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UK Voting Review

Smith & Nephew AGM 14th April

Remuneration was an issue at Smith & Nephew. Disclosure of cash remuneration and pension
entitlements is satisfactory. There is no disclosure of an expected value calculation for share awards and
specific targets for the annual bonus are not quantified.

Performance targets and maximum award lewvels are set out for the long-term incentives. Executive share
schemes are not linked to non-financial KPI's. In light of the level of awards and brokers' forecasts, targets
attached to the PSP and the Executive Share Option scheme are deemed not challenging. PIRC
considers that the vesting scales are sufficiently broad for both schemes.

We welcome the use of concurrent performance criteria for the PSP scheme, howewer, the Company uses
only one criteria for its Executive Share Option scheme which is in contravention to best practice. We
note that even if the company under performs the market, they will still receive 100% of the EPSA target.
PIRC considers the maximum combined award level to be potentially excessive and this was the case
during the year. The company has a shareholding requirement for executive directors equivalent to two
times of salary, which we welcome. However, the time frame for the shareholding requirement is five years.
PIRC would like to see it reduced to no more than three years. There are no schemes enabling a majority
of employees to participate in business success without subscription. We note with concern that
incoming CEO (with effect from April 2011), O. Bohuon will receive a restricted stock award of owver
200,000 shares and a cash payment of 1400,000 Euros to enable him to repay the cash amount and
compensate partially for the forfeited unvested shares from his previous employment.

All executive directors have contracts with 12 months notice. On termination of the contract, the
remuneration committee has the discretion to pay executive directors a sum equivalent to the salary and
benefits including a proportion of the bonus they would have received had they worked their 12 months’
notice. On change of control, executive directors will be entitled to 12 months salary and benefits plus 12
months bonus at target. PIRC considers the inclusion of unearned bonuses as a breach of best practice.
We recommended that shareholders oppose the remuneration report.

BP plc AGM 14th April

Remuneration was an issue at BP. The accident in the Gulf of Mexico has impacted on the executive
directors with two directors leaving the company, a new chief executive being appointed, and
compensation being paid. In October 2010, Bob Dudley was promoted to the role of chief executive and
saw his base salary increase from US$ 750,000 to US$1,175,000. This figure will not increase in 2011.
He received no annual bonus award but will receive an award under the EDIP of 550% of base salary. The
two other remaining executive directors, lain Conn and Byron Grote received annual bonus awards of 45%
of base salary and awards under the EDIP of 400% of base salary.

In respect of Tony Hayward, the outgoing chief executive, he received salary and benefits, but no bonus,
of GBP 1.053m. In addition he was awarded compensation of GBP 1.045m and a further GBP 30,000
compensation in respect of UK statutory employment rights and has retained the potential to gain in
excess of 1.8m performance shares. He is currently acting as a non-executive director with TNK-BP
earning US$ 150,000 per annum. With regard to Andy Inglis, the outgoing chief executive of BP’s
exploration and production business, he received salary and benefits, but no bonus, of GBP 753,000. In
addition he was awarded compensation of GBP 690,000 and a further GBP 200,000 to cowver various
repatriation and relocation costs. In addition to these amounts, under a tax equalization arrangement, BP
discharged a US tax liability arising from the participation by Mr Inglis in the UK pension scheme
amounting to US$ 1.26m. He has retained the potential to gain in excess of 1.3m performance shares. Mr
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Inglis was appointed an executive director at Petrofac Limited in January 2011 but both in his case and to
a lesser extent in the case of Dr Hayward there is no mention of BP enforcing the principle of mitigation
as outlined in the annual report. We are also concerned that they are being treated as good leavers for the
purposes of the share scheme.

In PIRC's view, not withstanding that BP is a genuine global company, elements of the remuneration
package are excessive particularly in respect of the departing directors retaining an interest in
performance shares. Should these shares fully vest, they would be worth over GBP 8m to Dr Hayward
and ovwer GBP 6m to Mr Inglis, at today's share price, which in our view is wholly unacceptable. In
addition, there has been no indication that the principle of mitigation, particularly in Mr Inglis' case, will be
enforced. Going forward we would recommend that any compensation payments should be staggered over
at least one calendar year.

We therefore recommended that shareholders oppose the remuneration report.

Rio Tinto Group plc AGM 14th April

There were a number of notable issues at Rio Tinto. Adequate environmental and employment policies are
in place along with quantifiable environmental reporting. Following discussions with the Financial
Reporting Review Panel (FRRP) during summer 2010, the company has included additional details of
issues relating to employees, community and the environment. PIRC welcomes these further disclosures.
Howewer, the company had paid a dividend during the year but no resolution regarding the dividend has
been put before shareholders. In PIRC's view shareholders should have an annual opportunity to approve
any dividend(s) paid or proposed relating to the year under review, whether or not there is a legal
requirement to do so. For this reason an abstention was recommended.

Separately, the board sought shareholder approval to increase the individual Performance Share Plan
(PSP) limits so that annual maximum face value of Performance Shares that may be awarded is
increased from 200 per cent to 300 per cent of base salary, with the opportunity to earn up to one and a
half times this amount.

PIRC already considers the maximum award of the PSP to be excessive and not challenging. For this
reason an oppose wvote to any further increase in the award was recommended.

Finally Stephen Mayne is an Australian business journalist and professional shareholder advocate was
seeking a position on the board. He contended that the board has not been held accountable for Rio
Tinto’s acquisition of Alcan, debt levels and discounted rights issue, its previously proposed strategic
partnership with Chinalco and iron ore production joint venture with BHP Billiton and its response to the
BHP Billiton takeover offer.

