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Corporate Gover nance Report
and Stakeholder View"

Daniela M. Salvion Luisa Bosetti”

1. Stakeholder View and Cor por ate Gover nance Communications

Corporate governance is nowadays widely discusBeid.debate, begun at the
end of the last century and still far from conatusiis focalised on the search for
optimal requirements of effectiveness, propriety l|mnsparency.

The studies on corporate governance have distagingy but a revision of
governance principles from a global point of viewshbeen just recently
proposed, adopting a wide-ranging and shared apprad uniformity and
contemporaneous respect of national peculiarifiéss approach is based on a
broad notion of responsibility and on a modern aeraition of the links existing
between the company’'s durable success and theabtpuitomposition of all
stakeholders’ interests.

The industrialised countries are today searching dptimal models of
governance, characterised by reliability and transpcy. Particularly,
institutions, scholars and firms tend to give engh@o: governance decisions,
which determine proper relations among resourcetivittes and performance;
the ability to develop positive stakeholder relasip which is connected to
governance decisions, actions and communicétions

The increasing importance recognised to corporatemance, the shift from
the dominance of the shareholder view to the pexea of the stakeholder view,
and the necessity to recover approval on compaa@®ns have stressed the role
of corporate communication. In particular, peri@dicclear and complete
disclosure about corporate governance structurg$cams of actualisation seems
to be suitable for this new situation
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In fact, the establishment of effective relatiopshwith the stakeholders is
strongly influenced by the ability to offer conaretunderstandable, true and
exhaustive answers to the stakeholders’ need ofnrdtion. In this sense, the
corporate governance evolution and the integratedom of responsibility
(considering legal, financial, social and enviromtaé dimensions) have
produced a selected enlargement of corporate comations. In recent years, in
addition to the traditional financial disclosureamy other kinds of reporting have
been divulged: the social report, the environmemggdort, the sustainability
report, the corporate governance report, the directand top managers’
remuneration report, the integrated report, etc.

Moreover, new ways of information spreading haverbsought in order to
facilitate access to the messages and well-timffdsain. In this regard, the
development of ICT guarantees important help, p#ingithe firms to eliminate
spatial and time barriers, to improve informatiopmmetry among all the
stakeholders and to accelerate international cgevee. Especially, the
existence of a corporate website section dedicédednvestor relations (or
stakeholder relations) ensures the availability ioformation that can be
systematically updated by the company and consblyeshch stakeholder.

The demand for transparency and effectiveness opocate governance
communication is higher as concerns listed comgahiecause they involve wide
financial interests; furthermore, their correct &dabur strengthens the legitimacy
of national stock exchanges all over the world. this regard, the market
regulators of different countries have assumed aagitve role in the
improvement of corporate disclosure.

For some years, attention has been specificallylied on the corporate
governance report. This document contains detalt®uia composition,
appointment, remuneration and role of corporateegmance bodies; the internal
control systems supporting the governance; relgiadies transactions and
potential collusions; confidential information hdind, information symmetry and
internal dealing; investor relations.

Therefore, the corporate governance report tendsetan essential document
for brief information on corporate governance dimues and processes. Its
publication is voluntary, although it is recommedds specific institutions, and
it signals the directors’ orientation towards tq@erency and their intention to
establish effective relationships with all the camyp stakeholders.

Of course, recommendations promoted by the stockasge regulators are not
always respected by companies; moreover, the nafuneitiatives to orient the
company behaviour and the actual level of impleatent are really different from
a country to another, even considering just thestrahlised ones. Consequently, it
is interesting to realise a comparison among If@atgnce, Great Britain, Germany,
Spain, the United States of America and Japan,feadly finalised to verify: the
existence of principles and recommendations comggithe corporate governance
report; the real quality of corporate governanceores published by some
companies, operating in the same sector but iaréifit countries.
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In particular, the analysis regards eight eledimms, listed on the stock exchanges
of the countries considered in the research. Tleetgs of public utilities companies
is due to the importance of corporate governancenemication in their context.
Indeed, it is fundamental for these firms to corspesgually: on the one hand,
protection of public interest connected to the mainf the services provided and
sometimes to the role of the State as a stockhaldethe other hand, entrepreneurial
autonomy and value creation in the interests dhallcompany stakeholders. Finally,
the public utility sector shows clear phenomenglabalisation and it takes part to the
global social and environmental development.

2. Recommendations on Cor por ate Gover nance Communication

The general interest in corporate governance comnoation, manifested by many
institutions for market regulation and firm suraice, has produced very different
attitudes. Specific rules on corporate governanomaunication have been established
worldwide, in order to facilitate the knowledge awluation of companies, especially
of the listed ones. Nonetheless, the penetratitimese rules in companies’ information
systems is really diversified, partly as a consegei®f the level of detail adopted by
the promoting institutions in their recommendatidhgthermore, today it is still quite
difficult to compare corporate governance commuigica of companies from
different countries; moreover, there is significdinersity in each national context too.

Three major approaches have been used by regulaitooser the world to
influence the corporate governance communicationistéd companies and,
indirectly, of all other firms that want to be tsparent. Indeed, a survey of
different countries permits distinguishing amonglgle 1):

a) countries with formal and substantial recommendatioto orient
companies in drawing up their corporate governaaperts;

b) countries where regulators indicate the most ingmtrinformation on
corporate governance that companies should dattikir financial report
(typically, in the annual report);

c) countries where neither special recommendationsitabo independent
corporate governance report exist, nor a specifiapter on corporate
governance is required in the annual report.

Italy and Spain are two of the countries with fofmend substantial
recommendations concerning the corporate governaam®at. In both countries,
listed companies are expected to publish all reledetails on their corporate
governance in a specific annual document, follovéimre-established outlihe

France, Great Britain and the United States givgela autonomy to the
companies with reference to corporate governancenumication: stock
exchange regulators and surveillance authoritieBnaleonly the essential
information that must complete financial reportsotiner mandatory documents
(the reference document, the annual report angritrey statemeni).

Finally, interest in corporate governance commuroocadoes not seem to be as
high in Germany and Japan as in the previous cesnthere are neither specific
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recommendations for an independent report nor taofidetails on corporate
governance to be inserted in the annual réport

With reference to the board of directors functignill the countries with
specific recommendations require a complete desmnipf internal committeds
as regards composition, powers and meetings. Hawéwere are also national
peculiarities: for instance, the United Statesifgge the communication on the
audit committee, while in the other countries tisigust one of the bodies that
companies should illustrate.

