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INTRODUCTION AND BACKGROUND

Russell Reynolds Associates recently interviewed
numerous institutional and activist investors,
pension fund managers, public company directors
and other governance professionals about the
trends and challenges that public company boards
will face in 2017. Our conversations yielded a

wide array of perspectives about the forces that
are driving change in the corporate governance
landscape.

The changing pressures and dynamics that

boards will face in the coming year are diverse and
significant in their impact. Institutional investors
will continue their push for more uniform standards
of corporate governance globally, while also
increasing their expectations of the role that

boards should play in responsibly representing
shareholders. Political uncertainty and the surprise
results of the US Presidential and “Brexit” votes
may require that boards take a more active role

in scenario planning and helping management to
navigate increasingly costly risks. The movement
for companies and investors to adopt a more
long-term orientation has gained momentum, with
several large institutional investors now pressuring
boards to demonstrate that they are actively
involved in guiding a company’s strategy for long-
term value creation.



HIGHER EXPECTATIONS AND GREATER
ALIGNMENT AROUND CORPORATE
GOVERNANCE NORMS

Continuing the trend from last year, large institutional
investors and pension funds are pushing for more aligned
approaches to corporate governance across borders

to support long-term value creation. Regulators are
responding, particularly in emerging economies and those
with nascent corporate governance regimes. Recent
reforms in Japan, India and Brazil have borrowed heavily
from the US or UK models. Where regulators have not
yet caught up to or agreed with investor expectations,
institutional investors are engaging companies directly
to advocate for the governance reforms they want to see.
These investors also expect more from their boards than
ever before and are increasingly willing to intervene when
they do not feel they are being responsibly represented in
the boardroom.

CORPORATE GOVERNANCE IN AN ERA OF
POLITICAL UNCERTAINTY

Populist political movements have gained broad support

in several countries around the world, contributing to
uncertainty about the future regulatory and political
environments of two of the world's five largest economies.
In the UK, the Conservative government has signaled
potential support for shareholder influence over executive
pay and disclosure of the CEO-employee pay ratio. In the
US, President-elect Trump has demonstrated a willingness
to “name and shame” specific companies that he perceives
to have benefited unfairly from trade deals or moved jobs
overseas. Boards must be prepared to navigate these new
reputational risks and intense media scrutiny, and review
management’s assumptions about the political implications
of certain decisions.

INCREASING BOARD ACCOUNTABILITY FOR
LONG-TERM VALUE CREATION

Efforts to encourage a more long-term market orientation
have intensified in recent years, with several prominent
business leaders and investors, most notably Larry Fink,
Chairman and CEO of BlackRock, urging companies to
focus on sustained value creation rather than maximizing
short-term earnings. In his 2016 letter to chief executives
of S&P 500 companies and large European corporations,
Mr. Fink specifically called for increased board oversight of
a company's strategy for long-term value creation, noting
that BlackRock's corporate governance team would be
looking for assurances of this oversight when engaging with
companies.
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GLOBAL AND REGIONAL TRENDS IN CORPORATE GOVERNANCE IN 2017

Based on our global experience as a firm and our interviews with experts around the world, we believe that public
companies will likely face the following trends in 2017
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expectations around
the oversight role of
the board, to include
greater oversight of
strategy and scenario
planning, investor
engagement, and
executive succession
planning.

board refreshment
and composition, with
particular attention
being paid to
directors’ skill profiles,
the currency of
directors’ knowledge,
director overboarding,
diversity, and robust
mechanisms for board
refreshment that go
beyond box-ticking
exercises.

of company plans

for sustained value
creation, as concerns
increase that activist
settlements and
other market forces
are causing short-
term priorities to
compromise long-
term interests.

Environmental, Social
and Governance
(ESQG) issues,

and in particular
those related to
climate change and
sustainability, as
industries beyond
the extractive sector
begin to feel investor
pressure in this area.

We explore these trends and their implications for five key regions and markets: the United States, the European Union,
India, Japan and Brazil.



