


Corporate Governance and Executive Compensation
Learning Problems

Online Discussion
Problem:  Corporate Governance at Toronto Dominion

Under CSA guidelines, boards of directors should prepare a written mandate and position descriptions for the board chairperson and CEO.  This ensures their duties are carefully articulated and there is no confusion as to who is responsible for different tasks.
Access the board mandate and position descriptions for the board chairperson and CEO for the Toronto Dominion Bank found in the About TD – Corporate Profile section of its website.
REQUIRED:  

1. Describe the responsibilities of the board of directors.
2. Describe the responsibilities of the board chairperson and CEO.

Problem:  Corporate Governance at CAE
Much of the work of a board of directors is conducted by its standing committees.  Under CSA guidelines, each committee should have a written charter that describes its responsibilities and a position description for its chairperson.

Access the committee charters for the governance committee and human resources committee at CAE along with the position descriptions for their chairpersons found in the Investors section of its website.
REQUIRED:

1. Describe the responsibilities of the governance committee and its chairperson.

2. Describe the responsibilities of the human resources committee and its chairperson.
Problem:  Corporate Governance at Magna 
Under CSA guidelines, a board of directors should adopt a written code of business conduct and ethics to promote integrity and discourage wrongdoing.  Employees are carefully monitored so they adhere to these standards.
Access the Code of Conduct and Ethics for Magna found in the Company section of its website.

REQUIRED:

1. Describe the responsibilities of employees under Magna’s code of conduct and ethics.

2. What is the purpose of the Magna Hotline?
Problem:  Corporate Governance at Canadian Tire

Corporate directors have important legal responsibilities to both a company and its shareholders under common law and federal and provincial statutes.  Directors can be held financially liable for not meeting these obligations.  Director expectations have increased appreciably since the Enron crisis.
Access the document “Expectations of Directors” at Canadian Tire found in the Investors section of its website.

REQUIRED:
1. Describe the expectations for corporate directors at Canadian Tire.

Problem:  Annual Bonus at Netley
Hanna Wilson is a divisional manager at Netley Ltd.  The company’s human resources and compensation committee awarded her a CAD 400,000 incentive bonus equal to 80% of her base salary for 2021.  The actual amount to be paid out will vary from 0% to 200% of this base amount depending on the company’s performance in two areas.  Financial performance is measured using the annual ROIC and is weighted 80%.  Safety performance is measured using the injury ratio and is weighted 20%.  The injury ratio is the number of industrial accidents per 200,000 person hours.
	ROIC
	Bonus Multiple

	Below 9%
	0.00

	9.0%
	0.50

	10.0%
	0.75

	11.0%
	1.00

	12.0%
	1.25

	13.0%
	1.50

	Above 13.0%
	2.00


	Injury Ratio
	Bonus Multiple

	Below 1.0
	2.00

	1.00
	1.50

	1.50
	1.00

	2.00
	0.50

	Above 2.0
	0.00


The committee collected the following company-wide information at the end of 2021 to calculate the incentive bonus:
	Operating income
	38,900,000

	Tax rate
	25%

	WACC
	7.5%

	Total assets
	305,670,000

	Current liabilities
	29,340,000

	Current portion of long-term debt
	2,640,000

	Injury ratio
	1.3


REQUIRED:
1. Calculate Wilson’s incentive bonus for 2021.

2. Identify any potential improvements to the plan.

3. What is Netley’s residual income in 2021?  Is it adding value for the shareholders?
Problem:  Employee Stock Options at Clearwater
Kyle Lawton is the COO at Clearwater Holdings and was awarded 50,000 stock options on January 2, 2020.  The ESOs vest over four years at 25% per year and have a term of 10 years.  The exercise price is CAD 11.20 which was equal to the closing share price on the grant date.  Lawton sold the options on the exercise date which was the final day of the vesting period before leaving the company to pursue other opportunities.  The closing share price on the exercise date was CAD 14.24.
REQUIRED:

1. What is Lawton’s profit on the ESOs?
2. What is Lawton’s profit on the ESOs if he was terminated without cause after only one year when the share price is CAD 11.90?

3. What could Clearwater do to encourage more long-term decision making?

4. If Clearwater did not want to issue any new shares because of EPS dilution, what are its options?
Problem: Performance Shares Units at Clemson
Clemson Industries issued 80,000 PSUs to its CEO on January 1, 2018.  The shares vest in three years if specific performance targets are met. PSUs can be equity or cash settled.
Seventy percent of the PSUs vest if the CEO achieves an average ROIC between January 1, 2018 and December 31, 2020 of 13.0%.  The number of shares that vest is adjusted based on the CEOs performance in relation to this target.  
	ROIC
	Vesting Factor

	Below 11%
	0.00

	11.0%
	0.50

	12.0%
	0.75

	13.0%
	1.00

	14.0%
	1.25

	15.0%
	1.50

	15.0% and above
	2.00


Vesting is conditional on the share price averaging CAD 45.00 over the last three months of 2020.  The share price was CAD 52.30 in that period.
The other 30% of the PSUs vest based on the company’s relative share price appreciation including dividends over a three-year period compared to two equally weighted comparator groups including its five main industry competitors and all companies in the S&P/TSX 300 index.  The targets are to finish third and in the 50th percentile. 
	Relative to Competitors
	Vesting Factor

	First
	2.00

	Second
	1.50

	Third
	1.00

	Fourth
	0.50

	Fifth
	0.00


	Relative to S&P/TSX 300
	Vesting Factor

	75th percentile and above
	2.00

	50th percentile
	1.00

	25th percentile 
	0.50

	Less than 25% percentile
	0.00


At end of the vesting period, Clemson achieved a three-year average ROIC of 14.3%.  It also ranked second amongst its competitors and in the 50th percentile of companies in the S&P/TSX 300 index for share appreciation.

REQUIRED:

1. How many of the RSUs will vest at the end of the agreement? 

2. Why was vesting conditional on achieving a specific share price target?

3. Identify any potential improvements to the plan.
Problem:  Deferred Share Units at Cascade
Rita Williams, CFO at Cascade Enterprises, decided to convert her annual bonus of CAD 550,000 into DSUs on January 2, 2020.  The closing share price on the deferral date was CAD 10.30.  Cascade agreed to match the initial conversion up to 25%.  The quarterly cash dividend was CAD 0.30 on March 31, June 30, September 30, and December 31 which the company converted into additional DSUs.  The closing share price on the dividend payment dates were CAD 10.50, CAD 11.10, CAD 10.65, and CAD 11.20.
REQUIRED:

1. How many DSUs did Williams accumulate by the end of 2020.
2. Why did Williams convert her annual bonus into DSUs instead of buying actual shares?

3. Why would Cascade match Williams’ conversion up to 25%?
Discussion: Corporate Governance and Executive Compensation
REQUIRED:

1. Access the most recent management information circular for a Canadian company found in the investment relations section of its website or through SEDAR.
2. Research the company’s corporation governance and director and executive compensation policies.  
3. Prepare a 200-word submission describing improvements you would make to its governance and compensation practices.
4. Respond to the posts of at least three classmates.
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