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Corporate Govermance & EthIcs

Censiderations:

The role of Independent directors.
Outside and Intermal auditors.
Einancial reperting.

Investor relations.

Direct Impact en Tireasury.
s 2002 Sarpanes — Oxley Act (SOX).
s Expensing ofi stock options.
s AEP Code: ofi Ethics.




Corporate Governance

Majer concern fior large; publicly traded conmpanies

N the ULS. Issue fier foreign ewned companies omly: if
Stock Is traded in U.S.

Key parties:

Public Company. Accounting Oversight Board — createdlas a resuli of
SOX.

The New: York Stock Exchange Board: eff DIrectors.
The Securities and Exchange Commission (SEC)
Large Instituitienal Investors

State atterney’ general offices.

Independent erganizatiens; suchi asithe: Conference Board.




The Issues of Corporate
Governance

Ownership versus, Contral.
Stockhelders are the ewners/investors.
L
Ofificers (executives) control the company: Independently eff OWners.

Passive ewners/investors often; resultsiin free reign for the
management, which canileadl tor reduced sharehelder value.

The “Agency Problem™ between management and stockhelders

Corporate Governance — set of checks and nalances to protect
OWREers/investors.

Components:
s Boeard of Directors
» Independent auditors
s Regulatery agencies




Independent Directors

SOX and NYSE standards for Independenit Directors.
Increase rele and authoniy.
Tighten Definition.
Sharehelder opportunity, ter moeniter/participate 1N gevernance.
INEw: contrel/enfercement mechanisms.

Tighten Definition
= Directer must net have a “materal relatienship?.
s Must regulary meet without Management.
x Five year “coeoling off” peried.
Increase role and authoerity.
s Independent directors must comprise a majority.

= Nominating committee, compensation committee anal audit
committee comprised entirely of independent directors.




Sharenolder Participation

Sharehelders new have greater influence ever Steck option
plans.

Shareholders granted more access to key governance
Infermation, such as:

s Codes of conduct and' ethics.

s Key committee charters.

s Prompt disclesure: off Walvers for directors) & executives officers.
Centrol and Enfercement.

s CEO’s held accountalle for complying with NYSE standards and
accuracy: ol infermation.

Upside:

s Attract shareholders.

= Retain shareholders.

s Renewed nvestor confidence.




Independent Auditers

SEC prohibits auditors from:
s Tax shelterss advice.
s [egal and management advice.
a Financial software development.

SEC requires discloesure of fees paid for auditing and
consulting.

Disengagement of loeng-service audiit partners.

Companies; reguired to assess Internall contrals for financial
FEPOrting.




Public Accounting Oversignt
Beard (PCAOCB)

Created by SOX to:
a |mprove quality/transparency: of financial repoerts.
s advance corporate responsibility.
s further the puiklic interest.

SEC appeints the chairman and members.




SARBANES - OXLEY

New: regimen re:

s Auditor Oversight.

s Accountingland Reperting.
s Corporate Geveriance.

Section 302: CEO and CEOrmust personally’ certify ther acecuracy and
completeness ofi fimanciall statements;

Section 906: penalties for nencompliance.
s Up te$5 MM and 20 years in prison.

Section 404: Managers, responsible for establisning and maintaining
adeguate controls. Auditors required to report on management’s
pPerformance assessment. Significantly higher audit costs.

Sub certification:
s Helps to ensure accuracy and completeness.

= Verballor written certifications of financial information by’ those providing
it. Can include' treasury: and finance departments.

s |Important rele for financiall professionals:




Ethics

o Institutienalize treasury ethical conduct:
a Establishia code of conduct.
m Treasury poelicies and procedures.
s Treasury Ethics Training.

Code ofi Conduct to Incorporate the foellowing recommended
elements.

. Confidential” Infermation,, including bank-acceunt Infermation,
PasswWords;, ete.

- Conflicts of Interest, including acquisition of stock,
solicitation/aceceptance ol gifts, aveiding actual as well as apparent
CORTICLS.

. External Activities — sheuld net interfere with job perfermance or create
a conflict efi interest.

. Employee Conduct, including: On-the-jol — Attire, hours, personal use
of phones, email andf Interet. Personal habitsi— Gambling, alcehol;
persenal finance.

- Conformance to code.