UNITED STATES

The surprise election of Donald Trump has increased
regulatory and legislative uncertainty. Certain industries,
such as financial services, natural resources and
healthcare, may face less pressure and government
scrutiny. We expect nominees to the Securities and
Exchange Commission (SEC) to be less supportive of
the increased disclosure requirements around executive
pay and diversity. However, public pension funds and
institutional investors will continue to push governance
issues through increased specific engagement with
individual companies.

= |nvestors continue to push boards to demonstrate
that they are taking a strategic and proactive
approach to board refreshment. In particular,
they are looking for indicators that boards are
adding directors with the skill sets necessary to
complement the company'’s strategic direction, and
ensuring a diversity of backgrounds and perspectives
to guide that strategy. Some investors see tenure
and age limits as too blunt an instrument, preferring
internal or external board evaluations to ensure that
every director is contributing effectively. Several
large institutional investors will continue to push
boards to conduct external board evaluations by
third parties to increase the quality of feedback and
improve governance.

= Ongoing fallout from the Wells Fargo scandal will
increase pressure on boards to split the CEO/Chair
role, particularly in the financial services sector.
Given investor pressure, particularly from pension
funds, we also anticipate increased demand for
clawbacks, a trend that is likely to go beyond the
banking sector.

We expect that 2017 will be a significant year for ESG
issues, and in particular those related to climate
change and sustainability. Industries beyond the
extractive sector will begin to feel investor pressure
in this area. While this pressure is being exerted

by a number of stakeholder groups, the degree to
which the baton has been picked up by mainstream
institutional investors is notable.

Increased attention on climate risk is also changing
the way many companies and investors think about
materiality and disclosure, which will have significant
implications for audit committees. Michael
Bloomberg is currently leading the Financial Stability
Board's Task Force on Climate-related Financial
Disclosures, which will seek to develop consistent,
voluntary standards for companies to provide
information about climate-related financial risk. The
Task Force's recommendations are expected in mid-
2017.

Boards will increasingly be expected to ensure
sufficient succession planning not just at the

CEOQ level but in other key C-suite roles as well, as
investors want to know that boards are actively
monitoring the pipeline of talent. Additionally, there
is a relatively new trend of some boards conducting
crisis management exercises as a supplement to the
activism risk assessment we have seen over the past
couple of years.

In the event that all or parts of the Dodd-Frank
regulations are repealed, investors will likely turn to
private ordering — seeking to persuade companies to
change their by-laws — to keep the elements that are
most important to them (e.g. “say on pay”). Current
SEC rules require that companies begin disclosing
their CEO-employee pay ratio in 2018, but we believe
this to be a likely target for repeal.
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EUROPEAN UNION

Across many countries in Europe, the push for board
and management diversity will continue apace in 2017.
Executive pay continues to be the focus of government,
investor and media attention with various proposals for
reining in compensation. Work being done in the UK on
board oversight of corporate culture has the potential to

spill across European borders and travel farther afield

over the next few years.

= Many countries in Europe continue to push ahead
with encouraging gender diversity at the board
level, as national laws regulating the number of
female directors proliferate. In the UK, the Hampton-
Alexander Review recommended that the Corporate
Governance Code be amended to require FTSE 350
companies to disclose the gender balance of their
executive committees in their annual report.

= After ebbing slightly in 2014, activism has made a
comeback in Europe: whereas 51 companies were
targeted in 2014, 64 were targeted in the first half of
2016 alone. We anticipate that European activists
will continue to apply less aggressive and more
collaborative tactics than those seen in the US.
Additionally, we expect to see US and European
institutional investors to be supportive of European
activist investors, particularly those who are self-
described “constructive activists”, who take a less
aggressive approach than their US counterparts.

= The EU is expected to amend its Shareholder Rights
Directive in 2017 to include an EU-wide “say on pay”
framework that would give shareholders the right
to regular votes on prospective and retrospective
remuneration. While these votes are not expected to
be binding, the directive does require that pay be
based on a shareholder-approved policy and that

issuers must address failed votes. Germany saw a
sharp increase in dissents on “say on pay” proposals
this year, jumping from 8% to over 20%. In France, the
government is currently debating whether to make
“say on pay” votes binding, spurred by the public
outcry about the Renault board’s decision to confirm
the CEO's 2015 compensation, despite a rejection by
a majority of shareholders.