The countries investigated in this research usualyuire firms to divulge an
annual self-assessment concerning the board oftdiseactivity; in some cases
(France and the United States) this evaluatiomss @accompanied by the opinion
of a company’s control body.

Regarding the remuneration system for directors egtutive officers, Spain
pays higher attention than Italy: indeed, the coaf® governance report of
Spanish companies must describe the rules for cosapien assignment, as well
as details on the global compensation paid to eatégory of directors. These
same types of information must be also published-t®nch companies, which
must indicate the individual remunerations too. e contrary, compensation
reporting is not expressly included in the guidetinon corporate governance
communication of the Anglo-Saxon countries.

Recommendations on investor relations determine esamiformity of
behaviour, but differences in corporate governammeemunication.

As concerns the countries with specific recommeodst on corporate
governance disclosure, it is possible to identdyns topics that are considered
fundamental in order to guarantee transparencyirestn and control principles,
structures and processes. However, national egantproduce diverse emphasis on
different aspects of corporate governance: in ribggrd, the United States are an
interesting example, because their recommendat@nscorporate governance
communication tend mostly to warrant a proper deson of the company’'s
internal control system and to assure the finamtisalosure reliabilit;

First of all, the corporate governance communicatgshould clarify the
composition of governance and control bodies, fla@ictioning and compensation.

With reference to governance structures, Italy &phin require in-depth
information in the corporate governance report alloel board of directors or the
management board, with personal details (as thebmennames), as well as the
type of charge (outside directors, independentcthrs), roles, delegation of
powers, meetings, etc. The French recommendationslao detailed, even if
companies are not obliged to publish a separatatep

Recommendations of Great Britain and the UnitedeStare less strict: for
instance, Biritish listed firms should disclose jtst most important directors’ and
officers’ names (chairman, CEO, lead independeectif, etc.) and explain how
the non-executive directors become conscious ofstakeholders’ expectations;
instead, US companies have to pay attention toolleeof independent director and
favour the dialogue among the chairman, the dire@od the stakeholders.
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The spread of information on internal control arslk management is strongly
recommended by all the countries analysed in thidys which sometimes also
require the audit committee or the board of directo realise and publish an
evaluation of the internal procedures’ effectivenand efficiency. Furthermore,
US firms should describe their code of ethics, thdb say an essential internal
control instrument to orient directors’ and offisebehaviour and particularly
direct to persons responsible for the financiatldsure.

Proper corporate governance is based on the etpitabatment of all
expectations converging into the firm. In this neljahe external communication
should demonstrate that no member of the compabgdies or relevant
shareholder has directly or indirectly taken adagatfrom commercial, financial
or asset-involving operations in which the compéag been the counterpart.
Nevertheless, only Italy, Spain and France recommsmmpanies to explain
related parties transactions in their corporateeguance disclosure.

The functioning of the general meeting of sharetrsidhould be comprehensively
illustrated, with details on the procedures fornowing shareholder participation (for
example, by means of web conference calls) andyproting. Italian and Spanish
recommendations are the most detailed on thesssissu

Many other elements can be divulged in order tdebehe effectiveness of
listed companies’ corporate governance communigatadthough not all the
regulators and supervisors provide for them; moeeothese further details can
be differently arranged in relation to how corperajovernance systems are
actualised in each country. For instance:

- Italian recommendations on the corporate governagpert consider also
the board of auditot$ and promote transparency on the procedures for
confidential information handling;

- Spanish companies are required to explain theireostrp structure;

- French firms should clarify which principles inspitheir strategies of
communication to the financial market, especiatiwdrds analysts and
the specialised press;

- in Great Britain, directors and statutory auditongst produce a declaration
concerning accounting procedures and checks orr tbeirectness;
moreover, the statutory auditor independence masteaffirmed if the
auditors offer also consultancy to the company;

- finally, US firms must state that they have adopaéedinternal code of
corporate governance, which must be prepared blg eampany with
autonomy, but respecting the generally acceptedtipes of corporate
governance.

It is interesting to underline that Italian, Fren&@ritish, German and Spanish
firms are also influenced by EU directives, so rtheorporate governance
communication could acquire higher uniformity i thuture. Modifications of the
current situation could be produced by possible ngha of ownership,
agreements and M&A involving different stock exchas.
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Table 1. Recommendations on Corporate Governance Disclosuae:
International Comparison

Country and Year of Recommendations Documents
ITALY ITALY
 Borsa ltaliana SpA,Guidelines on annuglCorporate governange

o g corporate governance reportdvlarch 2002 eport.
= g S and February 2003.
Bz § * Assonime — Emittenti Titoli SpAHandbook
3 'g 8 on Corporate Governance Report§ebruary
'% == 2004.
£ @
g § # | SPAIN SPAIN
5 - g < Aldama Report, January 2003. Corporate governande
L © |« Ministry of Economy, Act 26/2003. report.
e Comision Nacional del Mercado de Valorgs,
Circular1/2004.
FRANCE FRANCE

« COB, Le Document de référence. Guiddnnual report.
d’'information August 2002.

« COB,Bulletin Mensueln. 377, March 2003.

e Loi de sécurité financiergLaw 2003-706
Integration to the Mercantile Law), August
2003.

UNITED KINGDOM UNITED KINGDOM

« Financial Reporting CouncilThe Combined Annual report.
Code on Corporate Governanciuly 2003.

« Financial Reporting Councilnternal Control.
Revised Guidance for Directors on the
Combined CodeOctober 2005.

List of the principal contents
tobeinserted in the annual report
or other mandatory documents

THE UNITED STATES OF AMERICA THE UNITED STATES
» Sarbanes-Oxley AdSections 404, 406, 407)OF AMERICA
July 2002. Annual report and proxy

* NYSE's Listed Company ManudfSection| statement.
303A), November 2004.

GERMANY GERMANY
The law (‘KonTraG’) only demands an annu@nnual report.
declaration of compliance of the corporate
governance system with the model provided| by

the German corporate governance code, and that

eventual derogations are explained.

JAPAN JAPAN
There aren’'t recommendations about corpor#@tenual report.
governance disclosure. The Japanese corpprate
governance code (April 2004) genericdlly

stimulates companies to be transparent in their
communication to the stakeholders.