Policies and Procedures for
Irreasuny

s Establisi responsibilities, behavior and penalties.
s Allows company: anl effective way: to Inferm: empleyees/ethers.
s Regular review recommended.
Tireasury. Ethics Training
a Most effective way ter instilll desired behaviors:
s Offfsite training, sessions. DIScuss:
Management's Concerns.
[RECENL CASES)
Hypoethetcall situatieons.
Cede off Conduct & Policies; and Procedures.
Reporting of violations:
Insider trading.
Reporting reguirements.




Investor Relations

Goeal: Achieve fair valuatieon: off conmpany s Securties.

Integrates: law compliance re: finance, communication, marketing,
Securties.

EXpectation off an IR representative: attract capital, retain
capital, restere Investor confidence, have access o) Senior
management.

Re: Conporate Governance, IR rep must advise authorities of
Infiermation determined to e Inaccurate or mis-leading.

National’ Investor Relations Institute Urges
Complete Income: statement.
Cemplete halance sheet.
Reconcile' GAAP earnings to pro-forma.
Management discussion andl analysis.




Common Stockhoelders — Legal
Rights & Privileges

Control of Company: Steckholders elect directors Wio
select management. Election| off directors: subject e
state and federal regulatiens.

Cumulative: Voeting: Goeverns nUmIBEer o Votes per
shiare ofi CommonI stock.

Proxy: Assigning stecknolder's nght to Vote to another
Inaividual:

Staggered Election off Directers: Prevents rapid
turnever of diectors.

Pre-Emptive Right: Shareholders: first rnghts off pro-
rata purchase of new stock. Done threugh a Rights
Offering or Subscription.




Expensing oft Stock Options

Treatment of steck eptions a key: ISSUe.

[How: tergive: a realistic picture of company: balanced against Use of
Stock Options as an Incentive?

Sheuld stock eptiens be treated as an expense?
INEed for ene consistent approach.

Treatment as an expense weuld bring U.S. and lnternational
dccount standards closer tegether.

SOme companies veluntarly shew: as an expense, Whlle others show.
COStS Inl feetnotes.




Pension Eund Management

Becoming moere important for Ireasury duesto “flattening.”
Treasurer responsible for management ol oversight.

Employee Retirement Income Security. Act -1974 Federal law. Legal
guidelines for a plan administratien and nvestment.

Viajor Objectives:

Ensure stakeholders receive adeguate imiformation.

Standards; of conduct for these Whermanage plans.

Adeguate funds set aside tor pay: promised: benefits:

Employees must meet minimumi reguirements; to receive benefits.

s Saleguarnd lhenefitsiwhen plans are terminated.

Sets standards for plansi to receive faveranle tax treatment and
aveld penalties.

Plan must be funded withr contributions placed 1n separate fund.
Third-party Trustee or insurance company helds the fund.




ERISA Regulations

Jointly enferced by IRS and Department of Labor.
s Title I: Employee rnghts.
s Title 11: Reguirements fior tax deferral/provisions.
a Title 111 Administration; and enfiercement.
a Title I\V: Defined benefit retirement plans.
Eiduciary Responsibilities (Standards defined 1n Sectien 404).
s Benelits; to participants and beneficiaries.
s Defraying reasonable expenses.
a Prudent Man




ERISA

Defines: Pronibited transactions/— economic transaction invelving plan
assets and “party-in-interest.” Certain transactions are exempied.
(Sanctions on Fiduciaries).

Iimpact on| Corporate Governamnce:

x Proxy votingl must e done solely in the plan participants’ interest.

s Proxy decisions; made: by plan; spenser, unless delegated to
IAVestment: manager. Spenser cannot INterfere wWith' mvestment
Managers decisions.

Reporting and Disclosure Requiremenits:
EIRGS st Beyraae it

IRS — Form 5500.
Department off Labor — Summary: Plan Description.
Pension Benefit Guaranty Coerporation — Quarterly’ and annuall reports.

Plani Participants — receive Summary Plan Description and annual
financial statement summaries.




ERISA

Nondiscrimination Rule:

a Plan cannot discriminate: in fiaver of Highly
Compensated Empleyees — thoese with a 5%
GWRErShIPI 6lf SPORSOHNG Cempany/, OF Compensation
In excess ofi $90,000.

x Minimum; Ceverage Requirements, In erder te receive
flaverakle tex: treatment.

s Ratie—Percentage Test: Percentage en non-HCE'S =
70% off HEC'S!,

s Average—Benefits Tiest: Benefits tor non-IHCE'S at least
70% off benefits to HCE'S.
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Erisa

Plan fermination:
s PBGC oversees plan termination.
> Distress Termination: PBGC takesi ever plan.
PBGC pays benefits:
Plani spensoer liable for under fiunding.

