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A. Introduction

The current status of executive compensation

An Unprecedented Year...

Following the near collapse of the global financial system in the fall of 2008, massive
government bailouts of financial and automobile industries around the globe, and extraordinary
measures taken by central banks, 2009 saw a global backlash against executive compensation
practices from taxpayers, governments, and shareholders alike on an unheard of scale.

The consternation of a wide variety of groups in many of the world’s industrialized countries
resulted in many governments taking unprecedented measures to curb excessive executive
compensation, to ensure remuneration is linked with performance, and to prevent executive pay
from potentially encouraging undue risk taking. These steps include the creation of a pay “Czar”
in the United States and a move to legislate “Say on Pay” in that country, as well as a 50% tax
on bonuses paid to financial services employees in the United Kingdom; the U.K. had previously
legislated “Say on Pay”.

Canada has remained a relative bastion of calm thanks to the sound nature of our financial
sector — a result of a combination of prudent risk management practices, different mortgage
borrowing rules and a conservative regulatory environment - and fewer instances of “windfall”
compensation payments in this country.

Canadian companies cannot, however, take this as a sign that the status quo is acceptable to
their shareholders . CCGG believes the current drive to enact governance and compensation
reforms by Canadian shareholders has provided Canadian issuers an opportunity to take a
leadership role by voluntarily adopting “Say on Pay” and other shareholder democracy best
practices (i.e. majority voting, individual voting, disclosing proxy ballot results). These initiatives
enhance compensation and governance transparency through more thorough and thoughtful
disclosure practices, and by boards undertaking ongoing, mutual, and constructive dialogue with
institutional and other shareholders.

CCGG would like to acknowledge those boards that have already voluntarily adopted “Say on
Pay” advisory votes and have willingly met with us as a part of our board engagement process.
CCGG believes that our engagement meetings have been mutually beneficial for both the issuer
and our members. We look forward to expanding the list of companies we meet with in 2010
and beyond.

CCGG and Say on Pay

On October 23, 2009, Canadian Coalition for Good Governance (CCGG) released its Model
“Say on Pay” Policy for Board of Directors for public comment. CCGG members believe that
institutional shareholders should have regular, constructive engagement with the boards and
board compensation committees of public companies to explain their perspectives on
governance, compensation and disclosure practices, and to provide detailed comments on the
company’s practices to the board. CCGG believes that boards will welcome this direct
constructive interaction with large shareholders, which will normally be held without
management or advisers and that it will lead to a better alignment of the interests of
shareholders with the interests of the board and management.
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A. Introduction

CCGG regards “Say on Pay” shareholder advisory votes as an important part of this ongoing
integrated engagement process between shareholders and boards, giving shareholders an
opportunity to express their satisfaction with the board’s approach to executive compensation.

CCGG recommends that boards voluntarily add to each annual meeting agenda a shareholder
advisory vote on the company’s report on executive compensation. CCGG urges shareholders
to carefully consider each “Say on Pay” vote on a company by company basis and to discuss
their concerns with the company in advance of the shareholders’ meeting.

Special Thanks

CCGG wishes to thank Carol Hansell, Senior Partner at Davies Ward Phillips & Vineberg LLP,
for her assistance and guidance in the development of this policy.

Ongoing Efforts

CCGG will continue to encourage issuers to:
Abandon the practice of slate voting and to adopt a majority requirement for their
director elections
Provide a clear explanation of the overall compensation framework and the linkage
between the pay regime and the performance outcomes.
Incorporate less complexity in compensation packages so that shareholders are able
to readily understand the alignment with them
Understand the appropriateness of all elements of post-retirement benefits and
change of control provisions for executives.

Compensation Discussion and Analysis (CD&A)

CCGG’s Observations:

In reviewing the Compensation Discussion & Analysis (CD&A) of 100 of Canada’s largest
issuers, CCGG believes the majority of issuers could substantially improve their disclosure with
more transparency, thoughtful designs to enhance the readability of the CD&A and use of plain
language. In addition to improving readability, CCGG has identified the following areas as those
most in need of improvement:

1) Describe the corporate objectives and strategy the compensation plan is trying

to incent executives to fulfill/follow: Almost no issuer actually discussed their
corporate objectives and business strategy in their disclosures. It is impossible for
shareholders to make an informed assessment of the appropriateness of a
compensation regime if they are unable to understand what, exactly, the board is
trying to achieve and what behaviours it is trying to incentivize or dis-incent. Any
discussion on corporate objectives and strategy should also discuss the board’s role
in developing objectives and formulating strategy.

2) Fully explain variable compensation decisions: CCGG believes the vast majority
of issuers could substantially enhance their discussions of variable compensation
formulas. For example, many companies will provide a general explanation of a
bonus formula and discuss what metrics are used for measuring performance but the
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A. Introduction

discussion does not explain why those metrics were chosen. Furthermore, an issuer
may also consider explaining why it other commonly used performance metrics for
their industry were not included (e.g. same stores sales for retail companies or NAV
for mining) if applicable. Additionally, a great deal of issuers also failed to explain
how bonuses are determined when they do not exactly meet a performance target
(e.g. if performance is between threshold and target, is the bonus calculated using
linear interpolation?). Finally, many issuers indicated they used discretion to increase
or decrease quantitatively determined bonus payments but did not explain the
process for using discretion or the board'’s rationale.