He believed that there should be more than three Australia based directors, given the relative contribution
of Australian operations to the Group; and he believed that Canada is over-represented on the board and
that non-executive director Mr Paul Tellier (a former director of Alcan) should not seek re-election for a
further three-year term.

The Board recommended that shareholders wte against the election of Mr Mayne. We also recommended
shareholders wote against his election as we did not consider Mr Mayne to demonstrate the relevant and
significant competency and experience.

Shire plc AGM 26th April

Reporting and remuneration were issues at Shire. A first interim dividend for the first half of 2010 of 2.25
US cents (1.41 pence) per Ordinary Share, equivalent to 6.75 US cents per ADS, was paid in October
2010.

The Board resolved to pay a second interim dividend of 10.85 US cents (6.73 pence) per Ordinary Share
equivalent to 32.55 US cents per ADS for the six months to December 31, 2010.This is consistent with
Shire’s stated policy of paying a dividend semi-annually, set in US cents per Ordinary Share. The
company has previously explained that the reason that no final dividend is declared is to maintain in full a

tax benefit for shareholders by ensuring that Stamp Duty Resere Tax (SDRT) is not charged on sales of
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shares by reference to the income access arrangements (IAS). SDRT is payable on share transactions
for UK incorporated companies and foreign companies that maintain a share register in the UK. Shire has
been incorporated as a holding company for the Shire group in Jersey and the prospectus issued at the
time disclosed the fact that SDRT is not payable on transfer of shares in the holding company.

We consider distribution policy fundamental both to the income requirements of investors and to a
company’s investment and financial planning. It is clear from the company's explanation that the
declaration of a final dividend creates a tax liability for shareholders. Specifically, SDRT is not then
charged on any sale of Shire plc shares at a time when the shares also hawe a legal right to receive
declared but, as yet, unpaid dividends under the income access arrangements.

We consider that the annual report should set out clearly that the relief from SDRT arises from a decision
not to declare a final dividend and therefore deny shareholders a vote.

We recommended that shareholders oppose the report and accounts.

Turning to remuneration, combined executive incentive awards are excessive. Seweral changes have been
made to the design of pay policy in 2010 over which we have concerns. The operation and design of pay
is overly complex in our view. PWC act as pay consultants but also provide tax advice to the company.
We consider the Adjusted ROIC targets introduced for 2011 to be challenging. Contracts provide for
sewverance to include unearned bonus although mitigation is applied.

We recommended that shareholders oppose the remuneration report.

Barclays plc AGM 27th April

Reporting and remuneration were issues at Barclays. Total dividend paid in the year of 5.5p (2.5p)
comprises 3p interim and 2.5p final and is covered by earnings however no vote was provided in order that
shareholders may approve the dividend distribution policy. It is the Group’s policy to declare and pay
dividends on a quarterly basis. We were further concerned at the linking of distribution policy to executive
pay. The company has adopted clawback provisions which become executable if a dividend is not paid.
Historically dividend has been decided without introducing the possibility that executives may hawe to
return incentive awards and the new clawback arrangements change this situation.

Given the impact on the economy of the global financial crisis and the pivotal role of banks we consider
that shareholders should focus on reporting by financial institutions and any misalignment with
gowernance arrangments. In this context we are concerned at the company's statement that the "chief
operating decision maker" - for applying IFRS 8 is the executive committee and not the board. The
company’s segmental reporting note (IFRS 8) states that the “chief operating decision maker” is the
executive committee. Given that the objective of IFRS 8 is to segment the business according to how the
major capital allocation decisions are taken and then reported, the company’s disclosure appears at odds
with the schedule of matters reserved for the board which includes approval of financial statements and
any significant changes in accounting policies. The segmental reporting is contrary in our view to the
intention of Section 393 Companies Act in which it is the directors who are responsible for ensuring that
the accounts give a true and fair view. Under section 393 the directors of a company must not approve
accounts unless they are satisfied that they give a true and fair view of the assets, liabilities, financial
position and profit or loss of the consolidated group. The UK legal environment also provides
complementary governance rights to shareholders. Shareholders have the right to dismiss board members
and elect directors. Such rights do not extend to all executive committee members. We recommended
shareholders oppose the report and accounts.

We also recommended shareholders oppose the remuneration report. Disclosure of executive pay is
opaque and design of executive pay is overly complex. This prevents analysis of the design and quantum
of executive pay. We are particularly concerned about the choice of performance targets which link
incentives to prudent share capital management. This is not appropriate, particularly in a regulated bank
where regulatory requirements are being used to justify incentive payments. The financial underpin used
to determine whether incentive awards should be reduced includes Core Tier 1 capital ratio. Clawback
conditions only apply if a dividend is not paid. Contingent capital awards only vest if Group Core Tier 1
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capital ratio is at least 7%. The mandatory TSR performance disclosure shows under performance against
the FTSE 100 index over five years to 2010 and contrasts with incentive award policy over the same five
year period. Termination provisions allow for the inclusion of bonuses, which we consider to be contrary to
best practice.

Xstrata plc AGM 4th May

Remuneration and a lack of independent representation were issues at Xstrata. We recommended that
shareholders oppose the election of a number of directors. Non-executives Ivan Glasenberg, Aristotelis
Mistakidis and Tor Peterson were not considered independent by the company or PIRC as they are
nominees of Glencore International AG, which owns 34.08% of the company's issued share capital. Non-
executive Sir Steve Robson and senior independent director David Rough were not considered
independent as they have been on the board for more than nine years. There is insufficient independent
representation on the board in our view. We therefore recommended that shareholders oppose the election
of all five directors.

