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“In addition to a continued positive
evolution in the degree of compliance
with the Corporate Governance re-
commendations, it is also evident that
the present cycle of studies was able
to influence the shaping of the best
Corporate Governance practices®.

Paulo Camara
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1. Introduction

The present Report was conducted by the
Universidade Catdlica Portuguesa, for the third
consecutive year, at the request of AEM, the
Portuguese Issuers Association, having been
carried out in the scope of the CEA - Centro
de Estudos Aplicados of CATOLICA-LISBON
School of Business & Economics.

The preparation of the Report involved an
interdisciplinary team from the Faculties of
Law, Economics and Business with a wide
academic and practical experience in the field
of Corporate Governance, emerging from the
fields of Corporate Management and Law as
well as Econometrics and Statics.

The Report coordinators were the fol-
lowing Professors of the two mentioned Fa-
culties of Universidade Catdlica:

Miguel Athayde Marques
Paulo Camara, e
Leonor Modesto

who worked in close cooperation with a team
composed of the following members: Patricia
Cruz, Sofia Thibaut Trocado, Francisco Boavi-
da Salavessa, Joana Pinto Monteiro and Mari-
ana Duarte Silva.

Euronext Lisbon also contributed to the pro-
duction of this Report.

Beyond its conceptual formulation, the
present Report also involved an effort in order
to collect the necessary data regarding the
governance practices accepted and abided to
by the companies with shares listed in the
Portuguese regulated market (managed by
Euronext Lisbon Market).

Its empirical grounds rely on the detailed
record and analysis of compliance with the
Corporate Governance Code, laid out by the
Portuguese Securities Market Committee, by
the listed companies, in accordance to the
information contained in each company’s
Corporate Governance Report for the exercise
of 2012, that is, the last one published.

According to the analysis carried out on
corporate governance for the year 2010 and
2011, the present report adopts the observati-
on and analysis perspective of the capital
market investor, who generally may only ac-
cess information made public through each
issuer company’s Corporate Governance Re-
port.

Furthermore, a quite significant part of the
investment carried out in the Portuguese
Stock Exchange is currently originating from
abroad (in most recent years, the liquidity ge-
nerated in the Euronext Lisbon Stock Exchan-
ge market originating from outside Portugal
has been more than 50% of its total). As such,
nowadays the investors will naturally have an
inclination to judge the level of compliance
with the recommendations on corporate go-
vernance, by the companies, in light of the
international benchmarks with which they are
familiar.

For this reason, the study has adopted a
methodology where the level of compliance
with the recommendations on corporate go-
vernance is evaluated according to a higher
weighting for the most relevant recommenda-
tions in terms of international benchmarks
combined with a lesser weighting for those
recommendations that have little or no signifi-
cance at an international level.
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Introduction

As a result, this study breaks new ground
when compared to any other indicator of
compliance currently existing for the Portu-
guese capital market, in that:

- it is solely based on the information
any investor may access to;

- it assesses the level of compliance
with the Corporate Governance Code
recommendations applied in Portugal,
considering the international ben-
chmarks.

The contribution of the study lies as well
as in the use of two pioneer indicators, used
since this study’s first edition and maintained
in subsequent editions, that sum up the level
of compliance with the Corporate Governance
Code recommendations in Portugal, hence
allowing a collective assessment of the com-
panies listed in the Portuguese market and
corresponding categories of compliance.

These indicators take on the form of a
corporate governance index and rating which,
based on the practices reported in the 2012
corporate governance reports and for the third
consecutive year, form a benchmark element
from which it is possible to determine the pre-
sent and future evolution of the Portuguese
companies in this area.

This third edition of the Report thereby al-
lows a comparative analysis regarding the
data extracted from the 2010 and 2011 Cor-
porate Governance Reports and confirms the
increasing usefulness of the corporate gover-
nance Index and Rating as such, consolida-
ting the importance of the present study in the
context of the increasing importance of good
corporate governance practices.

© 2013, Centre of Applied Studies — CATOLICA-LISBON School of Business & Economics
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In Portugal, the issuers of shares admitted
to trading in the regulated market are subject
to the obligation of providing yearly informati-
on on the degree of compliance with the Cor-
porate Governance Code - a set of re-
commendations prepared by the Portuguese
Securities Market Commission (CMVM), under
the dispositions of the article 245-A of the Se-
curities Code and CMVM Regulation n.° 1/
2010.

In this context and at the request of AEM ,
the Portuguese Issuers Association, the Uni-
versidade Catodlica Portuguesa conducted an
independent and pioneering study on the de-
gree of compliance with the corporate gover-
nance recommendations in force in Portugal,
the present “Report on the degree of com-
pliance with Corporate Governance Re-
commendations in Portugal and production of
the Catdlica Lisbon/ AEM Corporate Gover-
nance Index and Rating” (henceforth “Re-
port”).

The subject of the present report is mani-
fold.

On one hand, it seeks to verify the degree
of compliance with the recommendations by
the listed companies, according to the infor-
mation stated in the governance reports for
the exercise of the year 2012.

On the other hand, it aims to build and
present a compliance index on corporate go-
vernance (henceforth abbreviated as “Catdlica
Lisbon / AEM Index”), weighting the different
recommendations according to their actual
relevance.

Moreover, a corporate rating is structured
to calculate the degree of compliance with the

2. Framework and Subject of the Report

Corporate Governance Code (henceforth de-
signated as “Catdlica Lisbon/ AEM Rating”).

Finally, the statistically collected data shall
be analysed in light of several variables which
may explain which factors are likely to induce
or not a higher acceptance of the referred re-
commendations of good corporate governan-
ce.

The present study comprises a total of 43
corporate issuers of securities admitted to
trading in the regulated market, until the 31st
December of 2012, which include, among
others, all the companies that form the PSI 20
Index.

The list of selected companies is shown in
Annex A.

The present study only refers to compa-
nies under the Portuguese Law, except for
EDP Renovaveis, S.A., which despite being a
company incorporated by the Spanish Law, is
listed in the Portuguese regulated market and
is therefore subject to CMVM recommenda-
tions.

As a final criterion for the selection of the
companies to be analysed, we excluded from
the present study those whose exercise does
not match the calendar year.

As previously stated in the Introduction
chapter, the study takes on the perspective of
the capital market investors.

As such and as developed in previous
years, the study is solely based on the detai-
led analysis of the information publicly disclo-
sed and exclusively contained in the yearly
Corporate Governance Reports prepared by
the mentioned companies, without having en-
gaged in any direct or indirect contact.
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The same perspective and method are
continued in this edition in order to, on one
hand, ensure fairness and equal treatment
among issuers and, on the other hand, to
allow consistency when comparing historical
data.

Another methodological approach that
should be clarified concerns the interpretati-
on of the recommendations contained in the
Corporate Governance Code.

Here, the Report follows a strict reading
of the recommendatory texts, refraining from
any corrective interpretation thereof.

This is shown, in particular, in the case of
the independence criteria for members of the
board, following for the purpose the criteria
set out in n.° 5 of article 414 of the Corporate
Code to which CMVM refers, in the annex to
regulation n.® 1/2010.

Otherwise stated, it is not for this Report
to develop or elaborate new criteria concer-
ning the concept of independence of the
members of the Governing Bodies, being
bound to the criterion imposed by the regu-
lator concerning the application of the Cor-
porate Code.

The respect for the rule of comply or ex-
plain was a key principle for the assessment
of compliance or non-compliance with
CMVM recommendations by the target com-
panies and to that extent the explanation
(explain) provided by the company in relation
to each recommendation.

Framework and Subject of the Report

The statements that while expressing a
non-compliance with the recommendations
in question explicitly presented alternative
and duly justified solutions, considered as
functionally equivalent to the implicit objecti-
ve of each recommendation, were object of
valuation equivalent to a comply.

However, the explanation provided may
only conduce to a result equivalent to com-
pliance if the objectives of the recommenda-
tory statement prove to be fulfilled.

Upon the analysis of each explanation,
the following factors are considered:

i) the singularities of the context invoked
by the company;

i) the nature and strength of the grounds
presented by the company for the non-
compliance;

i) the temporary or permanent nature of
the non-compliance; and

iv) the measures adopted as alternative
to the compliance or to mitigate the non-
compliance effect.

In order to fulfil the objectives set out,
this report is structured so as to provide a
detailed indication on the grounds, objective
and method of the Lisbon/AEM Catolica In-
dex and Rating of Corporate Governance
(Chapter 3).

Data on the degree of compliance with
corporate governance in Portugal for the
year 2012 (chapter 4) is subsequently delive-
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Framework and Subject of the Report

red, as well as the production of the Catdlica
Lisbon/AEM Index (chapter 5), followed by the
documentation on the relations between the
corporate governance Index and the different
characteristics of the companies under
analysis (chapter 6).

The Report closes with some final
comments (chapter 7).
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3. Catolica Lisbon/AEM
Corporate Governance Index and Rating

3.1, Background and Objective

In Europe, the recommendatory codes for
good corporate governance are the basis for
the annual reports on Corporate Governance
for Issuers of shares traded in the regulated
markets.

This is a result of the Directive 2006/46/
CE, of the European Parliament and Council,
of 14th June 2006.

Portugal is not an exception in this area. In
Portugal, the listed companies must prepare a
report with the complete description of their
governing structure on a yearly basis.

This Report refers to the Corporate Gover-
nance Code approved by CMVM, pursuant to
article 245-A of the Securities Code and com-
plemented by CMVM Regulation n.° 1/2010.

It should be noted that throughout 2013,
two relevant events took place in the context
of the national corporate governance which
have not however generated any impact on
this report.

In January of 2013 and for the first time, a
private initiative corporate governance code
was approved: the Corporate Governance
Code of the Portuguese Corporate Governan-
ce Institute (IPCQG).

Nevertheless, the companies will be called
upon to decide between the adoption of the
IPCG Code or the CMVM Corporate Gover-
nance Code only for the exercise of 2013.

Furthermore, CMVM has underway a draft
revision of its own Corporate Governance Co-

de and Regulation n.° 1/2010, which comple-
ments it.

A public consultation took place in March
of 2013, for the discussion of the projected
amendments (Public Consultation Process n.°
2/2013 of CMVM).

However and considering the reference
date for this report — 31st December of 2013,
the regulatory process regarding the changes
to the Corporate Code and CMVM Regulation
n.° 1/2010 were not yet conclude.

As such, the present study is based on the
2010 Corporate Governance Code in force on
the date of the economic exercise held as re-
ference.

In this context, and according to the 2010
CMVM Corporate Governance Code, the lis-
ted companies should inform on the degree of
compliance with the recommendations con-
tained in the Corporate Governance Code
(comply) as well as explain the grounds for a
non-compliance with the recommendations
(explain).

This information model (comply or ex-
plain), of British origin, is nowadays imposed
at a European level, and as previously refer-
red, presents itself as a mechanism which
combines the mandatory provision of informa-
tion on each company’s corporate governance
with a facilitating component regarding the
choices that each company may make in this
regard.

In Portugal, the supervisory authority
(CMVM) has taken on the task of monitoring
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Catolica Lisbon/AEM Corporate Governance Index and Rating

the content of the mentioned Corporate Gover-
nance Reports.

However, according to European Law, the
governance codes do not necessarily undergo
a public scrutiny as to the respective degree of
compliance.

In fact, the trend is quite contrary.

Due to the recommendatory nature of the
information stated in the corporate governance
codes, the administrative authority’s monitoring
model in force in Portugal is unlike any other
existing in most European Union State-Mem-
bers.

In these terms, the objective is to firstly
enable a private and independent assessment
on the degree of compliance with the Corporate
Governance Code.

This objective is based on the premise, just
stated, that the supervision of the mentioned
reports may be carried out by private entities
according to both national Law as well as Euro-
pean Law.