No recommendations
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Particularly, the 2004/913/EC recommendation statad the information on
the remuneration of a listed company directors.this recommendation, the
European Commission establishes that each EU mesidier must fix the most
adequate rules for the communication of compensatas well as for its
composition; this latter is the result of mixingdd components with variable
ones (in connection to the achievement of corpooatendividual goals, and
sometimes represented by stock grants and stoakngjpt Each state can require
a new specific remuneration statement or the immsenf the above-mentioned
information in an existent documéhtas the corporate governance report or the
annual report, whose section on management discussid analysis already
contains some details on directors’ and officeeshunerations.

The previous considerations permit us to affirnt thiferent recommendations
exist in diverse countries, even if they belongh European Union and they are
characterised by similar corporate governance sys#es concerns the exercise of
control on the company (‘outsider systems’ or esisystems’) and the relations
between direction and control bodies in the firang-tier systems’ or ‘two-tier
systems’§2

o The distinction between outsider and insider systelerives
from the two types of control on management andpemmy results:
from the outside, through efficient financial maseor from the
inside, by means of persons interested in maimgira durable
relationship with the firm.

The outsider system (or market-oriented systemjypscal of
economic contexts with a lot of listed corporatiomhose ownership
is highly fragmented and diffuse and where the ealders’
interests can conflict with the managers’ interegideed, these two
categories tend not to agree, since investors arerierested in
governing the company, being instead attracted idehds and
value creation. The outsider system is effectivermiboth corporate
governance bodies and investors behave correctlyatically, and
when investors can contest the control of the cowpaith the
current shareholders buying their stocks on tharfeial market.

On the contrary, insider systems are characteribgdscarcely
developed financial markets, concentrated and stablareholding,
cross-holding and other important financial relaighips between
firms and banks. In such contexts, it is essertalcontrol the
management from the inside, because the stickiokdmancial
markets — where only a small part of the firm egisttraded — does
not permit takeovers and the consequent substitationanagers. In
the insider systems, managers are therefore cdetrdly a corporate
body appointed by the most relevant stakeholdeigcted on the
grounds of their risk exposure and the importante¢he resource
they have conferred to the company.
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However, historic and economic events of the coesmitwith an
insider system have contributed to the developmktwo partially
different forms. Despite of the mentioned commatufes, we can
distinguish between: the Rhine insider system, attarised by
strong participation to the control activity by demand employees;
the Latin insider system, where managers are cdlattoby the
major shareholder thanks to his influence on thardmf directors.

As regards the distribution of powers among thepcwate bodies, the
governance systems can have one or two levels.rélgngpeaking, direction and
control activities should be assigned to differbatlies or persons, in order to
provide stronger guarantees of equitable satisfactf all the stakeholders’
expectations.

o National laws and codes of best practices offevedie
solutions concerning the separation of directiondanontrol
functions. In fact, it is possible to identify:

1) corporate governance systems in which the poofdgection
and control are assigned to different persons bgiog to the same
body appointed by the shareholders: these systeensaaned ‘one-
tier systems’ or ‘unitary systems’;

2) corporate governance systems with two separatiels: one
exercising the direction function, and the otherereising the
control function. Even if the two bodies are foriyalivided, they
interact when the control body realises its supgori on the
direction body, and sometimes gives it specifidglines. The rules
of body appointment (as described in the contirmmtlet us adopt
the expressions ‘dual system’ and ‘two-tier system’

As concerns the countries investigated in thiglartthe US corporate governance
system and the British one are similar, since #neyboth outsider systems. Moreover,
US and British companies are directed and conttdiiea unitary body, the board of
directors, which is mostly composed of non-exeeusind independent directors with
orientation, supervision and control responsibdgitiin the other European countries, as
well as in Japan, the high influence of specifiaksholder categories on the
establishment of stable majorities, compared wighvreak role of financial markets,
has determined the development of insider systéoworate governance.

The allocation of powers to corporate bodies caralwgwvay very different,
sometimes among companies of the same country too.

o Spain is characterised by a one-tier system, wipergers are
attributed to the board of directors (‘consejo ddnanistracion’).
This body comprises diverse types of directors, gmehom the
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direction and surveillance functions are dividedhet executive
directors, the proprietary ones and the independeets.

o In France, companies can adopt the one-tier systém most
diffused one) or the two-tier system. In the cdsme-tier system, the
shareholders appoint the board of directors (‘cahse
d’administration’), with direction and control futions. The board is
led by an executive chairman (named ‘présidentetingr géneéral’,
PDG), who exercises wide managerial powers andeasgmts the
company in external relationships. In the casenal-tier system, the
shareholders appoint the supervisory board thateisponsible for
watching over the management. Direction is assigodbe executive
board (‘directoire’) and its president, both nomiad by the
supervisory board.

0 Germany is characterised by the two-tier systéa; Aufsichtsrat’
and the ‘Vorstand’ are respectively the supervisbpard and the
management board. Their composition is establilyedw in order to
guarantee that the most important categories okettalders are
adequately represented. Indeed, the supervisorydheaappointed by
the shareholders and the employees. Banks takedpadtly in the
nomination procedure too, because they are shadeh®lof the
company and they also vote by proxy, instead af twestomers
(composed of small savers). Therefore, the supeyvisoard should
provide general protection to all expectations @ging into the firm,
which is considered as a social organisation. Tapesvisory board
appoints and removes the management board, whaosaties it
formally and substantially verifies.

o In Italy, the law provides for three corporate gavance models,
in the light of the companies law reform of 200%: traditional dual
model and two new ones (the one-tier model antirtbeier model).

In the traditional model — still the most adopteday — the board of
directors and the board of auditors exercise adstiative and control
functions respectively. Since these bodies are raepaand both
appointed by the shareholders, the Italian tradiib system of
corporate governance can be considered as a ‘dodtdntal system’.

In the one-tier system, all powers are assignedh® board of
directors. Anyway, surveillance is especially cartdd by non-
executive and independent members.

In the two-tier system, the shareholders appomstipervisory board
that in turn nominates the management board: the bedies are
totally separate and develop different functionspetuliarity of the
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ltalian two-tier model is that, unlike the Germaase, it does not
provide for employee involvement in appointingsiineervisory board.

o In Japan, since 2003 companies have been frelgoimse between
the traditional system of corporate governance i{amo the Italian
traditional one) and the one-tier ‘committee systdmthe Japanese
traditional system, the shareholders appoint tharbaf directors, led
by an executive president (named ‘shacho’), anddad of auditors
(named ‘kansayaku’). In the one-tier committeeesgdhe shareholders
appoint the board of directors, charged with ak thowers; the board
of directors establishes three proposing and cdasw internal
committees concerning audit, remuneration and natiain.