Turning to remuneration, disclosure is considered to be adequate. Maximum awards and performance
conditions are disclosed except for quantified annual bonus targets. Combined remuneration was
excessive in the year under review with, for example, an annual bonus paid to the chief executive
amounting to 300% of base salary. In addition, he received an award of 300% of base salary under the
LTIP. Although the upper LTIP performance targets are considered sufficiently challenging, we have
concerns over the lower TSR target. Pre-determined termination provisions provide for an amount equal to
one year's salary and benefits as well as the previous year's bonus, which will be capped at 300% of
salary. PIRC considers that any pre-determined termination payments should be limited to one year's
salary and benefits. We recommended that shareholders oppose the remuneration report.

Fidessa plc AGM 6th May

Board independence and remuneration were issues at Fidessa. We consider there to be insufficient
independent representation on the board. Non-executive director Philip Hardaker was not considered
independent by PIRC as he was recently a partner of KPMG, the company's auditors. Non-executive
director Elizabeth Lake was not considered independent by PIRC as she has connections with KPMG.
We recommended that shareholders oppose the election of both directors.

Turning to remuneration policy, specific performance criteria are not disclosed for performance related
cash bonus and partially for the Share Bonus Plan. Combined remuneration was excessive in the year
under review with the chief executive receiving awards of over 400% of salary. Chief executive Chris
Aspinwall and finance director Andy Malpass are employed on one year rolling contracts. In the event of
termination the director is eligible to salary, benefits and bonus accrued during the notice period and
payable in equal monthly instalments subject to mitigation. We recommended that shareholders oppose
the remuneration report.

The board proposed a Performance Share Plan (PSP) with a maximum limit of 250% of average executive
salary. Vesting of the awards are based on EPS owver four financial years with TSR as an underpin. 25% of
the awards would vest if the compound EPS growth is 8% and 100% will vest if the EPS is greater than
15% with no wvesting below 8% EPS and a straight line between these points. EPS targets are not
considered challenging and combined remuneration is excessive when taken into account the annual
bonus. We therefore recommended opposition.

The board also proposed the Deferred Annual Bonus Plan (DABP) that included two elements - Part A that
can be used to conditionally defer into shares of a director's annual bonus and Part B that will permit the
committee to grant one-off conditional awards to newly-appointed directors. Maximum awards under Part
A element is 100% of salary and 200% of salary under the Part B with vesting of the former subject to
employment and the latter to undisclosed, performance conditions.

PIRC considers the granting of one-off awards, dewid of performance conditions, is not in line with best

practice. We therefore recommended opposition.
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Standard Life plc AGM 17th May

Remuneration was an issue at Standard Life.

We consider that combined bonus and share incentive awards made during the year were excessive. In
particular, combined awards made to Mr Skeoch amounted to over 750% of his salary.

In the year under review the LTIP performance conditions have moved solely to being based on IFRS
operating profits. Previously we indicated our support for the addition of a TSR performance condition to
the Long-Term Incentive Plan, which operated concurrently with the RoEV performance condition. We
view the reversion to a sole performance target as a retrograde step. In relation to the Standard Life
Investments Long-Term Incentive Plan agreed by shareholders at the last AGM, performance conditions
are based on investment performance and consolidated cumulative three year third party EBIT. Awards will
only vest if Standard Life's investment performance is abowe the lower quartile of the money weighted
awerage of all assets under management compared to other asset managers. Minimum threshold is 60%
of EBIT target and maximum 140% of EBIT target. However the company does not disclose the specific
EBIT hurdles, we cannot therefore independently assess whether the targets can be considered
sufficiently challenging.

We recommended that shareholders oppose the remuneration report.

HSBC Holdings plc AGM 27th May

A new share scheme was proposed at HSBC.

Name of scheme: HSBC Share Plan 2011

Type of scheme: Umbrella Scheme: Conditional long term awards, deferred cash awards, options
Additional or replacement scheme: Replacement scheme to HSBC Share Plan

Eligibility in theory and practice: senior executives

Administered by: Remuneration Committee

Maximum annual award per participant: Rules do not specify grant limits for individuals. A limit of 600%
annual basic salary is stated but may be exceeded at the discretion of the board. No individual limit for
deferred cash awards. The exercise limit for an individual in 12 months is 1% of HSBC issued shares. At
share price for London listed shares on date of writing this is a limit of ower £1bn. This is clearly
excessive.

Performance criteria and target: Not stated in annual report or notice of meeting or other material provided
to shareholders relevant to the resolution. Rules of the scheme state that any criteria that are
subsequently adopted may be waived pre-vesting by the board.

Comparator group: Not stated

Performance period: Awards under the Group Performance Share Plan vest 5 years from grant. This is an
unusual feature which we welcome howewer this only applies to certain awards. Options may vest 1 year
from grant. No performance period for other awards.

Additional holding period: Awards vested under the Group Performance Share Plan must be retained until
employment ceases. As with the five year performance period for group plan awards this is an unusual
feature which we strongly support. No holding period stated for other awards

Retesting: Scheme rules give total discretion to board on adoption, application or changes to performance
conditions and therefore appear to allow for retesting.

Dilution limits: 5% of issued share capital over 10 years for discretionary scheme, 10% of ordinary share
capital over ten years for all schemes

Financial commitment: None

Source of shares: existing shares, although new shares might be used.

Take-over arrangements: Discretion of the board as to the full extent to which the award will vest or
Awards vest proportionately to the extent that performance conditions have been met. There fore provides
for unvested awards to fully vest on change in control regardless of loss of employment by participant in

6 of 62



the scheme.

Potential or expected value calculation: No potential value or expected value calculation is provided.

Other concerns: Rules allow participants to accrue dividends on shares that are not vested therefore
misaligning participant and shareowner interests. Rules explicitly allow for awards which are not
conditional on performance. Rules have an explicit provision relating to recruitment incentive (golden hello)
which sanctions the practice of buying out executive contracts from former employees.