In this context, it should be stressed that
the eminently private supervision of corporate
governance has legislative expression in the
fact that it is each listed company’s supervisory
board’s function to verify the completeness of
the information contained in the annual corpo-
rate governance reports. (cf. article 420, no. 5
and 451, n.° 4, of the CSC - Commercial Com-
panies Code).

Furthermore, private monitoring brings forth
advantages when compared to the exercise of
compliance verification carried out by the su-
pervisory entities, making it possible to avoid,
for instance, the confusion between governan-
ce and compliance, which tends to occur in
public monitoring.

In this sense, we may also present the Eu-
ropean Company Law Experts' Response to the
European Commission’s Green Paper- 'The EU
Corporate Governance Framework' (July 2011,
page 23).

On the other hand, one of the most relevant
features of each corporate governance code
has to do with its length.

In its original version, dated back from
1999, the CMVM Recommendations were but
13 recommendatory mentions.

It so follows that from 1999 until the present
date, several legislative changes took place
bearing a direct impact on corporate governan-
ce, in general, and on listed companies’ corpo-
rate governance, in particular.

To be noted, namely:

- the changes to the Commercial Compa-
nies Code brought forth by the Decree-Law
n.° 76-A/2006, of 29th March (with implica-
tions particularly in the context of fiduciary
duties for members of the governing bodies
and corporate governance models);

-Law n.° 28/2009, of 19th June (under
appraisal by the General Assembly, on the
statement of remuneration policies);

- transposition of Directive n.° 2007/36/CE,
of the European Parliament and Council, of
the 11th July, (regarding the exercise of cer-
tain listed companies shareholders’ rights),
promoted by the Decree-Law n.° 49/2010, of
19th May;

- and the Decree-Law n.° 88/2011, of 20th
July (on the remuneration policy of credit insti-
tutions).
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Catolica Lisbon/AEM Corporate Governance Index and Rating

As a whole, these regulations - herein re-
ferred only as examples — have led to a consi-
derable increase in duties related to corporate
governance for the Portuguese companies in
general, and listed companies most particularly.

It would be expected that the high number
of recent legislative reforms could have deter-
mined some stabilisation to the recommenda-
tory texts or possibly a reduction.

Nevertheless, the opposite occurred.

Over the course of the successive revisions
to the Corporate Governance Code, there was
a significant addition of recommendations
which gave way to a multiplication of its original
length.

In the original version, as mentioned, there
were 13 recommendations.

Presently, the Code includes 54 recommen-
dations.

Among the existing recommendations, the
Code also includes several multiple ones - (in
particular, the recommendation 11.1.5.1 regar-
ding remuneration) — which means that the ac-
tual number of recommendations largely ex-
ceeds the six dozens.

As previously referred, the present Report
was prepared at the request of AEM also in
response to the framework just described.

For this reason, a further underlying objecti-
ve of the present Report is to determine
whether the recommendatory density currently
existing in Portugal has a match in other juris-
dictions of reference and whether the compa-
nies, object of the study, comply at a greater or
lesser degree with the recommendations rele-
vant in different selected jurisdictions.

Naturally, the considerations over the rele-
vance of the recommendations are neither ran-
dom nor discretionary.

They are rather the result of the application
of a matching criterion with reference to inter-
national legal texts, according to the method
thoroughly described below.

An additional and key objective of the pre-
sent Report is to provide an exact and well-ti-
med assessment on the degree of compliance
with the national corporate governance re-
commendations in order to avoid a time lag
between the disclosure of the corporate gover-
nance reports by the companies and their
analysis under the dispositions of the Corporate
Governance Code currently in force.

In fact, the assessment that has been con-
ducted by CMVM, through preparing a yearly
analytical report on the degree of compliance
with the recommendations of the Code by the
Portuguese listed companies — report that is
made public — has revealed a systemic delay.

For the 2008 to 2010 Reports, this delay
exceeded, on average, a year over the disclo-
sure of the examined reports.

As such:

- the results concerning the year of 2008

were released on the 27th April of 2010;

-the CMVM Annual Report on Corporate
Governance for Listed Companies, referring to
the 2009 annual corporate governance state-
ments, was presented on the 19th May of
2011;

- CMVM’s 2010 Annual Report on listed
companies’ corporate governance was made
available on the 31st July of 2012.

In its most recent Report, CMVM now re-
veals a greater concern to reduce this delay
which may prove itself another positive effect
determined by this Catolica/AEM reporting
cycle.
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Catolica Lisbon/AEM Corporate Governance Index and Rating

In fact, the 2011 Annual Report on listed
companies’ corporate governance was relea-
sed on the 27th December of 2012.

The mentioned delay creates a time lag
between the disclosure of the companies’ do-
cuments and their interconnection in the ge-
neral landscape of the national listed busi-
ness.

And it is not only a matter of a statistical
delay most importantly, the ability of the su-
pervisory entity to influence, in due time, the
shaping of the governance practices of the
listed companies is also affected.

This delay also generates some unfairness
in the sense that when CMVM'’s report is dis-
closed, companies are preparing or have alre-
ady submitted new annual statements regar-
ding their governance practices, and have
possibly already corrected the deviations to
the recommendations that are publicly pointed
out.

For this very same reason, being histori-
cally dated, the use of the reports by the in-
vestors is consequently lower.

This situation is further compounded by
the two-year pace amendments to the re-
commendations: in odd-numbered years a
reformulation of the recommendations is cus-
tomary - it so happened in 2001, 2003, 2005,
2007 and 2010.

And in 2013, as pointed out, CMVM re-
commendations are, once more, under revisi-
on.

As a result of the mobility — and constant
development of length — of the recommenda-
tory texts, the framework in force no longer
corresponds to the supervisory authority’s as-
sessment of the disclosed reports.

In addition to the above mentioned, there
was the absence, felt in Portugal, of an Index
that might summarise the level of compliance
with the corporate governance recommenda-
tions granting a greater weighting to the most
relevant recommendations and a lower or null
weighting to those with less significance in
terms of international benchmarks and priori-
ties of the wide investors’ community.

This background brings forth pertinence
and opportunity to the development of a data
collection survey which should take place in
the very same year the reports are disclosed,
so as to amplify the informational and shaping
functions that these studies provide.
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Catolica Lisbon/AEM Corporate Governance Index and Rating

3.2. Method for the Production of the Index

The method used for the production of the
Index is a result, as previously mentioned, of a
careful analysis of different international ben-
chmarks.

For this purpose, the following internatio-
nal texts were used in matters of corporate
governance:

() the recommendations and regula-
tions arising from European Law;

(i) the OECD principles on Corporate
Governance;

(i) the UK Corporate Governance Co-
de.

We hereinafter explain the reasons for the
selection of the mentioned documents as re-
levant indicators of corporate governance re-
commendations.

The recommendations and regulations ari-
sing from the European Law were taken into
account for they are a necessary reference to
the Portuguese Law.

The relevance of the OECD Principles on
Corporate Governance (dated from 1999 and
revised in 2004) is due to its unique global
purpose.

Finally, the United Kingdom Corporate Go-
vernance Code, (considering its 2010 version
and not that released in September of 2012,
which only applies to periods after the 30th
September of 2012) was also considered, due
to its unique pioneering approach in global
terms and for unquestionably being the most
influent.

Once identified the above-mentioned ben-
chmarks, the adequacy of the recommenda-
tory body to the national code was also veri-
fied.

An assessment was thus carried out re-
garding the matching degree of the Portugue-
se normative content with the referred interna-
tional benchmarks.

This analysis revealed that most of the re-
commendations do mirror the international
texts although some others do not present
any correspondence.

So being, a careful weighting of the natio-
nal recommendations was carried out since it
became evident that not all of them have a
prominent and harmonised relevance.

The Catdlica Lisbon/AEM Index arises
from the consideration of each recommenda-
tion according to their correlation with the in-
ternational benchmarks, as further explained
below:

- a maximum relevance was recognised to
those recommendations which demonstrate
a total match with the selected international
benchmarks;

- a mean relevance was given to those re-
commendations that match two of the selec-
ted international benchmarks;

-a minimum relevance was granted to
those recommendations that correspond to
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Corporate Governance in Portugal in 2012

| 10



Catolica Lisbon/AEM Corporate Governance Index and Rating

only one of the selected international ben-
chmarks;

- a null relevance was granted to those re-
commendations that do not match any of the
selected international benchmarks.

To be noted that the concept of correspon-
dance among recommendations herein used
does not require a complete match of the re-
commendatory content but does imply equiva-
lence in the essential elements of the compared
recommendations.

From the comparative analysis conducted,
16 recommendations bear a null relevance, 9
with a minimum relevance, 14 with a mean rele-
vance and 12 with high relevance. To be noted
that recommendations 1.2.1, 1.2.2 and I.1.5.7
were not considered for this comparison for
they are no longer in force and thus presenting
a null relevance.

On the other hand, the sub-recommenda-
tions in recommendations with multiple content,
though subject to an individual analysis as ex-
plained further ahead, were taken into account
for this exclusive purpose as a whole.

We highlight that the high number of re-
commendations without any international cor-
respondence is, on its own, a revealing and
concerning indicator, in that it shows an exces-
sive recommendatory gold plating phenomenon
— that is, the addition of an important number of
domestic recommendations unparalleled in the
international legal systems.

It is revealing, in this regard - in an implicit
recognition of the validity of the observation
stated in previous years - that in the Public
Consultation process n.° 2/2013 CMVM an-
nounces its intention to reduce the number of

recommendations contained in its Corporate
Governance Code.

In the context of the aforementioned public
consultation process, it should be noted that
among the recommendations CMVM proposes
to suppress we find 12 recommendations with a
null relevance (according to the previously pre-
sented criterion) and an additional 4 with a mi-
nimum relevance.

Our Report is also concerned with the
application of an analytical criterion as to the
degree of compliance with the recommenda-
tions on corporate governance. It is therefore
noteworthy that for the specific case of re-
commendations with multiple content, a
weighting of each sub-recommendation contai-
ned therein was carried out.

As an example, the recommendation
I1.1.5.1, applicable to the remuneration policy,
was split into 8 sub-recommendations and the
benchmarking analysed each one in order to
determine an adequate weighting of the re-
commendation as a whole.

In turn, and in order to imprint greater gra-
nularity to the study, the present edition carried
out a disaggregated analysis of 11 other re-
commendations with multiple content, thus al-
lowing an analysis enhancement and refine-
ment over the degree of compliance with the
recommendations contained in the Corporate
Governance Code.

This methodological refinement in the report
enables a better translation of the governance
practices actually followed by the companies,
generating, however, some difficulty in the inter-
temporal comparison of results.

In this regard, it is important to note that in
the Public Consultation Process n.° 2/2013,
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Catolica Lisbon/AEM Corporate Governance Index and Rating

CMVM stated its intention to proceed to the
split of some more extensive and multiple con-
tent recommendations into individual re-
commendations in the future redesign of the
Corporate Governance Code.

This Report does not aim to analyse com-
pliance with the mandatory legal regulations but
does rather deal with the acceptance of re-
commendations.

Therefore, it is of great importance to clarify
that the acceptance of these recommendations
is utterly optional and furthermore, that the cor-
porate decision not to comply with some of the
Corporate Governance Code recommendations
is entirely lawful.

For this reason, it was sought to recover, in
its essence and truth, the respect for the rule of
comply or explain.

And to this extent, the statements in the
present study which, although expressing a
non-compliance with the recommendations in
question, explicitly presented alternative and
duly justified solutions considered as functio-
nally equivalent to the implicit objective of each
of the referred recommendations were subject
to a valuation equivalent to a Comply.

With this purpose, when analysing the
companies’ Corporate Governance Reports,
the explanations presented to justify the non-
compliance with a particular recommendation
were markedly valued.