The UK government is expected to continue its push
for compensation practice reform in 2017, having
recently published a series of proposed policies,
including mandatory disclosure of the CEO pay ratio,
employee representation in executive compensation
decisions, and making shareholder votes on
executive compensation binding. We also expect
continued strong media coverage and related public
opposition to large public company pay packages,
which could put UK boards in the spotlight.

In Germany, the ongoing fallout from the Volkswagen
scandal is the likely impetus for proposed
amendments to the corporate governance code
that would underscore boards’ obligations to

adhere to ethical business practices. The proposed
amendments also acknowledge the increasingly
common practice of investor engagement with

the supervisory board, and recommend that the
supervisory board chair be prepared to discuss
relevant topics with investors.

In the UK, boards will be focused on implementing
the recommendations of the recent Financial
Reporting Council (FRC) report on corporate culture
and the role of boards, which makes the case that
long-term value creation is directly linked to company
culture and the role of business in society.



INDIA

Indian boards continue to struggle with the
implementation of many of the major changes to corporate
governance practices required by the 2013 Companies Act,
but reform is progressing. While the complete fallout from
the recent Tata leadership imbroglio is not yet clear, it will
almost certainly reverberate through the Indian corporate
governance landscape for years to come.

= Recent regulatory changes have increased the
scope of responsibilities for the Nomination and
Remuneration Committee, requiring boards to ensure
that directors have the right set of skills to deliver on
these new responsibilities. Increased emphasis on
CEOQ succession planning and board evaluations have
necessitated that Committee members become
more fluent in these governance processes and
methodologies, particularly as the requirement to
report on them annually has increased the spotlight
on the board's role in these processes.

= The introduction in 2013 of a mandatory minimum
of at least one female director for most listed
companies has increased India’s gender diversity at
the board level to one of the highest rates in Asia,
with 14% of all directorships currently held by women.
However, concerns persist about the potential for
“tokenism”, as a sizeable portion of the women
appointed come from the controlling families of the
company.

= |ndia has also attempted to integrate ESG and

Corporate Social Responsibility (CSR) issues at

the board level, having mandated that every board
establish a CSR committee and that the company
spend 2% of net profits on CSR activities. However,
companies will need to ensure that their approach to
CSR amounts to more than a box-ticking exercise if
they want to attract the support of the growing cadre
of ESG-focused investors.

Boards are increasingly expected to take a more
active role in risk management, particularly
cybersecurity risks. Boards should also ensure that
their companies are adequately anticipating and
responding to cybersecurity threats.

Changes to the 2013 Companies Act have
considerably enhanced the duties and liabilities of
directors, along with strict penalties for any breach

of these duties and the potential for class action
lawsuits against individual directors. While potentially
helpful in increasing director accountability, these
changes also significantly increase the personal risk
that a director assumes when joining a board.
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JAPAN

Japan’'s Corporate Governance Code was reformulated
in 2015, as part of the “Abenomics” push for structural
reforms. Japanese companies continue to implement
the corporate governance principles resulting from the
new regulations, with many hoping that the adoption
of more Western norms will help prompt the return of
foreign investors.

= The overhaul of Japan’'s corporate governance model
in 2015 has begun to yield significant results, as 96%
of Japanese boards now have at least one outside
director and 78% have at least two. However, Japan’s
famously deferential corporate culture may make
it difficult for boards to unlock the value of these
independent perspectives, as seniority and family
ownership often still take precedence.

= |ncreasing investor interest in the Japanese market
is likely to increase pressure on boards to adopt more
Western norms of corporate governance. CalPERS,
the California public pension fund, recently began
an explicit program of engagement in Japan, their
second-largest equity market, in order to encourage
the adoption of more Western norms, including

increased board independence and diversity, defining

narrower standards of independence, and increasing
the disclosure of director qualifications.

= Gender diversity remains a challenge for Japanese

boards, with only 3% of directorships held by
women. However, women account for 22% of outside
directors, suggesting that gender diversity on boards
will likely continue to increase as the appointment

of independent directors becomes more common.