We consider this practice negates retentive payments and distorts the market for executive talent. Rules
do not require clawback on financial restatement but provide discretion to the board in this area. Rules
provide for early vesting on retirement even where this is the decision of the employee. Rule on owerseas
transfer is not clear as uncertain whether both the tax criteria and the legal/regulatory change criteria are
necessary to trigger early vesting of award.

Rules support different treatment of UK and owerseas shareholders regarding consent to plan changes.
The scheme rules appear to require shareholder approval of any change which is of benefit to participants.
When taken together with Rule 2.4.1 (ii), Rule 7.2.1 (iv) would appear to require shareholder approval of
target adjustments in light of share repurchase.

We recommended shareholders oppose the proposal.

WPP plc AGM 2nd June

Remuneration was a concern at WPP. Concerns lay in excessiveness and the balance between reward
and incentive. The long-term incentive plan LEAP has TSR targets attached and a five year performance
period. A fairness review occurs following the performance period that assesses the owerall performance of
the business before any shares vest. Sewveral factors are welcomed: the broad vesting scale, the five year
performance period and the clawback facility introduced during the year. However, for the lewvel of award,
the TSR targets are not deemed sufficiently challenging. Furthermore, despite the additional fairness
review, there is essentially only one clearly quantified performance target attached to awards PIRC
expects to see; a minimum of two applied in a concurrent fashion is expected. A consideration of non-
financial KPIs into the LEAP would also be welcomed. It is noted that the committee reviewed the need to
introduce further performance conditions during the year but concluded that TSR was the best reflection
for the Company.

There were serious concerns over excessiveness in the policy. Shares invested in LEAP are matched 5:1.
This resulted in the CEO receiving conditional matching shares equivalent to 1,500% of his base salary
during the year. Based only on short-term targets, executives are entitled to 300% of salary (in cash and
shares deferred for two years). Given these concerns, PIRC recommended shareholders oppose.

Antofagasta plc AGM 8th June

Remuneration and board independence were issues at Antofagasta.The board does not consider it
appropriate to make regular performance-related pay awards such as bonuses to the only executive
director, Mr J-P Luksic, given his role as chairman of the board and his interest in the Company’s shares
both directly and as a member of the Luksic family. Howewer, in addition to the fees paid to Mr R F Jara
for advisory senices to the Group, the Company has also paid an ‘exceptional bonus’ for his contribution
to ‘long-term value creation of the Group over the years from the dewvelopment of the Los Pelambres mine
in the late 1990s to the commissioning of the Esperanza mine towards the end of 2010.” PIRC does not
support such practices. Also, the discretionary nature of remuneration structure does not preclude
potentially excessive remuneration in the future.

Mr J-P Luksic has a contract for senices with both the Antofagasta Railway Company plc and
Antofagasta Minerals S.A. Both contracts can be terminated by either party on one month’s notice. There
is also a contract between Antofagasta Minerals S.A. and Asesorias Ramon F Jara Ltd for the provision of
advisory senices by Mr R F Jara, which can be terminated on one month’s notice. Contracts do not
provide for liquidated damages in excess of payment in lieu of notice. We recommended shareholders

oppose the remuneration report.
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Turning to the re-election of executive chairman Mr J-P Luksic, in the absence of a board level individual
with responsibility for the overall oveniew of strategic direction, the chairman, Mr Luksic, also ultimately
fulfils the role of group chief executive, in our view. His family controls 60.66% of the ordinary share capital
and 94.12% of the preference share capital through various investment vehicles. PIRC does not support
the re-election of a chairman who is also considered to fulfil the role of chief executive. We recommended
shareholders oppose.

Non-executive director Mr G S Menéndez is a director of Quinenco, a company controlled by the Luksic
family. He also sened on the board for more than nine years. Non-executive director Mr Jara provides
advisory senices to the Company through Asesorias Ramon F Jara Ltd and was awarded a bonus during
the year. Non-executive director Mr G A Luksic is the brother of the chairman. He is also chairman of
Quinenco. Non-executive director Mr H Dryland has provided advisory senices to the Group in his
capacity as a senior managing director at Rothschild, which remains a financial advisor to the Group. For
these reasons and due to an insufficient number of directors on board, PIRC recommended shareholders
oppose their re-appointment.

Morrison (WM) Supermarkets AGM 9th June

Remuneration was an issue at Morrisons. The areas of concern that impacted upon the woting
recommendation were excessiveness and the balance between reward and incentive in the policy. Total
variable pay is excessive both in theory and in practice although the remuneration package is in-line for
the sector. The EPS targets attached to the LTIP are not sufficiently challenging given current brokers’
forecasts for either upper or lower vesting points. For retention purposes, the Group Finance Director
Richard Pennycook, was granted a restricted share award equivalent to roughly 230% of his base salary.
It vests on the second anniversary of grant date and is subject to continued employment and EPS growth
being at least equal to the RPI. The EPS targets attached to this award are not challenging and the
restrictive period is not sufficiently long. Such awards are not best practice as the existing LTIP should be
a sufficient retentive measure. In addition, it has the potential to render the LTIP ineffective, particularly as
less challenging EPS targets are attached to the award. For these reasons, an oppose wte is
recommended.

SOCO International AGM 23rd June

Board independence, non-executive fees and a new incentive scheme were issues at SOCO International.
Chairman Rui C de Sousa is not considered independent by PIRC due to his substantial shareholdings
relating to shares and warrants held by Palamos Limited, a connected person to Mr de Sousa. Non-
executives Oliver Barbaroux, Ettore Contini and John Norton are not considered independent due to tenure
on the board. There is insufficient independent representation on the board in our view. We therefore
recommended that shareholders oppose the election of all four directors.