As an example, among several explana-
tions, we took into consideration the following:

- Recommendation 1.3.3.: companies who
justify the non-matching of one vote per sha-
re, explaining that in the case of non-existing
voting caps, the smaller shareholders may
gather to exercise their voting right;

Corporate Governance in Portugal in 2012

- Recommendation 11.1.5.2.: companies that
have opted out benchmarking with other cor-
porate groups as a parameter for setting the
remuneration policy (which in itself can contri-
bute to a worsening of the remuneration be-
nefits) and disclose the information publicly;

- Recommendation 11.2.5.: companies that
state not having a rigid and abstract policy of
portfolio rotation in the Board of Directors, but
report a structured mechanism for the selecti-
on and allocation of responsibilities;

- Recommendation 11.5.1.: companies which
decide not to create specific committees for
certain matters, justifying it as unnecessary
and inadequate due to its small dimension.

The production method used for this re-
port’s chosen Index bears a great analytical
character regarding the degree of compliance
with the recommendations.

As such, it enables the identification of the
companies that accept a greater number of the
most relevant international corporate governan-
ce recommendations.

Lastly, we should also refer that the Index is
not represented in terms of percentage for a
more reliable correspondence with the logic of
comply or explain.

In addition, a percentage would be closer to
the mechanical measuring of compliance and
box-ticking, which is herein deliberately avoi-
ded.
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Catolica Lisbon/AEM Corporate Governance Index and Rating

3.3. Method for the Assignment of the
Corporate Governance Rating

In order to complement the presentation of
the Catdlica Lisbon/AEM Index, the same root
method was used in the creation of a corpora-
te governance rating matrix, bringing this ra-
ting to the statistical class to which each com-
pany belongs when considering their obser-
vance with the recommendations.

3.4. Comparability of Results

The method used in the preparation of
this report’s third edition has remained un-
changed relatively to the previous edition,
therefore allowing a comparability of the re-
sults obtained so as to gradually enrich the
analysis with the extraction of additional data,
as for instance, by recording evolutions,
trends and other dynamics.

It is usual to alert to the fact that empirical
multiannual observations concerning the de-
gree of adhesion to the corporate governance
recommendations suffer fluctuations along

Corporate Governance in Portugal in 2012

As is the case with the companies’ indivi-
dual results, the individual corporate gover-
nance rating assessment is not disclosed by
AEM, it is instead communicated to its mem-

bers individually.

time which are a result of the frequent regula-
tory amendments taking place in the field of
governance.

In the case of the present report, however,
there are no legal or recommendatory
amendments that might impair a direct com-
parison with last year’s results.
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4. Analysis on the Degree of Compliance
with Corporate Governance
Recommendations in Portugal in 2012

The present chapter analyses the respecti-
ve degree of compliance for each of the most
significant corporate governance recommen-
dations in Portugal by the companies listed in
the Stock Exchange (Euronext Lisbon) on the
31st December of 2012.

For this purpose, we have considered as
most relevant the recommendations with a
maximum and mean relevance (see Chapter
2).

As aforementioned (see chapter 2), the
companies chosen for the study are those un-
der the Portuguese Law (except for EDP Re-
novaveis) which are listed in the Portuguese
regulated market defined as Euronext Lisbon,
run by Euronext Lisbon - Sociedade Gestora
de Mercados Regulamentados, S.A., and, the-
refore subject to CMVM'’s recommendations.

The degree of compliance with each re-
commendation considered was analysed
among the companies that integrate the PSI
20 Index and the companies which are not
part of this Index.

Corporate Governance in Portugal in 2012

The results are shown in Table 4.1.

We may note that the degree of complian-
ce by the Portuguese companies with the
most relevant recommendations contained in
the Corporate Governance Code was very si-
gnificant.

We further conclude that, in general, this
compliance is in fact higher in the PSI 20 In-
dex Companies.

Hereupon, the results obtained for each of
the most relevant recommendations are exa-
mined and when possible compared with the
results obtained for 2012 and 2011.
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Table 4.1
Percentage of compliance with the corporate governance recommendations in 2012

Percentage of companies

Page 1 in compliance

. All
Recommendations companies
Voting and 1.3.1 Vote by 100,0% 100,0%  100,0%
Exercising voting correspondence
rights
Measures on the 1.6.1 Measures aiming to 85,7% 77,8% 91,7%

control of prevent successful
companies takeover bids

1.6.2 Free transferability of 100,0% 100,0% 100,0%

shares
Managing and Structure and II.1.1.1 Assessment of the 100,0% 100,0% 100,0%
Supervisory duties corporate model
Bodies adopted
I1.1.1.2
(i) Implementation of 95,3% 100,0% 91,7%

internal control
systems and risk
management systems
(ii) Components to be 74,4% 84,2% 66,7%
integrated in the
internal control and
risk management
systems

I1.1.1.3 Assessment of the 88,4% 94,7% 83,3%
functioning of the
internal control and
risk management

systems
1.1.1.4
(i) Identify economic, 97,7% 100,0% 95,8%
financial and legal
risks
(ii) Describe the 88,4% 100,0% 79,2%

performance and
efficiency of the risk
management system
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Table 4.1
Percentage of compliance with the corporate governance recommendations in 2012

Percentage of companies

Page 2 in compliance

: All
Recommendations companies

Managing and Structure and I.1.1.5
Supervisory duties
bodies

(i) Operating regulations 79,1% 94,7% 66,7%
for the Managing
Board

(ii) Disclosure of the 74,4% 89,5% 62,5%
Managing Board’s
regulation in the
Internet

(iii) Operating regulations 81,4% 94,7% 70,8%
for the Supervisory
Board

(iv) Disclosure of the 76,7% 89,5% 66,7%
Supervisory Board’s
regulations in the

Internet
Incompatibility and 11.1.2.1 Number of non- 85,7% 94,4% 83,3%
Independence executive members
I1.11.2.2 Independent 38,1% 61,1% 25,0%
Directors
11.1.2.3 Assessment of 77,5% 72,2% 81,8%
independence
Eligibility and 11.1.3.1 Independence of the 90,7% 89,5% 91,7%
appointment Chair of the
criteria Supervisory Board,

Auditing and Financial
Committees

11.1.3.2 Selection of non- 45,2% 66,7% 29,2%
executive Directors
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Table 4.1

Percentage of compliance with the corporate governance recommendations in 2012 Percentage of companies

Page 3 in compliance

All

Recommendations companies

Managing and Policy on the
Supervisory reporting of
bodies irregularities 1I.1.4.1
(i) Internal 86,0% 94,7% 79,2%
communication

(ii) Treatment of 83,7% 94,7% 75,0%
communications

Remuneration 11.1.5.1

() Remuneration of 68,3% 83,3% 56,5%
Directors with
executive duties

(vi) Variable remuneration 71,4% 100,0%  33,0%
schemes

(viii No compensation in a 30,2% 52,6% 12,5%
Director’s dismissal
without due cause

(vii) Remuneration of the 92,3% 88,9% 95,2%
non-executive
members
11.1.5.4
(i) Approval in the 91,7% 100,0%  80,0%

General Meeting of
plans for the share
allocation plan and/or
share purchase option
plan
(ii) Proposal must contain 100,0% 100,0% 100,0%
all the necessary
elements for a correct
assessment of the plan
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Table 4.1
Percentage of compliance with the corporate governance recommendations in 2012

Percentage of companies

Page 4 in compliance

. All
Recommendations companies
\VERELILEE Ml Remuneration (iii) The proposal must 100,0%  100,0%  100,0%
Supervisory contain the plan’s
bodies regulations
(iv) GM approval of 90,9% 100,0% 83,3%

retirement benefits
for members of the
Managing,
Supervisory and
remaining directors
11.1.5.6 One representative of 90,5% 94,7% 87,0%
the remuneration
Committee in the GM

Board of Directors 11.2.1 Delegation of powers 85,7% 83,3% 87,5%

1.2.2

(i) Non-delegation of 85,7% 83,3% 87,5%
powers in the
definition of the
company’s strategy
and general policies

(ii) Non-delegation of the 90,5% 83,3% 95,8%
definition of the
group’s corporate
structure

(i) Non-delegation of 83,3% 77,8% 87,5%

strategic decisions

11.2.3 Ensure information 100,0% 100,0% 100,0%
and independence of
the non-executive

members
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Table 4.1
Percentage of compliance with the corporate governance recommendations in 2012

Percentage of companies
Page 5

in compliance

All

Recommendations companies

Managing and Specialised 11.5.1
Supervisory Committees

(i) Creation of 79,1% 73,7% 83,3%
specialised
committees for the
assessment of
executive Directors’
performance

(i)  Creation of 83,7% 84,2% 83,3%
specialised
committees to for the
assessment of the
governance model
adopted

(iii) Creation of 74,4% 68,4% 79,2%
specialised
committees to
identify potential
candidates for a
director’s position

11.5.2 Independence and 71,1% 64,3% 75,0%

duties of the
Remuneration
Committee members

11.5.3 Preventing conflicts 95,3% 100,0% 91,7%

of interest
Nl LK 111« Bl General Disclosure |I.1.1 Principle of equality 97,7% 100,0% 95,8%
Duties for shareholders and

equal access to
information
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Table 4.1

Percentage of compliance with the corporate governance recommendations in 2012 Percentage of companies

Page 6 in compliance

: All
Recommendations H

Information and EeWE el ll.1.4 Duties of External 86,0% 89,5% 83,3%
auditing Disclosure Duties Auditor

l1.1.5 Limits to the relations 81,4% 89,5% 75,0%
with External Auditor

Key for the following pages

100%
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

4.1, Recommendations regarding the General Meeting

Voting by Correspondence (1.3.1)

The total number of listed companies welcomes the recommendation that prohibits limits to the

exercise of voting by correspondence.

In 2011, the corresponding percentage was also 100%, both for the companies in the PSI 20
Index and the remaining ones. Nevertheless, we record an improvement when comparing to
2010 when the compliance for all the companies was at 97.7%.

100%

of the companies that make
up the PSI 20 Index: welco-
me the recommendation on
the vote by correspondence

Takeover Bids (1.6.1)

100%

of all listed companies welcome
the recommendation on the vote
by correspondence

The recommendation regarding the use of measures adopted in order to prevent the success
of takeover bids is accepted by 85.7% of the companies.

In this particular case, the compliance by the PSI 20 companies is lower, at only 77.8%. In
2011, the corresponding percentages were at 83.7% and 73.7% respectively. In 2010, the
same percentages were around 77.3% and 70%, respectively.

Therefore throughout this three-year period, we have recorded a continued improvement on
the degree of acceptance of this recommendation and a steady lower performance by the
companies in the PSI 20 against the remaining ones.

77,8%

of the companies that make up
the PSI 20 Index welcome the
recommendation regarding the
use of measures o prevent the
success of takeover bids

85,7%

of all listed companies welcome
the recommendation regarding the
use of measures to prevent the
success of takeover bids
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

Free Transfer of Shares (1.6.2)

The recommendation promoting the free transfer of shares is welcomed by the total number of
listed companies, as in 2010.

In 2011, this same recommendation was accepted by 97.7% of the listed companies and also
by all the PSI 20 companies.

100% 100%

of the companies that make up of all listed companies welcome e re-
the PSI 20 Index welcome the commendation on the free transter of
recommendation on the free shares

transfer of shares

4.2, Recommendations regarding the
Management and Supervision Bodies

42,7 Structure and Duties

Evaluation of the Adopted Corporate Model (I1.1.1.1)

The recommendation on the need to review the adopted corporate model and possible need to
implement measures so as to enhance its functioning is accepted by 100% of the companies
as in 2011, thus recording a steady maximum degree of compliance in the last two years.