In all the systems described, external statutowitars ascertain the validity
and reliability of financial information. In the sa of listed companies, this task is
attributed to an audit firm.

Certainly, recommendations stimulate the improvdmesf corporate
governance disclosure. The existence of well-atrect and detailed instructions
induce the firms — particularly, the listed commani- to arrange and spread
messages that are at least consistent with théreelqunes.

However, even in the presence of instructions, effectiveness of corporate
governance communication tends to depend on thareuhat characterises the
corporate governance bodies, with specific refexet transparency. In this
regard, it is relevant to analyse the actual behavof companies operating in the
above-mentioned countries, in order to verify:

the usefulness of recommendations on corporaterganee disclosure;

the communication on corporate governance existirfigct.

3. Corporate Gover nance Communications

The effectiveness of corporate governance commiioicadepends on the
firms’ choices within laws and recommendations &@xgsin their own operational
environment. Therefore, it is interesting to congpasome homogeneous
companies of the above-mentioned countries.

As introduced in paragraph 1, this analysis comsiégyht of the major energy
listed firms. More exactly, two of them are listed the Italian stock exchange,
and each of the others is listed on the nationalitial market of its own country:
Spain, France, Great Britain, Germany, the US apéld. Each company should
consequently respect a specific corporate govemande, as requested by its
stock exchange.

The selection of energy sector is justified notydmy the typical characters of
public utilities companies, but also by the dimensiof these firms, which often
operate abroad and raise capital in foreign markets This increases the
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relationships of the companies with their stakeérddand imposes to satisfy
wider information expectations. Moreover, in sonwmirdries the energy firms
have been recently involved in privatisation argliig processes, which have
deeply modified the corporate governance systemyale of the former public
owner, as well as the manner of managing extepaioxals.

The analysis of the corporate governance commuaoicaéfers to the aspects
described in paragraph 2 as common to all the catpayovernance codes; the
same are considered in the recommendations prognéti@ improvement of
corporate governance disclosure. Furthermore,dlearch aims at verifying the
existence of detailed information related to coupeculiarities.

The Table 2 contains the list of companies andlt®ments analysed for each
of them. The documents referred to the year 20@bhave been collected from
the company websites.

Table 2: Companies and Documents Considered in the Research

Company Cour?tr_y COL_Jnftry Document analysed
of origin of listing (year 2005)

Enel Italy Italy, USA Corporate governance report
Edison Italy Italy Corporate governance report
Iberdrola Spain Spain Corporate governance report
Eléctricité de France France France Document de référence
(EDF)
British Energy Group Great Britain ~ Great Britain Annual report
(BEG)
Aquila USA USA Proxy statement, Annual report
RWE Germany Germany Annual report
Chubu Japan Japan Annual report

Edison is a particular case in the group of comgganndeed, this firm has Italian
origins, but it is currently controlled by Italiamd French sharehold&tshat have
defined the rules of corporate governance by meamasshareholders’ agreement.
The agreement — which is briefly described in Euisorporate governance report —
follows the fundamental rules of the Italian cofleamporate governance.

The most important results of the investigationibwetrated below.

a) Introduction to the Corporate Governance System and Adoption of the
Code of Best Practice

Brief and immediate information can be very helgdtul foreign stakeholders,
whose knowledge about corporate governance in athartries could be limited.
In a similar way, firms should clearly indicate thestem they have adopted when
the law lets them choose among two or more, aiip, IFrance and Japan. In this
regard, the two Italian companies and the Frenehaidfer adequate information
in the initial part of their report, specifying tlaeloption of the traditional Italian
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system and the one-tier system respectively; on dhetrary, the Japanese
company is really vague as concerns its horizahial system, characteristic of
the country (Table 3). All other firms have implamed their typically national
corporate governance system.

Each firm — except Chubu - states the compliancth whe corporate
governance code and/or the law of its own counfrgragin, or with the rules
adopted in other countries where the company tsdigas in the case of Enel) or
holds a significant commercial position. Chubu $jeex only the key elements
for the improvement of its corporate governanceicstres and procedures,
adopting an approach based on correctness angaramsy”.

Table 3: Introduction to the Corporate Governance System Addption of
the Code of Best Practite

Enel Edison Iberdrola EDF BEG Aquila RWE Chubu

Declaration of the
corporate governance X X X
system

References to the law or
to codes of best practices

Declaration of compliance x
with the codes

b) The Board of Directors

Information on the board of directors (or the mamagnt board, in the case of the
German firm RWE) is differently structured in thecdments analysed (Table 4).

Table 4: Information on the Board of Directors CompositiamdaMembers

Enel Edison |Iberdrola EDF BEG Agquila RWE Chubu

Members’ names X X X X X X X X
Members’ CV X X X X X
Expiry (or duration) of x x X X X
mandate
Highest/lowest number of
X X X X
members
Executive and non-
. . X X X X X
executive directors
Independent directors X X X X X
Directors’ roles and tasks x X X X
Other positions held X X X X X X X
8 7 7 5 6 6 2 2
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The unique detail given by all the companies isabmposition of the board of
directors. Eléctricité de France and Enel publisiithér information about
appointment, specifying which directors have beeminated by the State: indeed,
even if these companies have been privatised,ttte §ill holds relevant shares of
capital (more than 70% in the French firm and ntben 30% in the Italian one).
Eléctricité de France underlines its duty to appoie or two directors coming from
political institutions, even local, or chosen amangerts in energy issues. Enel
reminds the power of the State — never exercisébnaw — to appoint one further
director, without rights of vote, as establishedhwy Italian privatisation law and the
company by-law.

Individual details about directors are rare: intfabree companies (Edison,
RWE and Chubu) omit to publish the CV in the cogtergovernance report or in
the specific section of the annual repbdrt

The disclosure is often incomplete in relation he tmandate expiry or duration
(indicated by five companies out of eight) and kighest and lowest number of
directors (specified by four firms, including thepdnese one that has fixed at twenty
members the ideal dimension of the board in omprdmote an effective dialogue).