The company also sought authority to increase the maximum aggregate annual sum payable to directors
by way of fees for their senices as directors to £800,000. The Company stated that there is no current
intent to utilise the increased aggregate in the short-term and is intended to provide adequate headroom
for potential future additional non-executive directors. The current fees paid in FY 2010 stands at USD
766,000 (approximately £478,750). This represents more than 50% increase, which was viewed to be
excessive for providing headroom for additional directors. The directors had not stated any intention of
increasing the board size in the near future. Based on uncertainty surrounding the ewolution of the board
and the high percentage increase, opposition was recommended.

With the expiry of the Company’s Long-Term Incentive Plan in May 2011, the Board recommended the
introduction of a new equity incentive plan, the SOCO International plc 2011 Long-Term Incentive Plan.
The Plan is substantially similar to the incentive plan it was replacing. However, some further
modifications were noted (e.g. dividend equivalents and the ability to “claw-back” unvested amounts in the
event of serious misconduct, fraud or mis-statement).
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Awards will vest dependent on the Company’s TSR ranking against a group of comparable companies in
the oil exploration and production sector. No award will vest if the TSR ranking is below the median. If
ranking exceeds the median, 30 per cent of the award will become capable of vesting with full vesting for
performance in at least the upper quartile. These targets are not considered challenging enough with
respect to the limits involved.

The Company also asked shareholders to authorise the Board to adopt further plans, based on this Plan,
for the benefit of employees in the group outside the United Kingdom and the United States of America.
Any such plans would be in substantially the same form as the Plan. The Plan will allow for the grant of
awards ower shares worth up to a normal maximum of 200% of a participant’s salary in any year. Howe\er,
awards over up to 400% of a participant’'s salary may be granted in exceptional circumstances. Awards
will normally vest on the third anniversary of the date of grant subject to satisfaction of performance
conditions.

The Company provided good disclosure of the proposed plan. However, the potential excessiveness of the
payouts was of concern and therefore shareholders were recommended to oppose.
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UK Corporate Governance Review

Is UK ownership really atomising?

The conwventional wisdom about the ownership of UK Plc is that it's both fragmenting and gradually
shifting from domestic investors to overseas.

What's more, these aspects of the nature of the ownership of our public companies are sometimes put
forward as a reason why well-intentioned attempts to encourage shareholder engagement are likely to be
ineffective.

The interesting thing is that when you look at disclosed shareholdings in our largest public companies the
assertion that ownership is atomising does not look well founded. If anything, there is evidence of a trend
in the other direction.

In the process of researching our recently-published Stewardship Review, PIRC carried out some fairly
straightforward analysis of largest shareholders. As part of our normal research process we record the
names and holdings of notifiable shareholders. The first thing we did was to look at the average size of the
largest shareholder in FTSE100 constituents and how it changed from 2006 to 2010. What we found was
that the average holding of the largest shareholder increased from a bit over 10% in 2006 to just under
15% in 2010.

This does not fit with the common assumption of what is happening in the UK’s companies so we tried to
look at it another way. Perhaps the average was being distorted by some very large holders at the top
end. Indeed you can see the effect of controlling shareholders, bank recapitalisations and so on. The
median largest holding in the FTSE100 in 2010 was 10%, but this was still up from around 8.5% in 2006.
We also looked at the bottom end — the proportion of the FTSE100 where the largest investor held under
5%. It more than halves owver the five years. Finally, we looked at the average number of notifiable holders.
Again, the proportion of companies where there are four or fewer drops considerably over the period.
Again, it is worth stressing that our analysis is fairly basic, focussing as it does only on notifiable
shareholders. PIRC believes that there is a need to undertake a more detailed analysis of company
ownership. But, based on the analysis that we have undertaken to date, we don't believe that the
assertion that ownership of our biggest public companies is atomising is necessarily an accurate one.

House of Lords blasts auditors

The House of Lords Economic Affairs Committee has called for a competition probe into the Big Four
auditors’ oligopoly.

In a report published last week, the committee claims that auditors’ ‘complacency’ and ‘dereliction of
duty’ contributed to financial crisis. The report follows an eight month investigation into the audit market.
There are three main areas of findings.

In 2010 they audited 99 of the FTSE 100 largest listed companies, which change auditors every 48 years
on awerage. In bank audit in the UK only three of the Big Four are active. There is also the risk that one of
the Big Four might leave the audit market, leading to an unacceptable degree of market concentration.
The Committee calls on the Office of Fair Trading to hold a detailed investigation into the audit market with
a view to a possible inquiry by the Competition Commission. It recognises that the global reach of the Big
Four audit firms — Deloitte, Ernst & Young, KPMG and PricewaterhouseCoopers — goes beyond the scope
of national authorities, but considers that the UK should take a lead since London is a major global
financial centre where the Big Four are particularly prominent.

Auditors were either unaware of the mounting dangers in the banks or, if they were aware, failed to alert
the supenisory authority. The paucity of meetings between bank auditors and the supenisor was a
“dereliction of duty” by both auditors and regulators. The Committee recommends legislation to re-

establish mandatory two-way confidential dialogue between bank auditors and supenisors to help awid a
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similar crisis in future.

The Committee heard that International Financial Reporting Standards (IFRS), which became mandatory
for EU listed companies in 2005 and are intended to pave the way towards common accounting standards
around the world, had lowered audit standards. They encouraged box-ticking and reduced scope for
auditors to exercise judgement to reach a true and fair view. The Committee recommends that prudence
be reasserted as the guiding principle of audit.