In 2010, this recommendation was accepted by 86.4% of the companies, reaching 95% for the
companies in the PSI 20 Index. We therefore witness a sustained improvement in the accep-
tance of this recommendation.

100% 100%

of the companies in the PSI 20 of al listed companies welcome
Index accept the recommenadati- the recommendation regarding the
on regarding the need to evaluate need to evaluate the Corporate
the Corporate Model Adopted Model Adopteo
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

Implementation of Internal Control Systems and Risk Management Systems (I1.1.1.2.i)

The recommendation that calls for the implementation of internal control systems and risk
management systems is followed by 95.3% of the companies and by all the companies in
the PSI 20 Index.

Once more we witness a better degree of acceptance when comparing to the previous year.

1 OO O/ 0O 100% 95,3(%) 93,2%

of the companies in the PSI 20 of all listed companies welcome
Index welcome the re- the recommendation regarding the
commendation regarding the implementation of Internal Control
implementation of Internal Con- Systemns and Risk Management
trol Systems and Risk Mana- Systems

gement Systems

Components to Integrate in the Internal Control Systems and Risk Management Sys-
tems (I1.1.1.2.ii)

The recommendation regarding the components to be integrated in the internal control and
risk management systems is respected by 74.4% of the listed companies and 84.2% of
the PSI 20 companies.

In 2011, the corresponding figures were lower, 70.5% and 80%, respectively.

In 2010, these two recommendations were analysed jointly and were accepted by 86% of
the listed companies and by 90% of the companies that make up the PSI 20.

84,2% 0. 74,4% 705

of the companies in the PSI 20 of all listed companies welcome
Index welcome the recormmenda- the recommendation concerning
tion conceming the components the components to be integrated
to be integrated in the Intemal in the Intermal Control Systems and
Control Systems and Risk Mana- Risk Management Systems

gement Systems
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

Assessment of Internal Control Systems and Risk Management Systems (I1.1.1.3)

88.4% of the companies follow the recommendation that calls for the assessment of the In-
ternal Control Systems and Risk Management Systems.

This percentage was at 93.2% in 2011 and 81% in 2010, thus recording an improvement in
the degree of compliance with this recommendation when comparing to 2010 but, on the
other hand, presenting a decrease when compared to 2011.

When referring to the PSI 20 companies, the abovementioned percentage has declined from
100% to 94.7%, presenting still a high degree of compliance.

94,7% 1000 88,4% 93,2%

of the companies in the PSI 20 of dl listed companies welcome
Index welcome the recommen- the recommendation over the as-
dation over the assessment of sessment of the Intermal Control
the Internal Control and Risk Ma- and Risk Management Systems

nagement Systems.

|dentifying Economic, Financial and Legal Risks (Il.1.1.4.i)

In 2012 as well as in 2011, 97.7% of the listed companies identify, in their yearly Report, the
major economic, financial and legal risks associated to the exercise of their activity.

In terms of PSI 20 companies, the respective percentage reaches 100%.

100% 1000. 97,7% o772

of the companies in the PSI 20 of all listed companies welcome
Index welcome the recommenda- the recommendation concerning
tion conceming the identification of the identification of the major eco-
the rmajor economic, financial and nomic, financial and legal risks
legal risks
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

Description of Performance and Efficiency of the Risk Management System (I1.1.1.4..ii)

In 2012, 88.4% of the listed companies describe, again in the yearly Report, the performance
and efficiency of the risk management system. This percentage reaches 100% in the case of
the PSI 20 companies.

Between 2011 and 2012, the degree of compliance remained the same for all the listed com-
panies as well as for the PSI 20 companies.

The compliance with these last two recommendations was analysed jointly in 2010, when
86.4% of the listed companies and 95% of the companies that make up the PSI 20 Index
identified, in their annual Report, the major economic, financial and legal risks to which the
company is exposed, also describing the performance and efficiency of the risk manage-
ment system.

100% 88,4%

of the companies in the PS! 20 of all listed cormpanies welcome
Index welcome the re- the recommendation concerning
commendation conceming the the description of the performance
description of the performance and efficiency of the risk manage-
and efficiency of the risk mana- ment system

gement system
Operating Regulations for the Management Bodies (II.1.1.5.i)

94.7% of the companies in the PSI 20 Index have operating regulations for management bo-
dies.

For all the listed companies, the respective percentage is lower being at around 79.1%.

A slight decrease in the percentage of companies that welcome this recommendation is re-
corded when comparing the results with 2011 when the percentage was at 79.5% in the
case of the listed companies and at 100% for the companies in the PSI 20 Index.

94,7% 79,1%

of the companies in the PSI 20
Index welcome the recommenda-
tion regarding the operating regu-
lations for management bodies

of al listed companies welcome
the recormmendation regarding the
operating regulations for manage-
ment bodies
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

Disclosure of Regulations for the Management Bodies on the Internet (II.1.1.5.ii)

74.4% of the listed companies release, on their internet websites, the operating regulations
designed for the management bodies.

This percentage is of 89.5% for the PSI 20 companies.

The slight decrease in the percentage of listed companies that actually welcomes this re-
commendation (75% in 2011) is due to, in this case as before, a decrease in the compliance
among the PSI 20 companies (95% in 2011).

89,5% 74,4%

of the companies in the PSI 20 of all listed companies welcome
Index welcome the recommenda- the recommendation regarding the
tion regarding the release of regu- release of regulations for the ma-
lations for the management bodies nagement bodies on the Intemet

on the Internet

Regulations for the Supervisory Bodies (I1.1.1.5.iii)

94.7% of the companies in the PSI 20 Index have available the respective regulations for the
supervisory bodies (we record a decline against 2011, when the total number of PSI 20 com-
panies complied with this recommendation).

A not very significant decrease is also recorded for all the listed companies when comparing
to 2011, from 81.8% to 81.4% (once again, the decrease is explained by the behaviour of
the PSI 20 companies since this percentage has in fact increased for the remaining compa-
nies).

94,7% 81,4%

of the companies in the PSI 20 of all listed companies accept the
Index accept the recommendati- recommendation regarding opera-
on regarding operating regulations ting regulations for the supenvisory
for the supervisory bodies bodies
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

Disclosure of the Regulations of the Supervisory Bodies on the Internet (I1.1.1.5.iv)

76.7% of the listed companies release, on their internet websites, the regulations for the
functioning of the supervisory bodies which translates a 0.6 percent decrease when compa-
red to 2011.

The corresponding percentage for the companies that make up the PSI 20 Index is at 89.5%.
In this case and when compared to 2011, the decrease is of 5.5 percent.

In 2010, the degree of compliance concerning these last four recommendations was
analysed as a group showing 85% of compliance by the PSI 20 companies. This result was
at 68% for all the listed companies.

89,5% 76,7%

of the companies in the PSI 20 In- of all listed companies comply with
dex comply with the recommenda- the recommendation on the relea-
tion on the release of operating se of operating regulations for the
regulations for the supenvisory bo- supenvisory bodies on the intermet

dies on the intermnet

4.2.2 Incompatioility and Independence

Number of Non-Executive Members (I1.1.2.1)

The recommendation establishing that the number of non-executive directors in the Mana-
ging Board (Board of Directors) should be enough to guaranty an effective supervision, mo-
nitoring and assessment of the executive members’ activity is accepted by 94.4% of the PSI
20 companies and by 83.3% of the remaining listed companies, that is, those which do not
integrate the PSI 20 Index.

Comparing these with the figures obtained in 2011, 88.9% and 83.3% respectively, we find a
significant increase in compliance with this recommendation by the PSI 20 companies (ne-
vertheless lower when comparing to the figures recorded for 2010 which were, respectively

100% and 85.7%).

94,4% 85,7%

of the companies in the PSI 20 of all listed companies comply wit
Index comply with the re- the recommendation regarding the
commendation regarding the number of non-executive mem-
number of non-executive mem- bers in the Managing Board

bers in the Managing Board
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

Independent Directors (I1.1.2.2)

The recommendation that establishes a number of independent directors never below one
quarter of the total number of directors, among the non-executive directors, is still one of the
least accepted recommendations among the Portuguese listed companies, followed by only
61.1% of the companies that make up the PSI 20 Index and only 38.1% of the remaining
listed companies.

The compliance by the PSI 20 companies has remained unchanged with respect to 2011,
but has on the other hand worsened when compared to 2010 (66.7%).

We should further note that these figures are inferior to those recorded in 2011 and 2010, for
all listed companies (40.5% and 47.6% respectively).

61,1% 38,1%

of the companies in the PSI 20 of all listed companies welcome
Index welcome the recommen- the recommendation regarding the
dation regarding the number of number of independent directors

independent directors

Evaluation of Independence (I1.1.2.3)

The recommendation that establishes the procedures for the evaluation of the independence
of the non-executive directors is welcomed by 77.5% of the companies. This percentage is
higher, 81.8%, in the case of the companies outside the PSI 20 Index, and 72.2% only for
the companies in the national index.

We verify a reversal of results when comparing to 2011, where the ratio was slightly higher
for the companies in the PSI 20. For that year, the corresponding percentages were 75.6%
for the listed companies and 77.8% in the case of the PSI 20 companies. When comparing
to 2010, we witness a clear improvement in terms of compliance, when the percentages we-
re at 64.3% and 66.7% respectively.

72,2% 77,5%

of the companies in the PSI 20 of all isted companies welcome
Index welcome the recommenda- the recommendation establishing
tion establishing the procedures the procedures for the evaluation
for the evaluation of the non-exe- of the non-executive directors' in-
cutive directors’ independence dependence
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

4.2.3 Elgiblity and appointment criteria

Independence of the Chair of the Supervisory Board, the Audit Committee and the Fi-
nancial Matters Committee (I1.1.3.1)

89.5% of the companies in the PSI 20 follow the recommendation stating that the President
of the Supervisory Board, Audit Committee and Financial Matters Committee should be in-
dependent and adequately skilled to the exercise of the respective functions. This percenta-
ge is slightly inferior to that recorded for all listed companies, i.e., 90.7%.

For 2011, the percentage of listed and PSI 20 companies welcoming this recommendation
decreased slightly, in terms of figures representing a decrease of 0.5 and 0.2 percent respec-

tively.

As for 2010, the decline by all listed companies was superior, the compliance having been at
95%. However, it remained the same for the PSI 20 companies from 2010 to 2011.

89,50/0 90% 90,70/0 90,9%

of the companies in the PSI 20 of al listed companies welcome
Index welcome the recommen- the recommendation concerming
dation conceming the indepen- the independence of the Chair of
dence of the Charr of the Super- the Supervisory Board, Audit
visory Board, Audit Committee Committee and Financial Matters
and Financial Matters Commit- Committee.

tee.
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

Selection of Candidates for the Post of Non-Executive Directors (11.1.3.2)

Less than half (45.2%) of the listed companies welcome the recommendation that calls for a
process of selection of candidates for non-executive directors’ functions designed so as to
prevent the interference of executive members.

In the case of the PSI 20 companies, the compliance is higher although still only at 66.7%
regarding this recommendation. However, we should stress that the percentages obtained
did improve in relation to 2011.

For that year, the percentages observed were lower: 35.7% of the listed companies and
61.1% of the PSI 20 companies welcomed this particular recommendation.

By comparing the results with 2010, the figures deteriorated for all listed companies (50%

compliance) not having however changed when referring to the PSI 20 companies (com-
pliance by two thirds of the companies).

66,7 % 45,2%

of the companies in the PSI 20 of all isted companies welcome
Index welcome the recommenda- the recommendation concerming
tion conceming the selection of the selection of candidates for
candidates for non-executive di- non-executive directors

rectors
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

4.2.4 Policy regarding the Reporting of Iregularities

Internal Communication (II.1.4.1.i)

94.7% of the companies in the PSI 20 Index follow a policy on the reporting of irregularities
pursuant to international recommendations on corporate governance.

