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The Management And Governance Score Modifies The Business Risk Profile
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Management Governance

Positive | Neutral Neutral

1. Strategic planning process 1. Board effectiveness

2. Consistency of strategy with | 2. Entrepreneurial or controlling
organizational capabilities ownership
and marketplace conditions

3. Ability to track, adjust and 3. Management culture
control execution of strategy

4. Comprehensiveness of 4. Regulatory, tax or legal
enterprise-wide risk infractions
management standards and
tolerances

5. Standards for operational 5. Communication of
performance messages

6. Management’s operational 6. Internal controls
effectiveness

7. Management’s expertise and | 7. Financial reporting and
experience transparency

8. Management’s depth and
breadth

» Scoring is evidence-based.

+ Assign a neutral score for any subfactor for which there is insufficient evidence to assign either a positive ornegatve. § T AN D ARD
« Some subfactors may receive a negative score if an enterprise fails to disclose key information. &E&POOR'S
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Management Governance

5 or More Positive
and
None Negative

None Negative

3 or More Positive
and
None Negative

None Negative

(All other combinations) 1 or More Negative

5 or More Negative 1 or More Severe
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New criteria provide a way to more transparently identify the role played by management
and governance.

O All else being equal, a ‘Weak’ management & government score would typically in a
lower rating than if the company had a‘ Fair’ score, although it could be a much greater
adjustment depending on the severity of the deficiency.

O A ‘Strong ’score could result in a higher rating among otherwise like companies.
STANDARD
&POOR'S

AEHO—E. LI L BEEHICLAH AL CERBLVEIATHoEE2LET, RATINGS SERVICES



HINFURIZET SR B (1) &FFHMh S5

1. Board
effectiveness

Negative

Board manifests a lack of independence from management
and provides insufficient oversight and scrutiny of key
enterprise risks, compensation and/or unmanaged conflicts
of interest.

(North America — Telecom)

““Board consists of 7 Directors; none are
independent... The company is a ‘controlled
company’ since one investor and daffiliates own

= more than 50% of the voting equity interest...

= The company does not have an Audit
Committee.”
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2. Entrepreneurial | Neutral

or controlling _ _
ownership Management and the board of directors have professional,

independent members who are capably engaged in risk
oversight on behalf of all stakeholders, including minority
interests. The influence of controlling shareholders is offset
by risk-aware professional management and a board that
effectively serves the interests of all stakeholders.

= (EMEA - Metals & Mining)

= “The family controls 42% of shares, xxx is

= Chairman and CEO, his son yyy is CFO. However,
: this is mitigated by the majority of the

: independent directors in the Board.”
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3. Management
culture

Negative

Management’s interests (or those of a narrow group of
stakeholders) are primary concern; dissent in executive suite
generally not tolerated, or where management incapable of
managing conflicts between stakeholder groups. Excessive
turnover can be deficiency indicator. Alternatively,
management dominates board, as demonstrated by control
exercised by the chair or CEO, or as by compensation and
incentive programs that promote outsize risk taking.

(North America - Utilities)

“...abrupt leadership changes at the company have

: heightened regulatory risk... We believe the decision to

= change the CEO immediately after his appointment was a
= foregone conclusion... management and the board have
= d journey ahead to restore their credibility ... "
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4. Regulatory, tax, | Negative
or legal

infractions

Enterprise has a history of regulatory, tax, or legal infractions
beyond an isolated episode or outside industry norms,
representing significant risk to the enterprise.

(North America - Media & Entertainment)

““The company is under criminal investigation
in the UK, and potentially the US, and faces

: potential criminal and civil litigation

: stemming from phone hacking allegations.

= We view these as significant risks to the

= company's reputation, current management,
= and client/regulatory relationships.”

......
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5. Communication
of messages

(North America - Capital Goods)

“Although we believe financial policy is relatively
conservative ... they still are not very
forthcoming with information. For instance, 2
weeks after a meeting in which they said tuck-in
acquisitions were possible, they announced a
large deal. The company also hesitant to share
Eforecasts/’
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6. Internal controls

(EMEA - Consumer Products)

“.... announced that the accounting review
was still ongoing and that it might not be

able to file its second-quarter results by Aug. =
14, 2012, ds requested by the SEC.” -
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7. Financial
reporting and
transparency

ROH AL TE#EB LU AT A LERLES,

(EMEA - Consumer Products)

“... received a qualified opinion report on its

2011 results under International Financial

Reporting Standards from auditor because of
a lack of adequate documentary evidence for

$66 million in sales transactions.”
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