Banking Commission avoids splits

The Independent Commission on Banking awided calling for a formal split between retail and investment
banking, but its package of proposals will still give the banks something to think about.

The remit of the Commission, whose interim report was published in April, was to make recommendations
cowvering: “Structural measures to reform the banking system and promote stability and competition,
including the complex issue of separating retail and investment banking functions; and related non-
structural measures to promote stability and competition in banking for the benefit of consumers and
businesses.”

Its core two objectives are to make the banking system safer and a better deal for customers. In light of
this, and given that it is explicitly referenced in the remit, a key question has been whether there should
be a formal split between retail and investment banking, essentially ending big ‘universal’ banks.

It was always an easy point for critics of such a proposal to make that actually two of the first important
casualties in the current crisis — Northern Rock and Lehmans — were not universal banks. As such
perhaps it isn’t surprising to see that the Commission does not adwcate a formal separation, although
some commentators haves suggested that there is a hint that this could be returned in future if necessary.
Instead the Commission indentifies two main areas of action for lessening the likelihood that banks will fall
back on taxpayer support in future - capital requirements and ring-fencing. In the first case large UK retail
banking operations will be required to have a core tier one capital of 10%. In respect of ring-fencing,
universal banks will be required to hawe firewalls to separate retail from investment banking and thus
protect depositors. According to the FT, it will be Barclays, HSBC and RBS that feel the impact of these
reforms most.

In respect of its brief to ensure competition, the Commission also recommends that Lloyds should sell off
more branches and divest more current accounts than it is currently required to. Lloyds has already hit
out at the proposals.

The political reaction so far to the report has also seen the Commission successfully dodge a split, most
notably between the Conservative Chancellor George Oshorne and Liberal Democrat Business Secretary
Vince Cable, both of whom reacted positively to the report. Shadow Chancellor Ed Balls has also
welcomed it. The one dissenting wice was former Chancellor Alistair Darling who warned against a false
sense of security.

The Commission will make its final recommendations in September.

BP takes flak but survives AGM

BP’s board received a bloody nose from investors at its AGM in April. Still frustrated with the Company’s
poor response to last year's Deep Horizon oil spill catastrophe, many shareholders wted against
management.

Sir William Castell, Safety, Ethics and Environmental Assurance Committee Chair, faced the brunt of the
rewlt as 43% abstained or wted against his retention, according to woting results from the Company
website.2 Last year Castell saw only 2% abstain on his election. To further put the vote into perspective,
PIRC's own research shows the average wote against a FTSE 100 director for the whole of 2010 was just
1.66%. Meanwhile, the remuneration report saw 26.4% in abstentions and oppose wotes, which is about
triple the awerage for 2010. 15% of shareholders woted against or withheld wotes on the company’s
accounts and reports. Again, to emphasize the results, only 1% abstained or withheld support last year.
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PIRC had advised woting against the remuneration report and the report and accounts.

Christian Brothers Investment Senices, MMA Praxis Mutual Funds along with other members of the
Interfaith Center on Corporate Responsibility were part of an international coalition of investors announcing
the decision to wte against BP’s accounts and reports. The California Public Employees’ Retirement
System, the Florida State Board of Administration and KLP woted against the Company’s annual report
and Castell.

CofE cracks down on bonuses

The Church of England will no longer support pay schemes where senior executive bonuses exceed four
times annual salary, the Financial Times reported in April.

The decision is part of the Church’s wider ethical stance that refrains from investing in industries deemed
morally inappropriate such as tobacco, alcohol or firearms. It has stated that it does not object to top
managers receiving a competitive salary or rewards based on “genuine” success but stressed that such
benefits should align with those of shareholders and society as a whole. Interest in executive pay is rising
amongst religious institutions. Last year the Church Investors Group issued a report that floated the idea
of a maximum 75:1 lowest to highest paid ratio within companies.

Auditors: where’s the challenge?

Some of the best questions PIRC receives on the state of corporate governance often come from asset
managers. In April we got two, both on auditors.

The first was whether there had been any change in woting on auditor appointments in recent years, the
second whether companies that had failed saw increased opposition to reappointments. Rather
surprisingly there isn’'t evidence of much change on either point.

First let’s look at the headline woting trends. In our recently-published Annual Stewardship Review 2011,
we looked at the average level of opposition to auditor appointments over the past five years.5 In 2006 it
was 0.8%, by 2010 it had barely risen to 0.88%. In 2006 77% of auditor appointments were approved with
a wte against of under 1%. In 2010 this had fallen to just under 76% of all appointments. Owerall, there
was not much evidence of changing investor behaviour across the market as a whole.

If we look at which companies registered the highest opposition to their auditor reappointments in 2010,
the UK-listed banks that required recapitalising are conspicuous by their absence. In fact, in a sample of
just over 500 companies we looked at, Barclays, Lloyds and RBS all appear in the bottom half. None of
them recorded anything close to the average level of opposition. Similarly in 2009 none of the three banks
appeared in the top 150 oppose wtes against auditor appointments, and again actual votes against are
below average.

FRC consults on board diversity

The Financial Reporting Council (FRC) has launched a consultation on a potential revision of the UK
Corporate Governance Code with respect to board diversity.13

The change being considered would require listed companies to publish and report against their policies
on gender diversity in the boardroom. Such an amendment was first recommended by Lord Davies in his
February 2011 report on female representation on UK boards. There has been widespread criticism of the
speed of change in respect of the diversity of UK boards.

Within the consultation document, the FRC is seeking feedback on whether further changes to the Code
are needed to ensure more diverse and effective boards. Views on the draft revision to the Code included
in the document are also sought as well as suggestions for the timing of any changes that might be made
should they come into effect.

