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SPANISH SEASON PEAKS

The Spanish annual meeting season hits its peak in
June. The second most popular month for annual
meetings is May, followed by April. Historically,
the Spanish proxy season occurred earlier in the
year, though many companies have pushed back
their meeting date, given that Spanish law allows
for meetings to be held within six months of the
close of an issuer’s fiscal year, which typically is
December 31.
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Fig. 1: Meetings by Month Covered in
2008

Also of note, many major Spanish companies,
including Telefonica, Banco Santander, Iberdrola
Renovables, and Fomentos de Construcciones y
Contratas, and Indra Sistemas, are expected to

hold their meeting in June, much as they did last
year.

ADVISORY VOTES IN SPAIN

2009 will be the second year that some Spanish
companies will submit their remuneration report
to an advisory vote of shareholders at their annual
meeting. Recommendation 40 of the Spanish
Unified Code gives wide latitude to companies
with regard to pay votes, stating that
compensation reports can be presented to
shareholders as a separate document, or
otherwise in a manner of a company’s choosing.

Given the vague definition of what an advisory
vote entails, and because an advisory vote is not
addressed under Spanish law, most Spanish
companies have opted to forgo providing investors
with such a vote. Just 20 of 143 companies, or 14
percent, tracked by RiskMetrics last year provided
for an advisory vote, while another five included
an informational item (non-voting) on their
compensation policy. Other companies, however,
provided the information in a separate document
without allowing for a vote.

Among these other companies are the five largest
Spanish companies by market capitalization,
including Telefonica, Banco Santander, Banco
Bilbao Vizkaya Argentaria, |berdrola, and Endesa.
For 2009, RiskMetrics does not expect an increase
in the number of pay vote proposals, based on the
existing universe of coverage.

The degree to which elements of compensation
are disclosed varies among companies allowing for
“say on pay,” with some providing a break-down
between fixed and variable remuneration,

information on individual pay, and share-based
compensation plans and bonuses. Other,
meanwhile, simply provide aggregate
compensation figures in a given category (e.g.,
total bonuses paid to all executives).

CHANGES TO THE SPANISH COMPANY
LAW ON STRUCTURAL MODIFICATIONS

Last month, the Spanish Government approved a
new law (Ley 3/2009) affecting share buybacks,
preemptive rights and other issues, following the
EU Directive 2007/63/CE and a Dec. 18, 2008,
ruling of the European Union Court of Justice. The
law will take effect in early July, but the nature
and scope of the changes may impact the coming
proxy season, or, at the least, bear monitoring.
Key changes are noted below.

e Increase the maximum limit for share
repurchases from 5 to 10 percent for
publicly listed companies over a period of
60 months, as opposed to the current 18
month holding period.

e Preemptive rights are excluded when
capital is increased via non-monetary
contributions.

e Preemptive rights are excluded for
holders of convertible obligations from
share capital increases as well as the
issuance of convertible obligations.

e In relation to mergers, it is increased the
level of information that should be made
available to the interested parties, which
shall include 1) the bylaws of the resulting
entity, 2) an opinion on the impact of the
merger on the industry, 3) a valuation of
assets and liabilities being transferred to,
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4) dates of the balance sheet accounts
used to determine the share exchange
ratio, and 5) potential consequences of
the merger on the employment levels,
types of management bodies, and the
company’s social responsibility.

e Eliminate the requirement to provide an
external independent merger valuation if
agreed to by the totality of shareholders
of all parties involved.

e In the event of simple mergers, where the
subsidiary is controlled by up to 90
percent, the requirement for the board
and independent experts to present a
report on the merger is eliminated if a
reasonable compensation is offered to
those shareholders of the absorbed
company.

e The requirement to convene a general
meeting is also eliminated when the
absorbed company is controlled by up to
90 percent, unless required by holders of
1 percent of the capital.