As concerns the capacity of non-executive direetod independent director,
some more details should be discld$eBarticularly, the information divulged by
Eléctricité de France can be improved with refeeetiacindependence: indeed, the
firm declares that it has adopted different créesf independence respect to the
ones established in the French code of best peadiid it does not describe them.
On the opposite, Iberdrola pays attention in compaiimg the capacity of each
director, distinguishing between executive and ereeutive members and
classifying these latter as proprietary directovdependent directors and others,
and it also explains the reasons: this richnesslatéils is promoted by the
recommended outline of corporate governance report.

All the companies, with the exception of Chubu,egimformation about the
positions assumed by their directors in other fion®rganisations, according to
the best practice in order to clarify interlockitigectorships.

The communication about the functioning of the blaarshown in the Table 5.
Some of the documents analysed (British Energy @Grdguila, RWE and
Chubu) are often defective in relation to the infation about powers and
functions of the board of directors and its membEreel, Edison, Iberdrola and
Eléctricité de France pay instead attention to ehdstails, in particular as
concerns the chairman and CEO (who are sometinesdme person). It is
interesting that three of the mentioned compan@® o publish their corporate

governance report on the basis of specific recondatgms.

As regards the board meetings, all the firms subjecrecommendations
disclose the number of meetings and the attendaineach director. Consistently
with the recommendations, the two Italian comparaes the most careful,
specifying also that the board of auditors and ajisticate of the Court of
Accounts (in the case of Enel) take part in therthoaeetings.
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Table5: Information on the Functioning of the Board of [iters

Enel Edison Iberdrola EDF BEG AquilRWE Chubu

Board'’s functions and X X X X
powers

Directors’ tasks and X X X X
responsibilities

Board’s exclusive X X X

responsibilities

Board’s right to be informed

by managing directors and X X X
the executive committee
Number/frequency of X X X X X X
meetings
Attendance at meetings X X X X X X
Abstention from specific X X X X
decisions
6 6 6 6 4 2 0 0

Just four companies (from lItaly, Spain and GreataBr) give information on
the directors’ duty of abstention from voting incdgons on related parties
transactions that involve their personal interests, well as in decisions
concerning their remuneration.

The information on internal committees charged wasks of giving advice and
making proposals varies according to the natureash committee. Anyway, all
the companies tend to communicate the committeesiposition, number of
meetings, attendance and pow&rdut they rarely describe the activities the
committee has actually realised in the year. Thisvalid for the expressly
recommended committees (executive, nhomination, nenation and audit), but
also for the othefd The ltalian firms pay usually more attention tuernal
committees than the other companies.

The nomination committee (Table 6) exists in tHmeas, all characterised by the
one-tier system (British Energy Group, Aquila amertrold®). Considering the
companies without a nomination committee, Edisquiams that it is not necessary
since the board of directors appointment is regdldty a shareholders’ agreement,
described in the corporate governance répo@ther four firms illustrate their
nomination procedure, as requested in their ndtrecammendations.

More details have been disclosed as concerns tmeineration committee
(Table 7). Eléctricité de France offers a desaiptf this committee, although it
did not function in 2005: indeed, the company dedathat the remuneration
committee will start to operate in 2006.

Chubu is the only firm in the report of which thaseno information on the
remuneration committee. However, the reason coellthét the traditional Japanese
system of corporate governance does not providatemal committees.

Edited by: ISTEI - Istituto di Economia d'Impresa
Universita degli Studi di Milano - Bicocca



© SYMPHONYA Emerging Issues in Management, n. Q&0
www.unimib.it/symphonya

Table 6. Information on Appointment Procedures and the Nautim
Committe&

Enel Edison Iberdrola EDF BEG Aquila RWE Chubu

Description of appointment

X X X X
procedure
Existence of the nomination
: X X X
committee
Composition X X X
Number of meeting: X X X
Attendance X
Powers X X X
Activities actually realised
1 1 5 0 6 5 0 0

Table 7: Information on the Remuneration Committee

Enel Edison Iberdrola EDFBEG Aquila RWE Chubu
Existence of the remuneratior X

committee X X X X
Composition X X X X X X
Number of meeting: X X X X X X
Attendance X X X
Powers X X X X X
Activities actually realised x X X X
6 6 4 0 6 4 4 0

The executive committee prevails in non-ltalian pames, where it can also
operate as a strategic and investment committez nidst diffused details regard
its composition and powers (Table 8).

Table 8: Information on the Executive Committee

Enel Edison Iberdrola EDF BEG AquilRWE Chubu

Existence of the executivr

committee X X X X X
Composition X X X X X
Number of meeting: X X X
Attendance
Powers X X X X
Activities actually realised X
0 0 4 3 2 4 5 0

To conclude about the board of directors, it isom@nt to stress that British
Energy Group, Iberdrola and Enel inform on the gdidal self-assessment
conducted by their board: in various countries;sitrecommended that the
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evaluation of effectiveness and efficiency is réparto the shareholders and the
other stakeholders. Among the mentioned firms,dimda offers the most careful
description of persons and procedures analysdtis\aluation.

¢) Control Bodies and the Internal Control System

Corporate governance systems are characterisekebrole of control bodies,
as determined by laws, codes of best practicesswuk exchange regulations.
Different levels of control involve many internahcaexternal bodies, appointed
by the shareholders’ meeting or the board of daorsct

The analysis of the disclosure on this theme hasasider the national
peculiarities of each country, as well as the cb®imade by every firm within the
corporate governance models permitted by the law.

First of all, a distinction among the two-tier ®yst, the dual horizontal system
and the one-tier system is necessatry.

In the two-tier system of RWE the supervisory boplals the central role in
corporate governance. This is clear in the comgangmmunication: the firm
starts its corporate governance chapter of the anreport introducing the
supervisory board composition, its functions andivaes. Moreover, RWE
reminds that its supervisory board realises a pera self-evaluation as
requested by the code of best practices.

In the dual horizontal system, which is traditidgpadopted in Italy and Japan,
the shareholders’ meeting appoints the board oft@wsdcharged with functions
of control on direction, organisational structuesl internal procedures. Enel
and Edison give effective information about thesald of auditors composition,
powers, meetings and nomination procedure. Enets#s also that two members
have been appointed on the basis of a ministetighestion, while Edison
underlines the existence of the still mentionedraalders’ agreemefit which
establishes the nomination procedure for the boamluditors. On the contrary,
Chubu does not publish details on its board oftausli

In the one-tier system of the other five companasjtrol is realised by the
board of directors, particularly by the non-exeoeitmembers. Nevertheless, the
firms do not emphasise this function of board oédliors in their reports, expect
for mentioning that external directors meet in exipe sessions.