The FRC is accepting feedback on the consultation until it closes on 29 July 2011. Decisions on any
amendments to the Code and timescale for doing so will be announced later in the year.
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National Express rebels back off

After all the anticipation, May’s National Express AGM proved a bit of an anti-climax, due to a last-minute
deal struck between the company and Elliott Advisors.

Elliott had filed resolutions seeking the appointment of three new non-executive directors, and had also
called for a vote against the re-election of one of the existing non-executives. It had argued this approach
in terms of refreshing the board to facilitate proper consideration of various strategic options facing the
company.

Elliott appears to hawe been largely unsuccessful in convincing shareholders to back its nominees,
though the position of the Cosmen family, which has a major holding and board representation, remains
unclear. Howewer the company did give ground to the hedge fund, agreeing to include the nominees in its
own recruitment process, and subsequently appointing one of them, Chris Muntwyler.

In return Elliott agreed to pull its resolutions ahead of the AGM and, according to a statement, to not “call
a general meeting or seek to agitate against the company, its Board or management publicly until after
the Company's 2012 AGM at the earliest.”

From the outside it is not obvious who has come out ahead as a result of this campaign. The company
appeared to be quite canny in including Elliott’'s nhominees in its process, but Elliott in turn can point to
getting one onto the board without even needing a wote. On the other hand Elliott now has to keep quiet
for at least a year, which the board may consider an important breathing space.

M&G vs F&C

The great thing about public disclosure of shareholder voting records is that, if you look hard enough,
there are always one or two good stories to be had.

Earlier this year F&C Asset Management was the subject of a successful boardroom coup led by
Sherborne. But Sherborne didn’t have enough of a holding to win by itself, so which other asset managers
supported it? Aviva Investors’ support was already public at the time of the EGM, but M&G’s public
reporting reveals that it also backed the rebels, and helped oust the chair. It will be interesting to see if
F&C has returned the favour and is among those who woted against M&G owner Prudential’s chair.

M&G’s reporting also reveals that it wasn’'t amongst the 30% who voted against the remuneration report at
fellow manager Aberdeen Asset Management.

OFT to probe audit concentration

The Office of Fair Trading (OFT) believes conditions have been found in the audit market that meet the
statutory test for referral to the Competition Commission.

There has been a long-standing concern at the OFT that elements in the audit market restrict, distort or
prevent competition in the UK. These features, according to the OFT, hawe led to high concentration in the
market for external audit senices leading to substantial barriers to entry and switching. For these reasons
and reflection of these concerns in the House of Lords Economic Affairs Select Committee’s report on
audit, the OFT has decided to conduct a series of roundtables and bilateral discussions with selected
parties in May and June. The intention of these meetings is to discuss the OFT's provisional decision with
regulators, government, business and the audit industry prior to referencing the Competition Commission.
A statutory consultation on the provisional decision will take place later this year.

IMA stewardship survey

The Investment Management Association’'s (IMA) first Stewardship Survey since the launch of the
Stewardship Code suggests UK institutional investors are committed to improving corporate governance
ower the long-term.

Findings in ‘Adherence to the FRC’s Stewardship Code’ show that of the 50 firms surveyed, 90% now
wote all or the great majority of their shares in UK companies while nearly two thirds now disclose their
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woting records. Further evidence suggests 43 out of 50 respondents published a statement as the suney
was being conducted with an additional six subsequently doing so. More than 1,300 people inwlved in
stewardship activities are employed by 43 of survey respondents, according to the IMA.

The report included in-depth case studies on how institutional investors handled controversial issues such
as remuneration, board composition, environmental concerns, mergers and financing for the first time.
Investors believed their set objectives were achieved in over 80% of cases. The report summarised
responses of 41 asset managers, seven asset owners and two senice provders.

WPP takes a pay pounding

Advertising giant WPP was on the receiving end of an humiliating remuneration revolt in June, prowking a
rather sour response from chief executive Martin Sorrell.

The company’s remuneration report received a wte against of just under 42%, with abstentions
accounting for approximately another 2%. This is three times the lewvel of opposition to the remuneration
policy that the company received last year. A particular issue of concern was a major increase in salary
for the company’s head of digital Mark Read.

In response Sorrell accused shareholders of trying to ‘micromanage’ the company. He told the Wall Street
Journal: “l have to say the wote is rather dispiriting, demotivating and depressing for the individuals
concerned. If you look at the competitive salary for a CFO or chief strategy officer and head of digital in
our industry, we were under the mark.”

Needless to say, we don’t agree. If you want the benefits of a public listing, you have to accept that your
owners, and providers of capital, have a say in how you use their resources. Shareholders have a legal
right to vote on remuneration policy, and these days are encouraged under initiatives like the Stewardship
Code to exercise such rights responsibly. Companies in turn ought to accept that sometimes investors
don’t agree with them about pay.

Afren loses remuneration vote

Oil company Afren became the third PLC to lose the wote on its remuneration report this season in June.
Results from the AGM showed that on a straightforward for/against split the company narrowly lost, with
51.57% woting against. However, if abstentions are included active support fell to 40%. In fact the level of
active support for Afren’s remuneration report is almost exactly the same as last year.11 What seems to
have happened over the last twelve months is a small shift from abstentions to outright opposition, just
enough to tip the balance.

ENRC directors culled

Eurasian Natural Resources saw four of it directors leave the board in June, as the Company’s corporate
governance became a news story.