For the companies outside the PSI 20 Index, this percentage is of 79.2% for internal
communication.

In 2011 and 2010, all the companies in the PSI 20 Index complied with this recommendation.
On the other hand, the percentage of compliance, in 2011 and by the other companies de-
clined (70.8%).

94,7% 86%

of the companies in the PSI 20 of dl listed companies welcome
Index welcome the recommen- the recommenadation on intemal
dation on intermal communication communication of iregularities

of Imregularities

Treatment of Communications (Il.1.4.1.ii)

94.7% of the companies that make up the PSI 20 Index comply with the recommendation
establishing the treatment of communication of irregularities.

For the companies which do not integrate the PSI 20, this percentage is at 75% concerning
the treatment of communications. In 2011 and 2010, all the companies in the PSI 20 Index
welcomed this recommendation. For all the remaining companies, this percentage was
lower (66.7%) in 2011.

In 2010, these two recommendations were analysed as a whole and the percentage of
compliance was at 62.5% by the remaining companies.

94,7% 83,7%

of the companies in the PSI 20 of all listed companies welcome
Index welcome the recommenda- the recommendation establishing
fion esteblisning the treatment of the treatment of communication of
communication of iregularities rregularities
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Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

4.2.5 Bemuneration

Remuneration of the Executive Directors (I1.1.5.1.i)

For 83.3% of the PSI 20 companies, the remuneration of directors with executive duties inte-
grates a variable component, which is determined by a performance evaluation.

This percentage is greatly inferior, i.e., 56.5% in the remaining companies which are not part
of the PSI 20 Index. Nevertheless, the degree of compliance by these latter companies has
improved against the results obtained for 2011 and 2010, years when the percentages were
at 47.8% and 41.7% respectively.

For the PSI 20 companies, the degree of compliance with this recommendation declined re-
latively to 2011 and 2010, when the percentage of PSI 20 companies welcoming this re-
commendation was of 95% and 90%, respectively.

83,3% 68,3%

of the companies in the PSI 20 of all listed companies comply with
Index comply with the re- the recommendation establishing
commendation establishing the the remuneration of directors with
remuneration of directors with executive duties

executive duties
Options in the Variable Remuneration (I1.1.5.1.vi)

The recommendation regarding the treatment of options, when these are part of the variable
remuneration, is followed by the total number of companies in the PSI 20 Index and by only
one third of the remaining companies.

When comparing with 2011 and 2010, we verify that the PSI 20 companies maintained their
degree of compliance side by side with a significant increment in the acceptance of this re-
commendation by the remaining companies when considering that for 2011 as well as for
2010 none of these companies welcomed it.

100% 71,4%

of the companies in the PSI 20 of all listed companies comply with
Index comply with the re- the recommendation regarding the
commendation regarding the tre- treatment of options in the variable
atment of options in the variable remuneration scheme

remuneration scheme
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Absence of Compensation in a Director’s Dismissal without Just Cause (I1.1.5.1.vii)

The recommendation stating that the compensation for any director’s dismissal without just
cause should not be paid when it is the result of the director’s inappropriate performance is
one of the least accepted. In fact, only 52.6% of the companies in the PSI 20 follow it and
among the remaining companies this percentage drops to 12.5%.

Nevertheless, when comparing to 2011, when only 45% of the PSI 20 companies and 8% of
the other companies respected this recommendation, we have recorded a general. In 2010
the compliance was of 30% for the PSI 20 companies and 13% for the remaining corpora-
tions.

52,6% 30,2%

of the companies in the PSI 20 of all listed companies comply with
Index comply with the re- the recommendation regarding the
commendation regarding the lack lack of compensation in the dis-

of compensation in the dismissa missal of a director without just

of a director without just cause cause

Remuneration of Non-Executive Members (I1.1.5.1.viii)

The percentage of companies that follow the recommendation according to which the remu-
neration of the non-executive members of the Managing Board should not include any com-
ponent whose amount may depend on performance or value of the company is complied
with by 88.9% of the PSI 20 companies. This percentage, in 2011, was 88.2% and, in 2010,
was only 72.2%.

For the remaining issuer companies, not in the PSI 20 Index, this percentage has also impro-
ved, from 85.7% in 2011 t0 95.2% in 2012. In 2010, this percentage was at 77.3%.

88,9% 92,3%

of the companies in the PSI 20 of all listed companies comply with
Index comply with the re- the recommendation establishing
commenadation establishing remu- remuneration for non-executive
neration for non-executive mem- members

oers
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Approval in the General Meeting of the Proposal Regarding Share Allocation Plans and/
or Stock Option Plans (II.1.5.4.i)

In 2012 as well as in 2011, all the companies in the PSI 20 Index submitted to the General
Meeting, for approval, the proposal on the share allocation plans and /or stock option plans
for members of the managing board, supervisory body and remaining directors.

Concerning other companies, i.e., not in the PSI 20 Index, this percentage was of 80%
against two thirds in 2011.

100% 100« 91,7% 90.9%

of the companies in the PSI 20 of listed companies comply with
Index comply with the re- the recommendation regarding the
commendation regarding the approval of the share allocation
approval of the share allocation plans and/or stock option plans in
plans and/or stock option plans the G.M.

in the G.M.

The Proposal should contain all the Elements Necessary to a Correct Appraisal of the
Plan (11.1.5.4.ii)

For all the listed companies, the proposal presented to the General Meeting contains all the
elements deemed necessary to a good assessment of the share allocation plans and/or the
stock option plans for members of the managing board, supervisory bodies and remaining
heads, for both years under review.

1000A) 100% 1000/0 100%

of the companies in the PSI 20 of all listed companies accept the
Index accept the recommendati- recommendation which ensures

on which ensures that the propo- that the proposal contains all the

sal contains all the necessary necessary elements for a proper

elements for a proper evaluation of evaluation of the plans

the plans
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The Proposal must contain the Plan Regulations (1I.1.5.4.iii)

Once more, in 2012 as well as in 2011, and for the total number of listed companies, the
proposal regarding the approval of the share allocation plans and/or stock option plans for
members of the managing board, supervisory bodies and remaining heads, contains the plan
regulations.

100% 100%

of the companies In the PSI 20 of all listed companies comply with
Index comply with the re- the recommendation ensuring the
commendation ensuring the pro- proposal is presented with the
posal is presented with the plans plans regulations

regulations

Approval in the General Meeting of Retirement Benefits for the members of the Mana-
ging Board, Supervisory Body and other Directors (Il.1.5.4.iv)

In 2012, as in 2011, all the companies in the PSI 20 Index approved in the General Meeting

the retirement benefits for members of the managing board, supervisory body and remaining
directors.

When referring to other listed companies, 83.3% followed this recommendation in 2012.

This last percentage is significantly higher than that recorded in 2011: 50%. We thus witness

an important increase in the percentage of companies that do follow this recommendation
which goes from 83.3% in 2011 to 90.9% in 2012.

For 2010, the compliance with these last four recommendations was analysed as a whole
and the percentages of acceptance were at 81.8% for the companies in the PSI 20 Index
and 72.7% for the remaining companies.

100% 90,9%

of the companies in the PSI 20 of all listed companies accept the
Index accept the recommendati- recommendation stating that the
on stating that the retrement be- retirement benefits for members of
nefits for members of the mana- the managing board, supenvisory
ging board, supenvisory body and body and other directors should
other directors should be appro- be approved in the G.M.

ved in the G.M.
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Representation in the General Meeting of one Remuneration Committee Member
(11.1.5.6)

For 94.7% of the companies in the PSI 20 and 87% of the remaining listed companies, at
least one remuneration committee representative is present in the general shareholders’ mee-
tings.

In 2011, the corresponding percentages were of 95% in the case of the PSI 20 companies
and 75% for the remaining companies.

For 2010, the percentages were 95% and 78.3%, respectively.

94,7% o, 90,5% 210

of the companies in the PSI 20 of all listed companies comply with
Index comply with the re- the recommendation regarding the
commendation regarding the representation of one member of
representation of one member of the remuneration committee in the
the remuneration committee in G.M.

the G.M.

4.2.6 Managing Board

Delegation of Duties (Il.2.1)

The recommendation stating that the Managing Board should delegate the daily manage-
ment of the company and that the delegated powers/duties should be identified in the annu-
al Corporate Governance Report is followed by 85.7% of the listed companies (83.3% in
2011 and 80.5% in 2010).

This figure was of 83.3% for the PSI 20 companies in 2012 and 88.9% in 2011 and 2010.

83,3(%) 88,9% 85,70/0 83,3%

of the companies in the PSI 20 of dl listed companies welcome
Index welcome the recommenda- the recommendation regarding the
tion regarding the delegation of delegation of duties

duties
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Non-Delegation of the Corporation’s Definition of Strategy and General Policies (I1.2.2.i)

The recommendation prohibiting the delegation of the company’s definition of strategy and
general policies is complied with by 85.7% of all listed companies as in 2011 and by 83.3%
of the PSI 20 companies (88.9% in 2011).

83,3% 0 85,7% 577

of the companies in the PSI 20 of all listed companies welcome
Index welcome the recommen- the recommendation prohibiting
dation prohibiting the delegation the delegation of the company’'s
of the company’s definition of defintion of strategy and general
strategy and general paolicies paolicies

Non-Delegation of the Definition of the Group’s Corporate Structure (I1.2.2.ii)

In 83.3% of the PSI 20 companies and 90.5% of all listed companies, the managing board
does not delegate the definition of the group’s corporate structure.

In 2011, the percentage of all listed companies welcoming this recommendation was higher

(92.9%). The observed decrease in 2012 was due to the PSI 20 companies, since the per-
centage of the other companies welcoming this recommendation remained at 95.8%.

83,3% s:9% 90,5% o29%

of the companies in the PSI 20 of al listed companies welcome
Index welcome the recommenda- the recommendation prohibiting
tion pronioiting the delegation of the delegation of the definition the
the definition the group's corporate group's corporate structure
sfructure
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Non-Delegation of Strategic Decisions (I1.2.2.iii)

In 77.8% (83.3% in 2011) of the companies in the PSI 20 Index and 83.3% (88.1% in 2011)
of all listed companies, the Managing Board does not delegate the strategic decision
making.

We can therefore see a decline in the degree of compliance with this recommendation by all
listed companies.

In 2010, these three recommendations were analysed as a single set and the recommenda-
tion establishing the non-delegable competences was followed by 82.9% of the listed com-
panies and by 88.9% of those in the PSI 20.

77,80/0 83,3% 83,30/0 88,1%

of the companies in the PSI 20 of dl listed companies comply with
Index comply with the re- the recommendation regarding the
commenadation regarding the non-delegation of strategic decisi-
non-delegation of strategic deci- ons

slons

Ensure Information and Independence of the Non-Executive Members (11.2.3)

All the companies in the PSI 20 Index (in 2011 and 87.5% in 2010) and remaining companies
(91.7% in 2011 and 75% in 2010) welcome this recommendation which states that if the
Chair of the Managing Board has executive duties, then the Managing Board must find me-
chanisms to ensure that the non-executive members can make independent and well-infor-
med decisions.

100% 100,  100% 100

of the companies in the PSI 20 of al listed companies comply with

Index: comply with the re- the recommendation which ensu-

commendation which ensures res information and independence
information and independence of of the non-executive members

the non-executive members
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4.2.7 Special Committees

Creation of Special Committees to Appraise Executive Directors’ Performance (I1.5.1.i)

The necessary committees have been created to secure a competent and independent as-
sessment of the executive directors’ functions in 73.7% of the companies in the PSI 20 In-
dex and in 83.3% of the remaining companies.