One potential concern with regard to changes in
share buyback rules concerns the change in the
duration of the authority from 18 to 60 months.
Eighteen months is generally viewed as a
composite average under European market
legislation. Although Spanish companies’ practice
is to renew such authorities on an annual basis
thereby voiding the previous authority granted, it
remains too early to assess the impact to, and
reaction from, investors with regard to the new
regulation.

BANKS A MODEL IN RISK MANAGEMENT

Despite a downgrade to Spain’s sovereign credit
rating earlier in the year, the country’s banks
have proved to be in a better position than their
European and American counterparts. The
difference is primarily due to changes in their
capital holdings, which took place nearly a decade
ago, that require banks to set aside reserves
based on a weighted average of their assets, with
weightings  determined by past default
frequencies for different asset classes.

Manuel Romera, technical director for the
financial sector at the Insituto de Empresa School
of Business, recently noted that the reason that
Spanish banks are better prepared than other
banks to ride out the current financial crisis is
that they have more of their own resources in
proportion to assets, weighted by risk, which
means they are better capitalized. “The average
Spanish bank has a Basel Capital Adequacy Ratio
of about 12 percent, compared with the global
average of below 10 percent” Romera said. “In
other words, they are handling their solvency
obligations better, since they are less leveraged in
their financing and have lower-risk loans.”

Spain’s approach is designed to smooth economic
peaks and troughs by acting counter-cyclically. In
practice, the rules would limit excessive growth in
lending, as well as force banks to build up
cushions against future losses. This means that
during economic growth, the system forces banks
to set aside a provision for each new loan in case
it goes bad, while during downturns, banks can
draw on these general provisions to cover bad
loans, lessening their need to cut back on lending
or raise new capital.

Although Spanish banks have avoided the solvency
problems seen in the U.S. and other European
countries, it is important to note that the
central’s bank provision has not proven effective
for Spain’s financial sector broadly (Spanish banks
are having difficulties financing their operations),
or its economy, which has fallen into recession.

For Spain’s biggest banks such as Banco Santander
and BBVA, the financial crisis has in fact proven to
provide for acquisition opportunities, with notable
purchases including U.K.-based Alliance &
Liecester and Bradford & Bingley by Banco
Santander, as well as Sovereign Bank, a U.S. bank,
also by Banco Santander.

BBVA also completed the acquisition of two U.S.
banks, Texas State Bank and Laredo National
Bank, which were integrated into its wholly-
owned subsidiary, Compass Bank, acquired in June
2007.

Taken together, Spanish banks would appear
poised to continue seeking out opportunities for
inorganic growth.

VOTING MECHANICS

Spanish publicly listed companies (Sociedades
Anonimas) must hold an annual meeting within
the first six months after the company’s fiscal
year-end. Shareholders need to be registered at
least five days prior to the meeting in order to be
allowed to vote and attend the meeting.
According to provisions set forth by the Ley de
Transparencia of July 2003, Spanish companies
must disclose all information related to the
meeting at least one month before the meeting.
This information should also be made available by
companies on their Web Sites.
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Spanish corporate law allows shareholders
representing at least 5 percent of the company's
outstanding common stock to request the
inclusion of one or more items on the meeting
agenda. To exercise that right, shareholders must
submit their proposals within five days of
publication of the original meeting notice. Those
items proposed by a shareholder or group of
shareholders must be made available 15 days prior
to the meeting. Also of note, some Spanish
companies require shareholders to hold a
minimum number of shares in order to attend the
meeting, and shareholders may be represented at
the meeting by a proxy, who need not be a
shareholder, per requirements set under a
company’s bylaws.