Generally speaking, internal control is sufficigréinalysed in the companies’
documents on corporate governance, that include alformation on risk
management and internal audit. It probably depemdthe relevance that codes
of best practices and recommendations give to natecontrol and risk
management. These documents establish that thed bdadirectors (or the
supervisory board) should periodically evaluate #ftectiveness of internal
control systems, with the support of the audit cattem and with the co-
operation of external consultants. However, just ftompanies inform about the
evaluation of their internal control system (El&ité de France, British Energy
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Group, Aquila and RWE). Moreover, British EnergyoGp and Enel specify they
have adapted their internal control system to tid&hes-Oxley Act provisions.

All the firms — except Chubu — pay attention to thelit committee in their
corporate governance communication, usually inifigaits compositioff, the
way of functioning (meetings and interaction witther control bodies), powers
and tasks; on the contrary, the activities thatahdit committee has realised in
the year are rarely described.

Only Edison and Eléctricité de France underlineg tha audit committee refers
to the board of directors (Table 9).

Table 9: Information on the Internal Control systems (ICS)dathe Audit
Committee

Enel Edison Iberdrola EDF BEG Aquila RWE Chubu

ICS evaluation X X X X
ICS objectives X X X X
Responsibility on ICS X X X X X X
Major risks and risk
management X X X X X
Existence of the audi
committee X X X X X X X
Composition X X X X X X
Number of meeting: X X X X X X X
Attendance x X X X
Powers and functions x X X X X X X
Activities actually realised x X X X X
Persons/bodies_ to whom th~ x x
committee reports
8 9 7 10 8 8 7 0

As regards internal control, Enel and Edison alstlase details about the
organisational, management and control model reduby the Italian law on
corporate criminal liability (legislative decree 2®f 2001), even if the Italian
guidelines on corporate governance communicationad@rovide for this kind of
information; furthermore, the Italian code of cagie governance has considered
the organisational, management and control modebasthe 2006 edition.

Finally, details on statutory auditors are oftescthsed with reference to extra-
audit services; three companies (Edison, Iberdank Aquila) specify also the
compensation paid to the auditors.

d) Transactions Involving Private I nterests of Directorsand Officers
The corporate governance communication should esmhgroper behaviour

of directors and officers in the case of transadtialetermining a conflict of
interests for them (Table 10). This is the caseetdted party transactions and
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internal dealing, that is to say respectively opers that can produce direct or
indirect benefits for the director or the officehavrealises them, and trading in
company’s stocks thanks to confidential information

Table 10: Disclosure on Transactions Involving Related Patigandling of
Confidential Information and Internal Dealing

Enel Edison |Iberdrola EDF BEG Aquila RWE Chubu

Transactionsinvolving

related parties

List of operations X X X X
Definition of related party X

Procedure to be followed

by the board of director: x X X

for deliberating

Handling of confidential
information

Description of the
procedure

Addressees of the
procedure and their task X
and responsibilities

Internal dealing

Definition (or indication)
of people submitted to
specific rules (‘relevant
individuals’)

Operations submitted to
disclosure duties

Existence of company’s
internal dealing code

Block periods and

S X X
monetary limitations

3 6 4 4 1 0 2 0

Italian and Spanish firms should inform the stakedws about related party
transactions, by means of their corporate govemaeport, as recommended. In
this regard, the documents of Enel, Edison anditbéx contain satisfactory details
on the internal procedure adopted for related paatysactions: directors in actual
or potential conflict of interests with the firmvgusually to explain their position
to the board of directors and then they shouldaabstom voting. The other
companies tend to inform on related party trangastjust from a financial point of
view, inserting details in the notes to the finahstatements. RWE underlines that
no related party transaction has been conductedcine year.

Edison, Enel and Iberdrola, together with Eléctéiale France, are the most
careful companies in describing also:
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- their procedures for confidential information déng;
- their rules on internal dealifiy

€) Remuneration Systems

Communicating directors’ and officers’ remuneratatps clarify how the resources
produced by the company are divided among the tstéders; moreover, this kind of
information stresses risks and opportunities of ¢dhanection between the firm’s
purpose of value creation and the directors’ afiden$’ personal interests. Indeed, the
description of fix and variable compensation congmisis useful to clear up how the
company motivates directors and officers.

The research has discovered moderate attentiometoetnuneration reporting
(Table 11): just Chubu and Enel neglect this issuehis regard, it is important
to underline that the Italian guidelines on thepooate governance report require
a general description of the remuneration systemt, to details on the
compensation levét however, a firm such as Enel, which is listedtiom NYSE
too, should communicate better, even on the grouafisthe European
recommendation that should come into force in 2006.

Table 11: Information on the Remuneration System

Enel Edison IberdrolaEDF BEG Aquila RWE Chubu

Cash remuner ation

Global remuneration of
directors and top managers

Individual remuneration of
directors and top managers

Bonus payments and profit
sharing

Stock grants and stock
options plans

Number of shares and options
held by directors and top X X X X X X
managers

Information on shares and
options assigned, exercised al X X
non-exercised in 2005

Other compensations

Remuneration from  other
companies of the Group

Pension or retirement plans X X

The information on individual compensation of diogs and officers is disclosed
by five companies (the exceptions are Enel, Chulmli laerdrola) and is well-
structured, with indication of fix and variable cpoments, benefits and sometimes
pension plans. In particular, five out of the siriE with bonus payments and profit

Edited by: ISTEI - Istituto di Economia d'Impresa
Universita degli Studi di Milano - Bicocca



© SYMPHONYA Emerging Issues in Management, n. Q&0
www.unimib.it/symphonya

sharing explain the criteria adopted to assigrvétable parts of the remuneratién
when pre-established corporate or individual target achieved.

The allocation of stock grants and stock optionsxecutive directors and
officers is a common practice, but the communicatan be still improved as
concerns the conditions of stock options exerciglimge, price, etc.).

f) The Ownership Structure, the General Meeting of Shareholders and
Investor Relations

Corporate governance communication should infore s$tekeholders on the
ownership structure and the existence of relevaaresolders. However, the Spanish
recommendations expressively require companiesngerti these details in their
corporate governance report: in this regard, llodaidras indeed a complete report.