At the AGM, four directors, Mr Kenneth Olisa, Sir Richard Sykes, Mr Eduard Utepov and Mr Abdraman
Yedilbayev left the Board with immediate effect. Messrs. Olisa and Sykes both received just over 83% of
the wotes against and were subsequently voted out of the board, and in the morning ahead of the AGM,
both Mr Abdraman Yedilbayev and Mr Eduard Utepov did not put their names forward for re-election to the
Board. Accordingly resolutions 14 and 15 for their re-election were withdrawn, and they similarly stepped
down from the board.

Naturally, this puts into question what succession plans will be in place in order to restructure the board,
and the company will undoubtedly be under close scrutiny to see who joins the board, in particular in
relation to new projects the company is undertaking. In addition, the similar figures of 83.47% and 83.7%,
which were the percentage of wtes against Messrs. Olisa and Sykes suggest the possibility that a large
influential shareholder or a group of large influential shareholders in unison acted to wote against both of

these directors. Messrs Yedilbayev and Utepov may have also known that they would have suffered the
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same fate, hence their standing down before the election. While this is speculation, there are certainly
signs of an agenda for the change of the board structure for Eurasian Natural Resources.

The Eurasian case must also raise questions about listing requirements. A company with such a small
free float was always risked being a plaything of the major shareholders, so should the minimum free float
required be raised? More generally minority shareholders need to give some thought to how they deal
with companies with controlling shareholders. ‘Caveat emptor’ is a sound enough principle for active
managers, and the Eurasian example demonstrates why investors need to factor governance risk into
their investment decisions, but what about index-trackers? Is there an argument that minority
shareholders ought to expect, or push for, slightly higher standards where the share stucture
disadvantages them?

Long-term plan on short-termism

One thing you can say about Vince Cable’s plans to tackle short-termism is that he isn’t rushing things.

In his speech to the Association of British Insurers (ABI) in June the Business Secretary announced that
he had asked economist John Kay to lead an independent review of equity investment in the UK tackling
issues such as:

how best to ensure that the timescales over which companies and fund managers operate match the
interests of clients and beneficiaries;

ways to strengthen engagement between institutional investors and quoted companies;

the most effective means of boosting transparency for clients, underlying beneficiaries and companies
themselves;

the legal duties and responsibilities of asset owners and managers; and

the implications of increasingly fragmented share ownership (though we’re not convinced about this!)
Cable said that the review would issue a final report and recommendations in 2012.

Without doubt John Kay is a good choice, and PIRC believes that giving the review some political
independence is the right approach. But we do wonder why this couldn’t have been done at the start of
the process. At the risk of sounding, well, short-termist, a further period of analysis pushes the timetable
for refiorm back further. The review will report, presumably to which the Government will officially respond,
and then there could be further consultation if legislative solutions are felt necessary. Let's hope the plan
doesn't get overtaken by political events.

A further point we would urge the Government to take seriously is the need for the review's expert panel to
be representative of all those parties that have an interest in this area. It should not make the mistake of
the previous Labour administration’s Bischoff review, for example, in simply appointing traditional City
representatives. There should input from business and employee representatives too. If the Business
Secretary wants a better model of how to approach this, we recommend he cast his mind back to the
Wilson Committee.

Cable’s ABI speech also floated further action on executive pay, with consultation on reforms to the
disclosure regulations likely to be the first focus. This will be taken forward under the narrative reporting
strand of work. Given Cable’s allusion to the Dodd-Frank Act some action on pay ratio disclosure seems
likely. But the bigger focus is likely to be on linking pay with performance.

Cable also said: “Transparency, of course, only gets us so far — and may have the penerse effect of
encouraging a race to the top. So | intend to explore other ways to intervene sensibly and, in particular, to
put an end to the culture of rewards for failure.”

So some ‘structural’ reform may yet be a possibility.
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UK Voting Analysis

Table 1: Top Oppose Votes

Company Type Date Resolution Proposal Funds  Oppose

Vote %
1 RIOTINTO GROUP (GBP) AGM 14 Apr11 15 To elect Stephen Mayne  Oppose 96.78
2 GKNPLC AGM 05May1l 15 [EUE Sheles Bl pie 93.72
emption rights
EURASIAN NATURAL To re-elect Sir Richard
3 RESOURCES AGM 08 Jun 11 12 Sykes For 60.04
EURASIAN NATURAL To re-elect Mr Kenneth .
4 RESOURCES AGM 08 Jun 11 10 Olisa Abstain 59.73
5 KAZAKHMYS PLC AGM 13 May1l 13 Notice of General For 50.56
Meetings
6 KAZAKHMYS PLC AGM 13 May 11 11 Issue shares for cash For 49.97
7 KAZAKHMYS PLC AGM 13Mayll 12 Authorise Share For 49.95
Repurchase
8 AFREN PLC AGM 06Junll 2 AP IR Oppose 42.79
Remuneration Report
9 WPPPLC AGM 02Junl1l 2 Approve the Oppose 41.76
Remuneration Report
10 TRAVIS PERKINS PLC AGM 26 May1l 8 ABETOS e Oppose 39.90

Remuneration Report

Note: Lewvels of opposition percentage represent opposition wotes cast as a percentage of all votes cast
either in favour or against a resolution.

Table 2: Votes by Resolution

Resolution Type For % Abstain % Oppose % Withdrawn % Total
All Employee Schemes 23 95 0 0 1 4 0 0 24
Annual Reports 157 50 41 13 114 36 0 0 312
Articles of Association 19 86 2 9 1 4 0 0 22
Auditors 202 72 58 20 18 6 0 0 278
Corporate Actions 15 93 1 6 0 0 0 16
Corporate Donations 35 74 9 19 3 6 0 0 47
Debt & Loans 0 0 0 0O O 0 0 0 0
Directors 984 84 93 7 89 7 3 0 1169
Dividend 135 99 1 0 O 0 0 0 136
Executive Pay Schemes 