We may see an improvement in the degree of compliance with this particular recommenda-
tion when comparing with 2011, when this percentage was of 77.3%, against 79.1% in
2012.

73,7% % 79,1% 773

of the companies in the PSI 20 of all listed companies comply with
Index comply with the re- the recommendation which ensu-
commendation which ensures res the creation of special commit-
the creation of special commit- tees for the evaluation of the exe-
tees for the evaluation of the exe- cutive directors’ performance

cutive directors’ performance

Creation of Specialised Committees for the Evaluation of the Governance System
(I1.5.1..ii)

The necessary committees to ponder upon and improve the adopted governance system
are established in 83.7% of the issuer companies and 84.2% of those in the PSI 20 Index.
The percentage of listed companies that accept this recommendation showed a 0.4 per-
cent decrease against the results of 2011, entirely due to the PSI 20 companies.

84,20/0 85% 83,70/0 84,1%

of the companies in the PSI 20 of all listed cormpanies comply
Indiex: comply with the re- with the recommendation which
commendation which ensures the ensures the creation of specialised
creation of specialised committees committees for the evaluation of
for the evaluation of the governan- the governance system

ce system
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Creation of Special Committees to Identify Candidates for a Director’s Position
(I1.5.1..iii)

In 74.4% of the issuer companies (inside and outside of the PSI 20 Index), the necessary
committees to timely identify potential candidates to perform the functions of director are
in place. The respective percentage was 75% in 2011.

In 2010, the last three points were analysed globally, with the following results: for 75% of
the issuer companies (within and outside of the PSI 20 Index) the necessary committees
were implemented so as to ensure a competent and independent performance evaluati-
on, better the governance system adopted and identify potential candidates to perform
the duties of a director.

68,4% 74,4%

of the companies in the PSI 20 of dl listed companies comply with
Indlex comply with the re- the recommendation which ensu-
commendation which ensures res the creation of special commit-
the creation of special commit- tees 1o identify director candidates

tees to identify director candida-

Independence and Competence of the Remuneration Committee Members (11.5.2)

The recommendation that calls for the independence of the members belonging to the Re-
muneration Committee in relation to members of the Board, including at least one member
with knowledge and experience in matters of remuneration policies is followed by 71.1% of
the issuers and by only 64.3% of the companies in the PSI 20 Index. The performance by the
companies integrating the Portuguese benchmark Index is thus poorer, presenting a negative
evolution when compared to 2011, continuing a downward trend since 2010.

Indeed, in 2011 this percentage was of 66.7% in the PSI 20 companies and 71.8% in 2010.

We witness, on the other hand, a sustained performance by the remaining companies, that
is, those not integrated in the PSI 20 Index, where the proportion is still at 75% as in 2011,
improving the result against 2010 when the respective figure was 62.5%.

64,3% 71,1%

of the companies in the PSI 20 of al listed companies comply with

Indiex comply with the re- the recommendation which ensu-
commendation which ensures the res the independence and com-
Indlependence and competence petence of the rernuneration

of the remuneration committee commitiee members

memoers
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Prevention of conflicts of Interest (I1.5.3)

The recommendation that aims to prevent conflicts of interest in determining remunerations,
namely by stipulating that a person who renders or has rendered services to the company in
the last three years shall not be recruited to assist the Remuneration Committee, is welco-
med by the total number of companies in the PSI 20 Index and by 91.7% of the remaining
companies.

The corresponding figures were, in 2011, 95% in the case of the PSI 20 companies and
91.7% for the remaining companies.

In 2010, the results obtained were 85% and 75%, respectively. The significant betterment in
terms of general compliance with this recommendation should therefore be pointed out.

100% 5. 95,3% 93.2%

of the companies in the PSI 20 of al listed companies comply with
Index welcome the recommen- the recommendation which aims
dation which aims to prevent to prevent conflicts of interest in
conflicts of interest in determining determining remunerations
remunerations

4.3 Information and Audit

4.3.1 General Information Duties

Principle of Shareholder Equality and Prevention of Asymmetries in the Access to Infor-
mation (Ill.1.1)

As in 2011 and 2010, the total number of the companies in the PSI 20 respects the principle
of shareholder equality preventing asymmetries in the access to information by investors,

with the existence of an Investor’s Assistance Unit.

This percentage was at 95.8% for the remaining listed companies in 2010, 2011 and 2012.

100% 1002 97,70/0 97,7%

of the companies in the PSI 20 of all listed companies comply with
Index comply with the re- the recommendation which ensu-
commendation which ensures the res the principle of shareholder
principle of shareholder equality equality preventing asymmetries in
preventing asymmetries in infor- information

mation
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External Auditor’s Duties (lll.1.4)

The recommendation regarding the duties of the external auditor is followed by 89.5% of the
PSI 20 companies (90% in 2011 and 85% in 2010) and by 83.3% of the remaining listed
companies (79.2% in 2011 and 62.5% in 2010).

We should also note, for this recommendation, an improvement in terms of compliance by
the companies outside the PSI 20 Index.

89,5% 86%

of the companies in the PSI 20 of all listed companies welcome
Index welcome the recommen- the recommendation regarding the
dation regarding the external au- external auditor's duties

ditor's duties

Limits to the Relations with External Auditor (lll.1.5)

The recommendation according to which the company must not appoint an external audi-
tor for a significant number of services is welcomed by 81.4% of the listed companies
(89.5% for the PSI 20 companies).

In 2011, 77.3% of the listed companies had accepted this recommendation (85% in the
case of the PSI 20 companies). In 2010, in turn, these figures were 65.9% and 65% res-

pectively.

To refer once more the better compliance on the part of all issuer companies as well as a
strong growth in the compliance with this particular recommendation.

89,5% 81,4%

of all listed companies comply with
the recommenadation which ensu-
res the limits to the relations with
the external auditor

of the companies in the PSI 20
Index comply with the re-
commendation which ensures the
mits to the relations with the ex-
ternal auditor

© 2013, Centre of Applied Studies — CATOLICA-LISBON School of Business & Economics

Corporate Governance in Portugal in 2012 | 42



Analysis on the Degree of Compliance with Corporate Governance Recommendations in Portugal in 2012

4.4, Final Comments

Firstly, we would like to point out the in-
crease in the degree of compliance recorded
in 2012, which did greatly improve in relation
to 2011.

As a matter of fact, six (14%) out of the 42
recommendations reviewed in this chapter are
welcomed by all the listed companies and
38% of the mentioned 42 recommendations
are followed by more than 90% of the listed
companies. In 2011, these figures were 9.5%
and 31% respectively.

Furthermore, we verify that the compliance
degree by the companies in the PSI 20 Index
is higher than that observed for the remaining
companies.

In fact, 13 (31%) out of the 42 recommen-
dations are accepted by the total number of
the PSI 20 companies and 50% of the re-
commendations are followed by more than
90% of the corporations included in this In-
dex.

Nevertheless, in 2011, the corresponding
percentages were at 42.8% and 57% respec-
tively, which means that the recorded global
improvement was very much due to the com-
panies outside the Index. In fact, those in PSI
20 Index showed a worse performance.

Among the recommendations with a
higher degree of compliance we find those
referring to the functioning and competences
of the General Meeting (100% of compliance
for two of three considered recommenda-
tions), those regarding the Internal Control
Systems and Risk Management Systems

(100% of compliance by the PSI 20 compa-
nies with three out of the five recommenda-
tions) and also the ones concerning the share
allocation plans and the need to approve in
the General Meeting the retirement benefits of
the members of the managing boards, super-
visory bodies and other directors (100% of
compliance by the PSI 20 companies in four
out of five recommendations considered).

Noteworthy, in the last case, is the relevant
improvement among the companies which do
not integrate the PSI 20 Index.

While in 2011, only 50% of these compa-
nies approved the retirement benefits of the
managing boards, supervisory bodies and
other directors, in 2012 this percentage rea-
ches 83.3%.

The recommendations designed to prevent
conflicts of interest and establish the princi-
ples of shareholder equality are also among
those widely accepted (100% of compliance
by the PSI 20 companies).

As for the companies outside the PSI 20
Index, the most relevant increases in com-
pliance have to do with recommendations re-
ferring to the approval, in the General Meeting,
of the retirement benefits of the managing
boards, supervisory bodies and other direc-
tors (83.3% in 2012 and only 50% in 2011)
and the approval, again in the General Mee-
ting, of the share allocation plans and/or stock
option plans (80% in 2012, against two thirds
in 2011).
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Among the recommendations with a poo-
rer degree of compliance we may highlight
those regarding remunerations.

However, the level of compliance observed
did improve by comparison with 2011. In fact,
the recommendations stating that there
should not be compensation in the dismissal
of a director without just cause is only accep-
ted by 52.6% of the PSI 20 companies (45%
in 2011) and by a low 12.5% of the remaining
listed companies (8.3% in 2011).

Although the recommendation on the use
of remuneration options was, throughout
2012, welcomed by only one third of the com-
panies outside the PSI 20 Index, it presents an
improvement in compliance if we consider
that in 2011 it was not accepted by any of
these companies.

In matters of incompatibility and indepen-
dence of the managing and supervisory bo-
dies, we still verify a low level of compliance.

As seen in 2011, the recommendation re-
garding the proportion of independent direc-
tors is accepted by only 61.1% of the PSI 20
companies and by a mere 25% of remaining
listed companies.

We may also find, as in 2011, that com-
pliance by the companies which do not inte-
grate the PSI 20 Index is also low in what res-
pects the selection of non-executive directors
(29.2% of compliance in 2012 and 16.7% in
2011) and concerning the remuneration of di-
rectors with executive duties (56.5% of com-
pliance in 2012 and 47.8% in 2011).

Nevertheless, we have observed a signifi-
cant improvement in compliance for all these
in relation to results obtained for 2011.

It is also important to mention that for the
companies outside the PSI 20 Index, the de-
gree of compliance has only suffered a decline
regarding two recommendations.
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5. Calculation of the Catodlica Lisbon/AEM
Corporate Governance Index and Rating
in 2012

5.1. The Catodlica Lisbon/ AEM Corporate Governance

Index

This section presents and analyses the
production of the Catélica Lisbon/AEM Index.

This Index measures, for each company
listed in the Stock Exchange market, the de-
gree of compliance with the Portuguese cor-
porate governance recommendations which
have a match with international recommenda-
tions and regulations (see chapter 2).

Indeed, as explained previously, only the
Corporate Code’s recommendations with a
parallel with international reference texts were
considered in the construction of this Index.

Among these, we further distinguish as
more relevant those with a higher number of
matches with the international benchmarks.

The Catodlica Lisbon/AEM Index is, therefo-
re, a weighted Index, which does not take into
consideration the Portuguese code re-
commendations that do not mirror internatio-
nal texts.

To be noted, also, that in the production of
the Index for each company, the recommen-
dations deemed not applicable for that same
company have not been considered.

As such, we produce a unique Index, ori-
ginal in its assumptions, that is presented for
the third consecutive year and which is not
directly comparable to any other compliance
indicator existing for the Portuguese capital
market.

The value of the index for each company
shall represent the respective level of com-
pliance with the governance rules applied in
Portugal with international relevance.

This Index, in its own scale, may present
figures ranging from 5.000 to 10.000; the va-
lue 5.000 corresponds to a total non-com-
pliance and 10.000 to a scenario of total com-
pliance.

Also, to be referred that the methodologi-
cal changes introduced in 2011 in the calcula-
tion of the Index, thoroughly explained in the
2012 Report, do not allow a comparison of
values obtained for 2012 and 2011 with those
available for 2010.

So being, in the chapter, we compare the
years of 2012 and 2011 only.

