Governance and Ethics
Governance Exercises Week Two

1) The following is a description of three board members of Top Tech Inc.:
CEO and Executive Director
· $20,000,000 salary
· $5,000,000 bonus if Top Tech Inc.’s annual EPS growth is >10%
· $200,000 director compensation
Non-Executive Director
· $200,000 director compensation
· $6,500,000 salary as CFO of Western Ventures Corp.
Non-Executive Director
· $200,000 director compensation
· $10,000,000 salary as COO of Eastern Horizons Corp.
· Eastern Horizons Corp. receives 20% of annual revenues from a contract with Top Tech Inc.

a) What is the motivation from director compensation?
b) What is the motivation from annual salary?
c) What is the motivation from annual bonus?
d) How do these forms of compensation create a conflict of interest on the part of executive directors?
e) Which directors are independent of the company?
f) Why does good governance require independent non-executive directors?
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2) Under a principles-based governance system, the concept of “comply or explain” means that a listed company is not required to follow all code regulations as long as the company explains the reasons for non-compliance.  In this structure, the market, rather than the law, evaluates a company’s actions regarding governance.  In what way would the market communicate its evaluation, whether favorable or unfavorable?