Information on how the general meeting of sharedrsicdbperates and how the
company interacts with shareholders and investgranbans of a professional
investor relations department is recommended onthé Italian guidelines. In fact,
non-ltalian firms do not publish satisfactory infa@tion on these themes: they
usually just mention their corporate website aseama of contact with investors and
other stakeholders (Table 12).

Table 12: Information on The General Meeting of Shareholderd Investor
Relations (IR)

Enel Edison |Iberdrola EDF BEG Aquila RWEhubu

Voting procedures X X X X X
Shareholders’ agreements x X X X

IR objectives X X

IR actual activities X X

Information  about the
company’s website as -~
means of interaction with
the stakeholders

4 4 4 3 1 2 2 0

Companies pay higher attention to voting procedurdbe general meeting of
shareholders, even if three of them (Edison, Briksergy Group and Chubu) do
not mention on-line voting and proxy voting.

As concerns shareholders’ agreements, three fissiard not to know their existence,
while Edison publishes some abstracts of thers tofporate governance report.
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4. Emerging | ssues

The research permits us to deepen some relevanésissoncerning the
effectiveness of corporate governance communicarahits possible evolution,
although few countries and companies have beend=yesl.

First, the analysis of laws, recommendations amdpamy behaviour stress that
we are still far from a formal and substantial sigamodel of communication.

Particularly, the attention to corporate governac@@munication seems to be
inhomogeneous and little connected to the econdewelopment of a country. In
this regard, it is important to underline the caseGermany and Japan, which
have shown until now very little interest in promngt corporate governance
communication. Besides, the corporate governangertrés recommended only
in Italy and Spain, and what’'s more by means of-mamdatory guidelines that
are exclusively addressed to listed companies.

Anyway, the awareness of the role of corporate gwuece for durable trust-
based relationships and positive interaction betvibe firm and its stakeholders
is recent, and it has been sometimes accelerategdibydes of fraud and research
of private benefits, trampling on proper principlek transparency and social
equity (Enron, WorldCom, Merck, Cirio, Parmalaty¥ndi, etc.).

The corporate communication is still changing amdhie future there could be
higher uniformity of conduct on an internationabkec This prediction seems to
be confirmed by the increasing globalisation ofafinial markets and the
modifying ownership structures of national stockcleanges, sometimes as a
consequence of mergers and acquisitions.

Higher international uniformity of corporate govante communication is
anyhow desirable; at this moment, however, itilsdifficult to identify possible
steps, because of the scanty international co-tperan this issue. Moreover,
different conducts could be adopted: for exampleopmmon model of corporate
governance communication could be establishedhfotargest companies, which
involve relevant economic interests; alternativedgecific models for different
countries could be developed, but they should @lbhsed on shared rules and
principles of transparency and stakeholder praiacti

Anyway, more intensive international co-operatiamwd be helpful, in order to
reflect the current globalisation of markets anébrimation in the corporate
governance communication, guaranteeing opportsniiiecomparison. Such a
condition is particularly significant for energyrrfis, the success of which is
determined by the ability to activate and stimulaternational relationships and
influenced by world-scale social and economic phesma (oil price, energy
sources, wars and revolts in countries supplyimgmeterials and services, etc.).

The importance of sufficiently accurate and dethilecommendations on
corporate governance communication is confirmedth®y empirical research.
With reference to the eight companies investigated:

- corporate governance reporting is clearer and numeplete when
guidelines, detailed models or precise recommenaXist;
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the quantity and the quality of information get s@rwhen leading
indications decrease.

Moreover, it should be important to go over theal@ation on listed firms,
typical of current recommendations, in order to@do different approach based
on the protection of all stakeholders in accordanith proper principles of
business administration direct to protect from edé#ht risk typologies. With
reference to public utilities, for example, envinental and supply risks are
inborn in non-optimum governance.

Finally, the effectiveness of corporate governacoemmunication requires a
business culture oriented to improve constantlyginality of information, on the
basis of transparency and completeness of the gessdivulged to all the
company stakeholders. The selection of contents tbaadequately combine
mandatory and voluntary ones, according to a défioemmunication project
finalised to satisfy informative and evaluationaleznal expectations.

The research shows different degree of detail feocompany to another as
regards specific contents of corporate governanoennwnication, even
considering firms of the same country and subjed¢hé same recommendations.
For instance, Enel — differently from Edison — giveo details in its corporate
governance report for the year 2005 with refereiocthe remuneration system,
although its complexity. Companies have to go dherreticence that seems to
prevail today, with opaque information on criticaintents; on the contrary, firms
have to communicate transparently to permit thiathal stakeholders can assess
the effectiveness of corporate governance.

Transparency is in fact a duty, an opportunity anpreliminary condition of
effectiveness in the relationships between the emym@mnd the stakeholders. In
this regard, the ability of corporate governancartle to combine requirements
of transparency and confidentiality in external camication is fundamental for
the company success.

Notes

1 In some countries the debate on corporate goveenhrgan in the first half of the twentieth
century, while in other countries — Italy includedusiness administration has its starting point in
governance logics. For instance, it is enough totime Berle and Means’ book of 1932 dine
modern corporation and private propergnd the establishment of the Cohen Committee gaGr
Britain in 1945 to understand the importance ofpooate governance, which has determined long
development of the studies on this issue. Sinc&theties, however, corporate governance principles
have required to be defined again in order to qutaethe effectiveness of company direction and
control, after heavy corporate scandals all oventbrld. In Italy, in 1927 Zappa defined the firma
functioning economic coordination, established airécted in order to satisfy human needs. See
Zappa G. 1927, Tendenze nuove negli studi di ragianlstituto Editoriale Scientifico, Milan, p. 30

2 The analysis of company-stakeholder relationshif @nnected conditions of effectiveness is
not true; however, its re-examination is quite nécand it is realised by means of a new approach
based on harmonious governance, social and envaorairesponsibility, communication, intangible
assets and links with the management control system
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Particularly, progressive development of companstesys, market globalisation and increasing
lack of ethics have more and more stressed the toeegtover a global vision that puts emphasis on
the importance of company-stakeholder relationstspiing off the connections among expectations,
decisions and actions that determine together trpocate evolution. See Salvioni D.M. 2004,
Efficacia aziendale, processi di governo e risarsmateriali, in Salvioni D.M. (ed.)Corporate
governance, controllo di gestione e risorse immaterFrancoAngeli, Milano, pp. 12-13.