> Standard Termination: Benefits funded through
pUrchase ofi

annuities or lump sumi payments.

Administrator te give 60 days’
notice to participants and PBGC.

Subject to approval by PBGC.




Pension Plans

FORMATS:

Single — Empleyer: Established and maintained by’ corporates or
not-for-profits fer employees.

Multi-Empleyer: Subject te collective bhargaining agreements
PEtWEEen UnIens, and mere thamn ene employer.

TYPES:

s Defined Benefit Plan: Benefit payments; are defined by a formula
Pased onl fiactors such as pay. level and lengti efi Service.

Obligatien = Planfs liamnility.
Obligatien funded: by employer contrikbutienss and cumulative
earnings.

Plan’si asset value compared te ebligation can result in
Overfunding or Underfunding.




Pension Plans

Defined Contrbution’ Plan: Retirement savings vehnicle.
a Benelits) defined! by contributions te the plan and earnings:
x |ndividualfaceount for each participant.
s Participant makes investmeni decisions.
s 401(k) or 403(1)




Defined Benefit vs. Defined
Contribution

Main difference — whe) takes, investment return mnsk.
s Defined Benefit — employer hears risk.
a Defined Contribution — employee bears risk.

I a short fall:

Defined Benefit — employers must make contridutions tormake. up the
shertfialll. (Ifi excess investment earnings, employee does not receive
EXCess.)

s Defined Contrbution — employee must accept shostfall. (But, employee
KEeeps any excess.)

Other differences:

I early years, Defined Benefit Values grew: slewer than: Defined
Contrbutiens.

Rortability — Depenads on type and vesting.
s \Vesting = when employee can legally clainy benefits.

= Defined Contribution: existing asset balances and employer
contributions (sulject te vesting) moere easily portable.

s Defined Benefit: Portability subject to plan; design.




Plan Risks - Participants

Defined Contribution Plans: Participant — Directed.

Participants decided how! assets are invested. Therefore, participants
responsible for conseguences and Investments risks.

Mortality Risk: Tihe rsk that partcipant will euiliver benefits and that
retirement benefits will he imsuificient because of:

INOt setting aside enough current Inceme.
Adverse markets

Investment choices are limited.

Pooer investment selection.

Changing personal circumstances.

Defined Benefit Plans: Employer responsible fior mvestment and mortality
risk.

x PBGC additienal security.
Slight chance It will not cover 100%
s Higher paid employees might have some: corporate credit risk.




Plan Risks - Employer

Defined Contrbuiion Plans: Employers expense aligned with
contrkutiens.

Defined Benefit Plans: Employer expenses/contributions affiected hy:

s Current interest rates.
a Actuaral assumptions.
x |nvestment perfermance.
Defined Contrbution Plans:
s Employer contibuiions tied ter empleyee contrbutions and
company. proefitaiity.
s Investment and mortality’ risks are transferred to the
participants.
Defined Benefit Plans:

s Employer contrbutions cani be reducedl i asset value Is greater
than| promised payments.
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Deferred Compensation and Non-
Qualified’ Plans

Under a Qualified Plan;, employees and the employer camn experience
tax benefits. (Ex.) Pension: Plan. Profit Sharing Plan.

e qualify, must meet requirements of: Internal Revenue Code,
section 401(a):

s Bread—based empleyee participation.
s Limits onrdeferred income amounts.
s Plan cannet discriminate: in favor: of certain employees.

Non-Qualified Plans: Eliminate abeve requirements but Witheut tax
penefits.

s Company cani cheose employees; to participate.

s Empleyee can defer tax on Income, but empleyer cannot benefit
from| tax deduction.




TVpes of Plans.

A (o)

s Employee given cheice: ofi receiving current taxable income: or deferrng
taxable' amoeunt te a future date.

a Employee may divert porition off compensation to the 401(k) en a pre-
tax lhasis.

s Empleyer canimake additional contribution te the plan, usually:hased on
a matching fiermula.

408(19) o1 Tax — Deferred Annuities:
n Generally: available tor empleyees ol Not-Eor-Profits:
x Only employees make contributiens, en a pre-tax hasis.
NG empleyer contributiens.
Limits; on amount empleyee can; contribuie.
Employees have right te boerrow: money. frem; plans.

Empleyees cani withdraw! funds befere 59 ¥4 to fund certain
emergencies.




