder Proposals  

 

RMG General Recommendation & Policy 

Vote all shareholder proposals on a CASE-BY-CASE basis. 

Vote FOR proposals that would improve the company's corporate governance or business 

profile at a reasonable cost. 

Vote AGAINST proposals that limit the company's business activities or capabilities or 

result in significant costs being incurred with little or no benefit. 

Discussion 

RMG reviews all shareholder proposals to ascertain whether the proposal is beneficial or 

detrimental to shareholder value. Most resolutions fall into three basic categories: 

corporate governance, social, and environmental. While shareholder proposals in most 

countries are not as prevalent as they are in the United States, they are becoming more 

common, and standards for reviewing the various types of proposals are necessary. 

Corporate Governance Proposals 

Corporate governance-related proposals must be evaluated carefully because any changes 

can dramatically affect shareholder value. Support for such proposals must be measured 

against the likely impact that approval would have on the company's operations. If a 

measure would improve disclosure of company activities in non-strategic areas and at 
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minimal costs, RMG supports the proposal. If a proposal seeks to improve the company's 

corporate governance structure, such as adopting board committees, eliminating 

staggered board structures, or canceling antitakeover instruments, approval is also 

warranted. However, if acceptance of a proposal is likely to lead to a disruption in board 

or management operations and to cause the company to incur significant costs without 

clear benefit, RMG recommends opposing the proposal.  

Social and Environmental Proposals 

In evaluating social and environmental proposals, RMG first determines whether or not 

the issue in question should be addressed on a company-specific basis. Many social and 

environmental issues are beyond the scope of any one company and are more properly 

the province of government and broader regulatory action. If this is the case, RMG 

recommends voting against the proposal. 

Most proposals of this type require shareholders to apply subjective criteria in making 

their voting decision. While broader issues are of concern to everyone, institutional 

shareholders acting as representatives of their beneficiaries are required to consider only 

the ultimate interests of their direct beneficiaries. Relating the interests of their 

beneficiaries to the greater good can be a difficult process and a matter for individual 

determination. For this reason, RMG focuses on the financial aspects of social and 

environmental proposals. If a proposal would have a negative impact on the company's 

financial position or adversely affect important operations, RMG recommends opposing 

the resolution. Conversely, if a proposal would have a clear and beneficial impact on the 

company's finances or operations, RMG recommends supporting the proposal. 
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