In the following table we present some of
the descriptive statistics concerning the dis-
tribution of the Catdlica Lisbon/AEM Index, in
2012, for the 43 companies comprised in the
study as well as for those in the PSI 20 Index.
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All
Companies

9224

o
8

Companies in the
PSI 20 Index

9452
5 139838
374
9584
9149
9762
613
9989
8607
1382
4%
19

Table 5.1 — Catdlica Lisbon/AEM Index in 2012 — Descriptive statistics

On average, the weighted degree of com-
pliance with the governance rules with an in-
ternational correspondence, by the Portugue-
se listed companies in 2012, calculated by the
index was of 9.224, which means 58 points
more than last year.

When we distinguish between companies
that integrate or not the PSI 20 Index, we
found that the average degree of the former is
largely higher than the latter.

In addition, for the 28 companies affiliated
to AEM included in this study, the mean de-
gree of compliance was significantly higher to

Corporate Governance in Portugal in 2012

that obtained by the non-associated compa-
nies, 9.468 against 8.768 points.

For all the listed companies as well as the
companies in the PSI 20 Index, and such as in
2011, the median values recorded were higher
than the mean, 9.380 and 9.584 respectively.

This means that for 50% of the listed
companies the Index value was above 9.380
and that for half of the companies in the PSI
20, the Index exceeded 9.584 points.
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By comparing the mean and the median
results, we verify that for both the set of 43
companies considered and the subset of 19 in
the PSI 20 Index, on the date of observation,
i.e., 31st December of 2012, we have a con-
centration on the right side of distribution, that
is, the one corresponding to higher values.

To be noted that the same is true for the
AEM associated companies which are inclu-
ded in the study; for these companies the
median was of 9.578 points (despite this, it is
noted that from 2011 to 2012, the median of
the PSI 20 companies fell 31 points, sugges-
ting a drop in the percentage of companies on
the right side of distribution against the previ-
ous year).

The values obtained for the first and third
quartiles confirm the above results. In fact, for
75% of the 43 companies the Index value was
superior to 8.942, standing at 9.640 for 25%
of the companies.

For the PSI 20 companies, in 75% of the
cases, the Index value exceeded the 9.149
points and 9.762 points in 25% of the compa-
nies.

For the 28 AEM associated companies,
the first and third quartiles were at 9.316 and
at 9.706 respectively.

Considering matters of dispersion, we ve-
rify that it is not very marked.

Corporate Governance in Portugal in 2012

9989

Meaximum degree of compliance
with the govermance rules bea-
rng International correspondence
achieved by the Portuguese lis-
ted companies in 2012,

0224

Mean of the weighted degree of
compliance with govermance
rules with international corres-
pondence

9452

Mean of the weighted degres of
compliance with the governance
rules with international corres-
pondence by the companies
listed In the PSI 20 Index.

9468

Mean of the weighted degres of
compliance with govermance
rules with international corres-
pondence by the companies
affliated to AEM.
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Thus, in 2012, the Index recorded values
between 7.878 and 9.989, showing a variation
range of only 2.111 points. The standard devi-
ation was of 532, corresponding to a variation
coefficient of 6%.

As seen in table 5.1, the dispersion is si-
gnificantly lower for the companies in the PSI
20 Index. The same applies to the 28 compa-
nies affiliated to AEM, included in the Report.

In terms of PSI 20 companies, the Index
showed values ranging from 8.607 to 9.989.
The standard deviation was of 374, which cor-
responds to a coefficient of variation of 4%.
To point out that all the companies in the PSI
20 are associated to AEM, thus the results of
the PSI 20 companies and all the referred affi-
liated companies are quite similar.

In evolutionary terms, we withess a de-
crease in the dispersion when compared to
2011.

Corporate Governance in Portugal in 2012

9380

Median of the weighted degree
of compliance with intermacional
governance rules bearing interma-
tional correspondence by the
Portuguese listed companies in
2012,

0584

Median of the weighted degree
of compliance with governance
rules with international corres-
pondence by the companies
listed in the PSI 20 Index..

0578

Median of the weighted degree
of compliance with governance
rules with international corres-
pondence
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b.2. Catdlica Lisbon/AEM Corporate Governance Rating

Having obtained, for each listed company, a
specific Index value as to the degree of com-
pliance with corporate governance recommen-
dations, we may now group the companies into
different categories of compliance thus making
up a Corporate Governance Rating.

This is a further contribution of the present
study, which in addition to the creation of the
Index, presents a rating of compliance with the

recommendations on corporate governance in
Portugal with international correspondence.

The table below presents the different rating
classes considered, their limits, the respective
designation as well as the number and percent-
age of companies that pertain to each one.

Number of Percentage
Classes Companies of
Companies
inferior to 6850 0
6850 - 7300 0 0
7300 - 7750 0 0
7750 - 8200 2 4,7 %
8200 - 8650 6 14,0 %
8650 - 9100 8 18,6 %
9100 - 9550 10 23,3 %
9550 - 10000 17 39,5 %

Table 5.2- Catdlica Lisbon/AEM Corporate Governance Rating in 2012

As presented in the two preceding edi-
tions, this study considered a division into 8
classes, and following a terminology already
established a rating was assigned to each
class ranging from AAA to D.

The D rating corresponds to a very poor
degree of compliance and is equivalent to the

notion of junk already existing for other crite-

ria. Noteworthy is the fact that, for the year
2012, no listed company was included in this
class.

The CC or C ratings reflect a sub-com-
pliance regarding the Corporate Governance
recommendations. As shown in table 5.2, the-
re are no companies in this category.
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18.7% of the companies are included in the
BB and B ratings when the Index may present
values ranging from 7.750 to 8.650. The degree
of compliance is, in this case, considered me-
dium-high.

To achieve an A rating, the Index value must
exceed 8.650 points, which is observed for
81.4% of the listed companies.

An AAA rating is assigned to a company
with an Index value above 9.550 points.

In 2012, 39.5% of the companies achieved
this rating, this being the modal class, that is,
the class which includes the largest number of
companies.

It is important to note that, comparing to
2011, the degree of compliance did increase
significantly which explains the absence of
companies rated below B and an increase in
the number of companies rated A or above.

These went from 77.3% to 81.5%.

fi 45%
40%
35%
30%
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20%
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10%

5%
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For a better view of the companies’ distribu-
tion by the rating classes defined, we present
below the respective graphic.

The first finding is that, as already shown in
tables 5.1 and 5.2., the percentage of compa-
nies that record sub-compliance situations is
zero. Indeed, there are no companies in the ra-
ting classes below B.

Another significant result is that 95.3%
(against 93.2% in 2011) of the companies are
concentrated in the BB, A, AA and AAA classes.

The fact that in the two highest ratings, i.e.,
AA and AAA, we find 62.8% of the listed com-
panies (61.4% in 2011) is also noteworthy.

Once more, we point out that the corporate
governance rating presented, as well as the
compliance Index on which it is based, are cal-
culated on a scale of its own, using the metho-
dology inherent to this study and therefore not
directly comparable to any other corporate go-
vernance indicator for the Portuguese capital
market.

* +
6400-6850 6850-7300 7300-7750 7750-8200 8200-8650 8650-9100 9100-9550 9550-10000 10000 -10450

Variavel (5000 - 10000)

Picture - 5.1 Catélica/AEM Corporate Governance Rating Classes - 2012

Corporate Governance in Portugal in 2012
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©. Relations between Corporate Governance

Index and the Characteristics of Companies

Subsequent to a description of the corpora-
te governance practices followed by the com-
panies included in the study and an assess-
ment of the degree of compliance with the re-
commendations on corporate governance for
each one leading to the Catdlica Lisbon/AEM
Index and Rating, in the present chapter we
enumerate companies’ characteristics which
may explain the differences in the respective
degrees of compliance.

Indeed, we seek to understand how the de-
gree of compliance with these recommenda-
tions (measured by the individual index obtai-
ned earlier), revealed by the Portuguese listed
companies, varies according to certain charac-
teristics of each of the mentioned companies.

©.1. Characteristics of Companies

Having based the analysis on prior acade-
mic studies (e.g., Bhagat and Bolton (2008) and
Alves e Mendes (2009)), it was deemed appro-
priate to include the following companies’ cha-
racteristics as explanatory of the compliance
Index with corporate governance recommenda-
tions:

—

. Size of the company

. Industry sector

. Performance and profitability of the
business

. Return to Investor

. Shareholder structure

. Experience in the capital market

. Governance model

w N

N O O b~

In order to measure the size of the com-
pany, the following variables were considered:

- Market capitalisation, registered in the Eu-
ronext Lisbon Stock Exchange market on 31st
December of 2012 (the size criterion is used,

for instance, by Financial Times in its well-
known Directory “FT 1000”);

- Sales (revenues) stated in the companies’
Financial Reports referring to the exercise of
2012 (a size criterion used by several sources,
from which we may highlight Fortune in its
Directories “Fortune 500” and “International
Fortune 5007);

- Number of employees, reported in the
companies’ Financial Reports regarding the
exercise of 2012 (the headcount or full-time
equivalent criteria are commonly used in lite-
rature to define the size of the company).

As for the sector of activity, and following
the existing literature, the given size of the
sample and its density in terms of sectorial
classes, the distinction was made between:

(i) financial and non-financial companies;

(i) companies in the construction sector
and others, considering the construction sec-
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tor was severely hit by the economic cri-
sis.

As performance and profitability indica-
tors, the following variables were used: Net
Income Earnings before Interest and Taxes
(EBIT), Earnings before Interest, Taxes, De-
preciation and Amortisation (EBITDA), and
the Financial Debt ratio/EBITDA as a levera-
ge measure/debt service coverage ratio.

In what concerns the return to investor,
the return on equity indicator (ROE) was
used.

To characterise the shareholder structure,
a free float variable was introduced. This va-
riable represents the share capital represen-
ted in shares admitted to trading in the regu-
lated market in circulation, i.e., the percenta-
ge of the total shares listed in the Stock Ex-
change that are available for free trading in
the secondary market.

For purposes of the present report, the
free float, in question, was registered for
each company in the Euronext Lisbon Stock
Exchange market, on the 31st December
2012. In accordance with the official regula-
tions for the PSI 20 Index, Index Rule Book
Version 11-02, published by NYSE Euronext,
applied from the 1st June of 2011 in force
until the 31st December of 2012: “Free float
is defined as the outstanding capital less sha-
reholdings exceeding 5%, except where such
interests are held by a. collective investment
schemes/mutual funds or b. pension funds. In
addition, certain insider holdings (e.g. shares held
by directors, employees, founders and family),
government holdings and holdings of the com-
pany itself (including subsidiaries) are not consi-
dered free float, irrespective of the size” (page
14).

In order to measure the capital market
experience, we considered the number of
years in the Stock Exchange, i.e., the date of
initial dispersion or initial public offer of each
company and the 31st December of 2012.

In terms of governance model, three mo-
dels were considered, under the Portuguese
law: the classical model, the dualist model,
and the Anglo-Saxon model.

In what concerns supervision, the classi-
cal model comprises a managing board, a
supervisory board and a statutory auditor
(SA).

This description is directed to the busi-
ness world object of this Report. The inclusi-
on of the single auditor replacing the super-
visory board and also the possibility of the
SA integrating the supervisory board are not
admitted for listed companies (articles 278,
n.° 3 and 413, n.° 2 a) of the Corporate Code
(for further developments: Camara, P. (2007),
Modelos de Governo das Sociedades Ano-
nimas, 197-258, Reformas do Cddigo das
Sociedades, Alimedina, 179-242).

The dualist model envisions the existence
of an executive managing board and a su-
pervisory board, to which a statutory auditor
is added.

The Anglo-Saxon model, in turn, con-
templates a managing board, an audit
committee and an SA.