Current Develepments

Hybric: Plans;- blends of Defined Benefit plans; and Defined Contribution
plans.

Cashi Balance: Plans, — Portable.

Reports balances similar te) Defined Contribution
plans.

“Career average” calculation off payment.
Actually a Defined Benefit Plan.
Pension Equity Plans (a/k/a Retirement Benus Plans) —

Reports balances similar ter Defined Contribution
plans.

“Final pay™ calculation based onl final'compensation,
participant's age: and/or years off Service.

Eleor Plans — Two coerdinated plans: one Defined Benefit and the other
Defined Contribution.

Defined Benefit sets a floor retirement payment.

Defined Contribution Investments determine
payments. I value below: the floor, Defined
Benefit plan funds the gap.




Advantages of Hylrds

[i- employer wants te: change firom a Defined Benefit plan to, a Defined
Contibuition’ plan;, hykrds may be a goed alternative.

Goed choeice when Defined Bengefit plan;is everfiunded.

Surplus assetsi cani pre-fund employer.

Employer can contrel investment decisions.

Employer can ofiier plan with' characteristics similar te: Defined Contribution plan.

Account Balances
Portability.




Pension Management — Other
Considerations

Establishing a Pension Committee:
- Needed with Defined Benefit plans.

- Formed to manage planiand advise company: s Senior
management.

Managing the Investment Managers:
- Companies want anrlnvestment Manager who will work tie:
1) Establish ohbjectives/risk tolerance.
2.) Allecate assets.
3.) Select investment mix.
4.9 Vienitex; portielie’s progress.

- Company. must choeese and then review: Investment Manager's
PErfermance.

Understanding Tax Implications:
- In  ERISA—qgualified plans:

Fundsicontributed by employees and employers cani accumulate
on tax-deferred! hasis.

- In Defined Contribution: plans:
Employee contributions are tax-exempt.
Employer contributions are tax-deductible.




Pension Management — Other
Considerations

Appointing a Custedian:
- Good safeguard efi the pension fund assets:
- Custoedianrheldsifund assets.
- Additional services can include:
1) Securities lending.
2.) Cash management.
3.) Investment accounting.
4. Repoerting.
5.) Perfermance measurement.

Education/Advice:
- ERISA doees not require investment education/advice. However,
fiduciares must give consideration| te) relevant facts.

- Companies can' provide investment education only, without being
advisors. lnvestment advice = potential liability.
- ERISA: Considered investment advice Iif:

1.) Fee charged for investment recommendations.
2.) Advice isi primary: reasen for the investment decisions.

3.) Advice Is individualized.




The Objectives ofi Relationship
Mianagement

Access tor Credit
Access| te: Non-Credit Banking Services
Manager Costs and Quality’ ofi thie SerVICes

Meniter the Risks of the' Financial
IRstitutien: 61 RISks o the relationship

Develep a Partnership with: the: Bank




Selecting a Bank

Consplidationiinitne Industhy.

Specialization by hanks
s Mateh the specialty to your needs

'he Process
Infermal: Based onlan existing relatienship
REIZ Can narmew: the fieldf er premote Idea generaton

RER: A fermal document
Outiinesta company’s reguirements
AEP and BAI hiave standard RER formats
Beware the pitfalls




Selection of a Provider

Common Selection Criteria
Knowledge of Industiy/Business: and commitment
RESpPOomRSIVENESS
Understanding ofi company’s needs
Custemer Sernvice
Prcing
Providing| credit o consultation
Bank’s financiall strength
Commitment to an area of business
Relatienship management/technicall specialists
Custemization of Services
Develepment off new: Services
Geography: or convenience
Meeting future needs




Relationship Management
ISSUES

Consider the fellowing:

ihe Bank's Creditworthiness

= Remember CAMELS (Used by the regulators)
Capital  Adeguacy
Asset Quality,
Management Capaniiby
Earnings
Liguidity,
Sensitivity: tor Market Risk




Relationship Management
ISSUES

IHeW, many’ hank relatienships should your have?
[Depends on:

Access, to Credit.

Costs. lLarge cempanies are thending to’ fewer
relationships.

The Collection o1 Concentration; Systen you Use.
Retailers often end up with many: bank relatienships.

The Banking Requirements; ofi a Glehal BUSIness.
IHow: the: Bank fits Inte your: strategy.

Relative strengins and capanbilities off each bank.
Services Provided.