3 Institutional communication is oriented to manageroval as regards how corporate governance
is exercised and with reference to consequent esimngocial and environmental performance. This
form of communication concerns the company on thelgvand it can satisfy all stakeholders’ needs
of information, if it is properly divulged.

“As regards Spain, the first recommendations on aratp governance communication were
contained in the Aldama Report (the code of beattimes published in 2003) and considered only
the contents of the corporate governance report2dA4, the Spanish exchange commission
(Comisién Nacional del Mercado de Valores) intrastl@ mandatory format, composed of tables to
be filled in and questions to be answered. The mtamg format should guarantee complete reporting,
because lack of information would be noticed ewembxpert readers.

In Italy, as well as in Spain, recommendations onpgrate governance communication have
become more intensive in time, from 2002 to 2004 fiist, Borsa Italiana SpA (the ltalian Stock
Exchange) strengthened its initial recommendatiafter that, Assonime and Emittenti Titoli (who
represent ltalian stock companies) have enricherhthintroducing also summarising tables in order
to better the comparability of listed companies’pmrate governance reports.

® The ‘document de référence’, published by Frenahpamies at the end of the year, contains all
economic, accounting and legal information on tidiems.

The ‘proxy statement’ is the document — publishgdJl$ firms and transmitted to the Securities
and Exchange Commission too — by means of whichebbtders are informed, convened for the
general meeting and solicited to vote. The proxteshent contains information on the board of
directors’ structure, but it neglects the actidtactually realised in the year.

® German listed companies must declare in a sepst@tiement the degree of compliance with the
code of best practices. The company annual repudt the website include few details on the
corporate governance system.

In Japan, the code of best practices affirms tramespy and completeness of disclosure, but it
doesn't stress the role of corporate governanceraamcation. No declaration is required to listed
companies as concerns corporate governance.

" The typical functions of internal committees airnplement the board of directors’ decisions
(executive committee); to formulate nomination pregls and to verify independence and integrity of
candidates and directors (nomination committeefieloeate the most effective remuneration system
and to propose compensations (remuneration conw)jitte assist the board in projecting and
implementing the internal control system (audit aattee). Other consultative and proposing tasks
can be assigned to these committees or to ottmesitionally established: for example, a committee
charged with responsibilities of supervision on élxercise of corporate governance, or entruste wit
studying, realising and verifying the company sgis.

8 It's important to underline that the interest ororate governance issues in the United States has
been awaken by the Enron scandal.

° The best practices of corporate governance recowiniisted companies to appoint a lead
independent director when the chairman of the b&mah executive director. The lead independent
director is an independent member of the board whwst coordinate the activities of all the
independent directors and promote a constructiaioglie with the executive directors.

10 The companies with a two-tier system — introduice8003 by the Italian law — should divulge
information on the supervisory board.
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1 The choice depends on the relevance recognisedntpansation issues, since the remuneration
system is often considered as useful to align tbrst private interests with the shareholders’
purposes of value creation. Anyway, expository césishould take in account the evident integration
of this topic with other details that are publistiedhe corporate governance report or in the fongn
report, in order to obtain complete and coordimafigrmation on remuneration issues

12 See: Fiori G., Tiscini R. (ed.) 200%orporate governance, regolamentazione contabile e
trasparenza dell'informazione aziendalé&rancoAngeli, Milan, pp. 100-126; Melis A. 1999,
Corporate governance. Un'analisi empirica della faitaliana in un’ottica europeaGiappichelli,
Turin; Charkham J.P. 199&eeping good company. A study of corporate goveraain five
countries Oxford University Press, Oxford.

13 The French share belongs indirectly to Eléctridiéé-rance (through WGRM, totally controlled).

14 Chubu is reforming its corporate governance sysMatlifications should concern: the board of
directors composition; the introduction of an adwsboard to support the president; appointment
procedures; separation of powers between direetodsofficers; mutual young personnel exchange
between companies inside the Group.

15 |n the tables, the existence of information isiaited by an ‘x’. The order of countries depend on
the existence and intensity of recommendationsasparate governance reporting: at first, Italy and
Spain, then France, Great Britain and the US, aradly Germany and Japan.

16 Elgctricité de France states that none of itscttirs has been convicted of fraud or declared
bankrupt in the past five years.

17 The lack of information can be justified only witaference to implicit aspects of the corporate
governance system adopted by a company. For exaRWIE& doesn’'t underline that members of its
management board are executive directors, bechissis bbvious.

18 According to the request of their stock exchangeisish Energy Group and Aquila refer to their
websites as concerns committee charters.

19 Some companies publish details on composition taslis of the ethics committee, the EHS
committee, the nuclear power committee and thenfire disclosure committee.

201 Iberdrola there is only a committee for bothmiation and remuneration.

21 According to the agreement signed by the two msi@reholders, Edison’s board of directors
has twelve members. The Italian shareholder Mgidbints six directors (one of whom independent),
as well as the French shareholder Eléctricité @mde, through WGRM. The same ratio is valid to
appoint the committee members. Moreover, Meldi agpahe chairman and Eléctricité de France
appoints the executive director and CEO.

22 In tables concerning board committees, italic tigoased in case of details the search of which
depends on the existence of the committee itself.

2 According to the shareholders’ agreement, eadhetwo major shareholders appoints one full
member and one alternate; the other members aéndpg on the basis of lists proposed by minority
shareholders. The chairman is chosen by the mhpmebolders between the two full members they
have appointed.

241n the German system, the audit committee is apipdiinside the supervisory board.

% For instance, the following limitations are spiifin several internal dealing codes:

- block periods: the periods in which directors ananagers can’t buy and sell company’s shares
and certificates; these periods usually cover thes dmmediately before the disclosure of quarter
and annual results;
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- monetary limits: the global or individual valuéteansactions that obliges the company to inform

the market.

Limits are normally introduced by the national texchanges, but companies can apply them in a
stronger way in the interest of the stakeholders.

26 Also the Italian guidelines promoted by Assonime &mittenti Titoli refers to the notes to the
financial statements for details, if the compangsiders them useful.

27 According to the most common practice, non-exeeutind independent directors receive no
variable compensation, to avoid that they couldeha\spur to intentionally intervene in operational
management.

With reference to Eléctricité de France, it is rating that the company underlines the prohibition
to pay variable compensation to the directors appdi by the French State and by the employee
shareholders.
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