Spanish law allows shareholders to cast their votes
via mail or by electronic means. Shareholders
wishing to cast their votes electronically should
present an electronic certificate with a valid
electronic signature issued by the Autoridad
Publica de Certificacion Espanola (CERES) in order
to guarantee the security and authenticity of
votes cast electronically.
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About RiskMetrics Group

RiskMetrics Group is a leading provider of risk management and corporate governance
products and services to financial market participants. By bringing transparency,
expertise and access to the financial markets, RiskMetrics Group helps investors better
understand and manage the risks inherent in their financial portfolios. Made up of three
business units — Risk Management, 1SS Governance Services, and Financial Research and
Analysis — our solutions address a broad spectrum of risks across our clients’ financial
assets. In January 2007, RiskMetrics Group acquired ISS, a leader in proxy voting and
corporate governance services, and in August 2007, it acquired CFRA, a global leader in
forensic accounting risk research, legal/regulatory risk assessment, due-diligence, and
educational services. Headquartered in New York with 19 global offices, RiskMetrics
Group serves some of the most prestigious institutions and corporations worldwide.

The RiskMetrics Group Governance Institute is a focal point for thought leadership and
innovation around current and emerging issues of global corporate governance. By
creating and disseminating research and insight on a range of governance topics, the
Institute aims to inform and promote constructive dialogue and activity on matters that
are critical to clients and of interest to the larger financial community.

About the Author
Based in Rockville, Md., Juan Pajuelo directs coverage of Latin America and
Iberia for RiskMetrics' governance research team

For more information, please visit: www.riskmetrics.com.
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This analysis has not been submitted to, nor received approval from, the United States
Securities and Exchange Commission or any other regulatory body. While ISS exercised
due care in compiling this analysis, it makes no warranty, express or implied, regarding
the accuracy, completeness or usefulness of this information and assumes no liability
with respect to the consequences of relying on this information for investment or other
purposes. In particular, the research provided is not intended to constitute an offer,
solicitation or advice to buy or sell securities nor is it intended to solicit votes or proxies.

Institutional Shareholder Services Inc. (“ISS”) is a wholly-owned subsidiary of RiskMetrics
Group, Inc. (“RMG”). The following are other wholly-owned subsidiaries of RMG:
RiskMetrics Solutions, Inc. (“RMI”); Research Recommendations and Electronic Voting
Ltd. (“RREV”); and ISS Corporate Services, Inc. (“ICS”). While these subsidiaries are
separate legal entities, the products and services provided by these companies are all
branded as part of the RiskMetrics Group family.

RMG is a publicly traded company on the NYSE (Ticker: RMG). As such, RMG is not
generally aware of whom its stockholders are at any given point in time. RMG is,
however, aware that at the moment, three of RMG’s largest stockholders are General
Atlantic, Spectrum Equity Investors and Technology Crossover Ventures. These
stockholders are private equity investors whose business activities include making equity
and debt investments in publicly- and privately-held companies. As a result, occasionally
one or more of RMG's stockholders or their affiliates (or their representatives who serve
on RMG'’s Board of Directors) may hold securities, serve on the board of directors and/or
have the right to nominate representatives to the board of a company which is the
subject of one of ISS’ proxy analyses. ISS has established policies and procedures to
restrict the involvement of any of RMG’s non-management stockholders, their affiliates
and board members in the content of ISS’ analyses and vote recommendations. Neither
RMG’s non-management stockholders, their affiliates nor RMG's non-management board
members are informed of the contents of any of ISS analyses or recommendations prior
to their publication or dissemination.

The subject of this analysis may be a client of ISS, ICS, RMI or another RMG subsidiary,
or the parent of, or affiliated with, a client of ISS, ICS, RMI or another RMG subsidiary.

One, or more, of the proponents of a shareholder proposal at the upcoming meeting may
be a client of ISS, ICS, RMI or another RMG subsidiary, or the parent of, or affiliated
with, a client of ISS, ICS, RMI or another RMG subsidiary. None of the sponsors of the
shareholder proposal(s) played a role in preparing this report.

ISS may in some circumstances afford issuers, whether or not they are clients of ICS or
any other RMG subsidiary, the right to review draft research analyses so that factual
inaccuracies may be corrected before the report and recommendations are finalized.
Control of research analyses and voting recommendations remains, at all times, with ISS.
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