Relationship Management
ISSUES

Negoetiation: Impoertant as bank's measure relatienship profitaliliby

Pricing: Whether for leans or services, hased onrmany interdependent
faCtors

Documentation:

= Account Resoelution, usually issued! by Board off Directors.
Functions perfiermed by individuals.

Limitations; of Relationship.

Banks' have their ewn: fiermat.

Companies can have their ewn format.

s \Whether banks accept, subject to negotiation.

Signature cards. Absolute reguirement.
Tlerms and Conditions;
Sernvice Agreements. Specific ter senvice, cani e standard or customized.
Include:

Operational pelicies andl procedures,

Performance Standards,

Compensation,

Liability,

Terms and conditions.




Relationship Management
ISSUES

Audit and Contrel 1Issues that companies; have te
manage:

s Account Opening pPolicies and pProcedures
Approvals reguired.

Corperate: reselutiens.
Authorized Individuals ter centact for Services.
Authoerized signateries:
Reconcileraccounts and repoert proklems onia timely: basis
UCC Article 4= Tty (30)rdays te) report unautherized activities,
Separation ol duties.
Maintenance: off account decumentation.
Tracking unresolved discrepancies.




Relationship Management
ISSUES

Measurement and Evaluation

a Determinge Your expectations.

s Agree to senvice levels.

a Veasurewithra Report Cara:

GIVes a guantitative rating for a bamnk hased on| Sernvice
guality and respomnsivVeness.

s Veasure withra RelationshiprReview:
Eermaller infermal

Can Include senior management.
Banks will do relationship reviews.




Compensation/Account Analysis

Goeal: A successiiul relatienship based on:
s Communication and feedback.
a Clear expectations.
s Fair compensation; and pricing
|

Complete disclesure of criticall infermation.

Account Analysis:
x  An inveice with' detail o services, balances, and' credit earned.
a lerminolegy, fermat and pricing methodelegies: can Vany/.
m AEP Account Analysis: Standard.
s AEP Service Codes:. Service code families include:
Locklbox: Services
[Depository. SErVICES
Paper Disbursement Services
Generall ACH Services




Compensation/Account Analysis

ASC X12 822 Account Analysis Eermat -
s Developed as a standard format fier acceunt analysisi statemenis

sent electronically.

Terminolegy. Be familiar with:
Service Charges
Eaimings Credit
Average: LLedger Balance
Average Deposit Fleat
Reserve Reguirement Balances

Earmings Credit Rate
Commoenly: hased on 90-day: T-bill rate
Some banks; use a reserve-adjusted ECR
s Average Collected Balance

Investable Balance




Compensation/Account Analysis

Earnings Credit Calculation:

Collected Balances X (1-Reserve Requirement) X (ECR X Days in Moenth)
365

Coellected Balances Reqguired:

Monthly Senvice Charae
(ECR' X Days intMonth)r X (1 - Reserve Reguirement)
365

Balance Multiplier:

$1
(ECR X Days iniMoenth) X (1-RR)
365




Compensation Practices

Excess Collected! Balances:

= Reg Qi preventsiinterest being| paid. However, some
anks may: allow: eXcesses 10 be cared onvard.

Deficit Service Charges:
Collected either via Direct Debit or Invoeice.

Earnings Credit Calculation:
Application off ECR' canivanry amoeng bamnks.

Compensation: Basis:

Accountsican ke Individuall compensation or combined
compensation.

Consolidated Account Analysis:
Used by interstate banks.




Service Charge Comparisons.
Seftware can help.

Challenges Incluade:

» Pricing strategies vamny/ ameng hanks
s Bundied changes or unkundled charges

= Prices vary due te senvice level provided




Fees vs. Balances

Preference cam vany hank-to-hank

Wiy a company. may. fiavor Eees.

= Opportunity’ Cost based oni Investment rates,
POrFEWING rates, reserve reguirement.

a EXpense control. Can he budgeted.

Wihy: ar Bank may/ favoer Fees

a Capital Reguirements. Cam go upras deposits are
maintained.

m Fees are a recurring source of Inceme.




Fees vs. Balances

Wiy a company. may. fiavor alances:
x Unanticipated bhalances: may: help offset Service fees;

» [Leans and ether Services might be priced more
fiaveranly.

m [ess visible 1 budgeting.
5 Some lhanks may: charge less.

Wiy a hankimight favel: halances:
x Some banks want balances to fiund requirements.
» Investment returns can be enhanced.