A new law, introduced in April 2016, now requires
companies with more than 300 employees to publish
data on the number of women they employ and how
many hold management positions. We anticipate this
increased scrutiny at all levels of the company to have
a knock-on effect for boards.

While other elements of the new Corporate
Governance Code have seen near unanimous
compliance, only 55% of listed companies have
complied with the stipulation to conduct formal board
evaluations. Moreover, the quality and format of the
evaluations that are occurring vary significantly,

with many adopting a self-evaluation process that
amounts to little more than a box-ticking exercise.

The common Japanese practice of former executives
and chairs remaining in “advisor” roles beyond the

end of their formal tenure is now coming under
increasing scrutiny. ISS will now generally vote against
amendments to create new advisory positions, unless
the advisors will serve on the board and therefore be
held accountable to shareholders.



BRAZIL

Brazil's corporate governance regime has evolved
significantly in the last decade, as various regulatory
entities have sought to apply greater protections
for minority shareholders and better align standards
with other Western models to attract greater foreign
investment.

= As Brazil continues to navigate the fallout of the
Petrobras scandal, many are questioning how the
mechanisms for encouraging and enforcing investor
stewardship and corporate governance can be
strengthened.

= AMEC, Brazil's association of institutional investors,
recently released the country’s first Investor
Stewardship Code, calling on investors to adhere to

seven principles, including implementing mechanisms
to manage conflicts of interest, taking ESG issues into
account, and being active and diligent in the exercise
of voting rights.

= |n an effort to address the high levels of absenteeism

among institutional investors at general meetings,
Brazil's Security and Exchange Commission (CVM)
will, beginning in 2017, require that listed companies
allow shareholders to vote by mail or email, rather
than requiring that they (or their proxy) be physically
present to cast their vote. Brazilian companies, and
their boards, should be prepared for the increased
requests for investor engagement that are likely

to result from the more active participation of
institutional investors in the voting process.

New regulations for the country’s Novo Mercado
segment of listed companies will be announced in
2017. Highlights of the proposed changes include

the required establishment of audit, compensation
and appointment committees, a minimum of two
independent directors, and more stringent disclosure
of directors’ relationships to related companies and
other parties.

R



AUTHORS

JACK “RUSTY"” O'KELLEY III is the Head of the Board Consulting
and Effectiveness Practice. Based in New York, Rusty has

EMILY MENEER is the Global Knowledge Director for the Board

Consulting and Effectiveness Practice. She is based in Boston.

significant experience working with clients on board effectiveness,

corporate governance matters, and CEO succession planning.

ANTHONY GOODMAN is a member of the Board Consulting and

Effectiveness Practice. Based in Boston, Anthony works with
board directors and the investor community on board

effectiveness and corporate governance matters.

Russell Reynolds Associates is a global leader in assessment, recruitment and succession planning for boards of directors, chief
executive officers and key roles within the C-suite. With more than 370 consultants in 47 offices around the world, we work closely
with public, private and nonprofit organizations across all industries and regions. We help our clients build teams of
transformational leaders who can meet today's challenges and anticipate the digital, economic, environmental and political trends
that are reshaping the global business environment. Find out more at www.russellreynolds.com. Follow us on Twitter:

@RRAonLeadership

|

GLOBAL OFFICES

Americas

= Atlanta

= Boston

= Buenos Aires
= Calgary

= Chicago

= Dallas

= Houston

= | os Angeles
= Mexico City
= Miami

R

= Minneapolis/
St. Paul

= Montréal

= New York

= Palo Alto

= San Francisco

= S3o Paulo

= Stamford

= Toronto

L
Ii“: "III'i |

. || .

EMEA

© Copyright 2016, Russell Reynolds Associates. All rights reserved.

Amsterdam
Barcelona
Brussels
Copenhagen
Dubai
Frankfurt
Hamburg
Helsinki
Istanbul
London

= Madrid

= Milan

= Munich

= Oslo

= Paris

= Stockholm
= Warsaw

= Zurich

mulmn

Asia/Pacific

Beijing
Hong Kong
Melbourne
Mumbai
New Delhi
Seoul
Shanghai
Singapore
Sydney
Tokyo

R