In addition to the seven predefined varia-
bles described above, one other was intro-
duced to distinguish between companies in
or outside the PSI 20 Index, therefore
making up a General PSI Index.
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This new variable adds two characteris-
tics; size and liquidity, according to the offi-
cial regulations for the inclusion of a com-
pany in the PSI 20 Index (see PS/ 20 Index
Rule Book Version 11-02).

Thus, the selected 19 companies part of
the benchmark Index for the Portuguese
market, on the 31st December of 2012, pre-
sented higher market capitalisations and
higher levels of liquidity when compared to
the remaining 24 companies included.
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0.2 Econometric Results

The relationship between the Index of
compliance with corporate governance re-
commendations in Portugal and the features
of the companies above described was tested
econometrically by using a linear regression
model.

The estimation results are presented in
Annex B of this Report.

The results obtained may be summarised
as follows:

() As in 2010 and in 2011, no significant
statistical relation was found between the
compliance Index and the size variables
considered, i.e. market capitalisation, sales
and number of employees.

(i) The performance and profitability indi-
cators used do not explain the degree of
compliance with corporate governance re-
commendations as according to data from
2011 and 2012. Indeed, significant correla-
tions were not found between the level of
compliance of each company and the res-
pective performance indicators, measured
via the four variables described above (Net
result, EBIT, EBITDA and leverage/debt ser-
vice coverage ratio). Likewise, the return to
investor did not produce significant statisti-
cal results.

(iii) In contrast, a very significant relation
was found, in statistical terms, between the
values of the Index and whether these
companies belong or not to the PSI 20 In-
dex. The results of the study demonstrate
that a company in the PSI 20 Index best

complies with the corporate governance
recommendations, corresponding to an in-
crease of 315 points in the individual com-
pliance Index (this percentage is neverthe-
less inferior to the results obtained for 2010
and 2011, 443 and 447 points respectively).

To be noted that in the study for the
Portuguese market by Alves e Mendes
(2009), this positive relation was also found.

(iv) In contrast to that observed in previous
studies, the shareholder structure does not
present itself as an explanatory factor for
each company’s degree of individual com-
pliance in 2012. As a matter of fact, no si-
gnificant statistical relation was found
between the free float variable and the
compliance degree in 2012.

(v) However, the choice of the governance
model affects the degree of compliance
with corporate governance recommenda-
tions. The study data reveals that, as in
2010 and 2011, the companies that follow
the Anglo-Saxon model tend to comply with
the recommendations at a higher rate.

(vi) The present study did not determine a
major statistical relation between the com-
pliance Index and the capital market experi-
ence. The distinction between financial
companies and non-financial companies did
not determine any statistic relation either.
The same results had been obtained for
2010 and 2011.

To be noted that these results contrast
with those obtained previously for the Por-
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tuguese companies by Alves e Mendes
(2009).

(vii) However, as in 2011, most of the com-
panies in the construction sector tend to pre-
sent compliance levels lower than other
companies in other industry sectors. As sur-
mised, this result may be due to a bigger ex-
posure to the economic crisis experienced by
this particular sector.

As a whole, the results of the Report allow
to conclude that the companies simultaneously
larger and with more stock exchange generated
liquidity (specifically those integrated in the PSI
20 Index) present a higher degree of complian-
ce with corporate governance recommenda-
tions.

This result also indicates that a greater ex-
posure to the capital market translates a better
acceptance of the Corporate Governance Code
and this is considered a key conclusion of this
study.
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/. Final Conclusions

A,

The present Report incorporates the methodology of the previous two studies since it is ba-
sed on an innovative approach to analyse the degree of compliance with the recommendations
contained in the Corporate Governance Code, by issuer companies of shares admitted to tra-
ding in the Euronext Lisbon Market, according to the corporate governance reports referring to
the 31st December of 2012.

This methodology remains grounded on five key characteristics:

i) the private nature of the assessment;

i) the independence of the assessment;

iii) a timely analysis;

iv) high analytical character, particularly in relation to multiple recommendations; and

v) weighting the importance of the recommendations in light of the internationally recogni-
sed benchmarks.

5}

The cycle of reports, which is continued by means of this new study on the degree of ac-
ceptance of the good Corporate Governance practices in Portugal, seeks to serve as a syste-
mic demonstration of the feasibility and advantage of performing private scrutiny to the degree
of compliance with the recommendations for good governance serving as an tool for a clearer
separation between, on the one hand, the area of compliance (as a managing and supervisory
activity in the fulfilment of the legal regulations) and on the other hand, the assessment of prac-
tices freely undertaken by companies in matters of Governance.

C.

A relevant contribution of the present study is the creation of an Index on the compliance
with the corporate governance recommendations in Portugal designated as Catodlica Lisbon/
AEM Index.

The mean of the Catdlica Lisbon/AEM Index reached the value of 9.224 this year against
9.165 in 2011 in a maximum of 10.000.

It may therefore be stated that, in addition to a higher degree of compliance with the corpo-
rate governance recommendations by the national listed companies, an improvement is also
recorded in 2012 in relation to 2011.
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Final Conclusions

Another relevant contribution of the present Report follows with the construction of a corpo-
rate governance rating, the Catdlica Lisbon/AEM Rating.

It is based on a classification made of eight classes, from D (minimum rating) to AAA (maxi-
mum rating).

The implementation of this rating classification revealed results consistent with previous
data where none of the analysed companies was placed in the lower classes (D, CC and C).

On the other hand, 81.4% of the listed companies recorded ratings from AAA to A. Further-
more, 39.5% obtained the maximum AAA rating.

D.

By comparing the practices followed by the listed companies in 2011 and 2012 with the
previous year, we find a continued positive evolution in the degree of compliance with good
corporate governance practices.

=,

In respect to the explanatory variables a propos the different levels of compliance with good
governance practices, it was found that, on the one hand the companies in the PSI 20 Index
which simultaneously have a larger size and more liquidity generated in the stock market pre-
sent a bigger degree of acceptance of the recommendations.

This result confirms that a bigger exposure to the capital market means a better compliance
with the corporate governance code.

-

In addition to releasing a recorded continued positive evolution in the degree of compliance
with corporate governance recommendations, we point out the present cycle of Reports was
able to influence the shaping of the best Corporate Governance practices.

G,

Recent developments have come to show the important implications in terms of legislative
policies which have been extracted from the cycle of reports herein continued.

© 2013, Centre of Applied Studies — CATOLICA-LISBON School of Business & Economics

Corporate Governance in Portugal in 2012 | 57



Final Conclusions

In 2011, we pointed out an excessive national legal recommendatory density which in many
cases did not match the international benchmarks.

It is rather revealing in this regard — in an implicit recognition of the justness of this observa-
tion that in the Public Consultation Process n.° 2/2013 CMVM announced its intention to reduce
the number of recommendations included in its Corporate Governance Code.

It is also significant that among the recommendations to be suppressed we should find
twelve which were rated with a null relevance according to their acceptance in international
benchmarks.

Furthermore, and also since the very beginning of this reporting cycle, it was noted that
multiple recommendations bear a negative effect and imply a negative bias in the supervision of
these recommendations.

As a matter of fact, during the same public consultation process, CMVM informed its inten-
tion to carry out the breakdown of several longer and multiple content recommendations into
individual ones.

Lastly, the approval of a private initiative corporate governance code, in 2013, confirms the
viability of entrusting private institutions with the treatment of aspects regarding corporate go-
vernance, which also applies, mutatis mutandis, to the monitoring system on the degree of
compliance with the governance codes as evident since the first edition of the Catdlica Lisbon/
AEM Reports.

The mentioned data prove the relevance and influence of this reporting cycle in the regula-
tory and recommendatory conformation of listed companies’ corporate governance in Portugal.
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ANNEX A List of Companies
Included in the Study

Altri, S.G.P.S., S.A.

Banco BPI, S.A.

Banco Comercial Portugués, S.A.

Banco Espirito Santo, S.A.

Banif - S.G.P.S., S.A.

Brisa - Auto Estradas de Portugal, S.A.

Cimpor - Cimentos de Portugal, S.G.P.S., S.A.
Cofina, S.G.PS., S.A.

Compta - Equipamentos e Servicos de Informatica, S.A.
Corticeira Amorim, S.G.P.S., S.A.

EDP - Energias de Portugal, S.A.

EDP Renovaveis, S.A.

Estoril Sol - S.G.PS., S.A.

F.Ramada - Investimentos, S.G.P.S., S.A.

Galp Energia, S.G.P.S., S.A.

GLINTT - Global Intelligent Technologies, S.G.P.S., S.A.
Grupo Média Capital, S.G.P.S., S.A.

Grupo Soares da Costa, S.G.PS., S.A.

lbersol, S.G.P.S., S.A.

Imobiliaria Construtora Gréo Para, S.A.

Impresa, S.G.P.S., S.A.

Inapa - Investimentos, Participacoes e Gestao, S.A.
Jeronimo Martins - S.G.P.S., S.A.

Lisgrafica - Impresséao e Artes Graficas, S.A.
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Martifer - S.G.P.S., S.A.

Mota-Engil, S.G.P.S., S.A.

Novabase - S.G.P.S., S.A.

Portucel - Empresa Produtora de Pasta de Papel, S.A.
Portugal Telecom, S.G.P.S., S.A.

Reditus - S.G.P.S., S.A.

REN - Redes Energéticas Nacionais, S.G.P.S., S.A.

SAG GEST - Solucdes Automoével Globais, S.G.P.S., S.A.
Semapa - Sociedade Investimento e Gestao, S.G.P.S., S.A.
Sociedade Comercial Orey Antunes, S.A.

Sonae - S.G.P.S,, S.A.

Sonae Capital, S.G.P.S., S.A.

Sonae Industria, S.G.P.S., S.A.

SONAECOM - S.G.PS., S.A.

Sumol + Compal, S.A.

Teixeira Duarte - Engenharia e Construgdes, S.A.

Toyota Caetano Portugal, S.A.

VAA - Vista Alegre Atlantis, S.G.P.S., S.A.

Zon Multimédia - Servicos de Telecomunicacoes e Multimédia,

S.G.PS,, S.A.

“Bold”- companies affiliated to AEM analysed
in the present Report.
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ANNEX B! Results of the Econometric

Estimate

The model chosen to describe the behaviour of the Catdlica Lisbon/AEM (IND) Index was:

IND, = B, + B,PSI + B,AS, + B,HCI, +e¢,

where PSl is a qualitative variable indicating that the company belongs to the PSI 20 Index, AS
is a qualitative variable which indicates that the governance model adopted by the company is
Anglo-Saxon and HC1 is a qualitative variable used to identify construction companies with a

poorer performance.

The model represented above was estimated according to the ordinary least square method

by using data from a sample of 43 companies included in the study.

The choice of the method was validated by the endogeneity tests carried out.

The presence of heterocedasticity was not detected. As such, we present the usual stan-

dard deviations.

Below, the results arising from the selected specification are presented.

Equation 1

Method of estimation = Ordinary Least Squares

Dependent variable: IND
Current sample: 1 to 43

Number of observations: 43
Mean of dep. var. = 9223.78 LM het. test = 1.66329 [.197]
Std. dev. of dep. var. = 537.879 Durbin-Watson = 1.70640 [<.299]
Sum of squared residuals = 5368100 Jarque-Bera test = 1.14771 [.563]
Variance of residuals = 137643 Ramsey's RESET2 = 1.10915 [.299]
Std. error of regression = 371.003 F (zero slopes) = 16.4267 [.000]
R-squared = .558224 Schwarz B.I.C. = 320.835
Adjusted R-squared = .524241 Log likelihood = -313.312
Estimated Standard
Variable Coefficient Error t-statistic P-value
C 9040.25 81.6549 110.713 [.000]
AS 400.384 129.652 3.08814 [.004]
PSIT 315.071 118.855 2.65088 [.012]
HC1 -994.835 225.785 -4.40611 [.000]
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