3) Disclose performance targets and fully explain m etrics: CCGG believes that
many issuers may inappropriately fail to quantify their performance targets. Both
CCGG and the CSA believe that disclosing broad-based, historical corporate
performance metrics such as EPS, revenue, or EBITDA does not inflict material
harm to as they performance results are widely available in other required
disclosures and, therefore, citing competitive harm is insufficient. Also, many issuers
failed to fully explain their performance metrics. For example, an issuer may have
indicated “cash-flow” is used as a performance metrics but did not specific what
cash-flow metric is used (net-cash flow, operating cash-flow, etc.) while other
companies may have used “adjusted” performance metrics (i.e. adjusted EPS)
without explaining what adjustments were or could be made.

4) Detail SERP pension obligations and employment ¢ ontracts: Issuers should be
fully disclosing details of their pension obligations including pension payments to
NEOs if they had retired as of year end and their expected pension benefits at age
65. Additionally, companies should be fully disclosing the accumulated SERP
pension obligations of both current and former employees and the funding status of
those specific obligations. Issuers should also disclose the full details of an NEO
employment contract, including all changes, as well as detailing the incremental
payments owed to an NEO as of year end under all possible termination scenarios.

Canadian Securities Administrators’ (CSA) Observations:

In November 2009, the CSA released Staff Notice 51-331 which summarizes the findings in
their review of CD&As. The following are some key findings reported in the Staff Notice:

62 of 70 companies reviewed generally met the requirements of the CSA’s new form 51-
102F6 yet most these companies were asked to improve their disclosure in future filings.

A number of companies did not sufficiently explain how each element of compensation is
tied to each named executive officer's (NEO) performance.

For many companies, the CD&A did not fully or accurately describe the process for
making executive compensation decisions.

A number of companies applied discretion to either increase of decrease compensation
following the initial setting of objective performance goals but did not fully explain the
discretionary process.
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A. Introduction

A number of companies did fully describe the relative importance between corporate and
individual performance objectives.

A number of companies did not quantify performance goals that were based on objective
measures such as EPS, EBITDA, growth in net sales, and operational targets. The
requirement to quantify the objective measures appl ies regardless of whether the
objective measures are guidelines or hard targets. The CSA stated that a number of
companies attempted to improperly rely on the “seriously prejudice” exemption.
“Generally, we [CSA] think that disclosing past performance metrics based on broad
corporate-level financial performance measures like earnings per share, revenue growth,
and EBITDA, would not seriously prejudice the company’s interests. These measures
are generally publicly available in other disclosure documents. Thus, the company
should have quantified the historical EBITDA target

Companies that did not disclose specific performance goals often neglected to state
what percentage of compensation relates to the undisclosed information and how
difficult it would be for the NEO to achieve the undisclosed performance goal. The
company should also add context to its explanation (e.g. simply saying the goal is
challenging does not help investors understand how decisions about executive
compensation are made. To add context, the company could disclose if the performance
goal was achieved in the past.)

The CSA was often unable to tie the discussion in the CD&A to the rest of the
company’s executive compensation disclosure, including the Summary Compensation
Table (SCT). (e.g. a company discloses the grant of a bonus but does not explain the
company granted the bonus because performance goals were met).

A significant number of companies subject to the performance graph requirement did not
fully discuss how the trend shown in the performance graph compared to the trend in the
compensation of executive officers.

A number of companies did not clearly explain their benchmarking methodologies.
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A. Introduction

About this document

This document is designed to improve the overall quality of executive compensation disclosure
in annual proxy circulars. It is a guide to how and what to disclose in public documents — it is
not the definitive model of executive compensation disclosure.

Section B — Compensation regime disclosure , discusses ideal disclosure in five key areas.

We have included some excellent examples of executive compensation disclosure we
discovered during our review of the annual proxy circulars of over 150 issuers, including many
“best practices” (those that meet all of the criteria set out in our five guidelines).

The examples show how some companies have chosen to communicate with shareholders.
You are encouraged to either adopt or adapt these disclosure practices.

All of these examples meet our four criteria for truly effective disclosure:
1. easytofind
2. easy to understand
3. accurate and complete
4. given in context so that the information has meaning.

Section C — Innovations shows what some companies have done to improve their disclosure
practices over and above what was communicated in last year’s document.

Section D — A guide to providing “best practice” di sclosure, is a checklist you can use to
compare your current disclosure practices against the Coalition’s “best practices” when you
write your annual proxy circular.
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B. Compensation regime disclosure

Section B — Compensation regime disclosure
Disclosing executive compensation information withi n the annual proxy circular

Shareholders need thorough disclosure of all aspects of the compensation regime to be able to
adequately assess an issuer's compensation practices.

In this section, we discuss executive compensation disclosure in five key areas:

B.1. Build an independent compensation committee
B.2. Develop an independent point of view

B.3. Test pay to performance linkages

B.4. Establish share ownership guidelines

B.5. Disclose all facets of the compensation regime

The examples we have included in each area are from our review of the executive
compensation disclosure practices of over 150 companies. When we could not find a “best
practice” example (one that meets all of the criteria set out in our five key areas), we included an
example that has most of the elements needed for “best practice” status. We hope that, in the
next proxy circular, you will adapt your disclosure to address the deficiencies noted.

As with our companion document, Best Practices in Director Related Information , we
encourage companies to improve on the disclosure practices referenced in this document and
to develop best practices for items where we could not find a best practice.
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B.1 Build an independent
compensation committee

Section B.1 — Build an independent compensation com mittee

Observations this year
Majority of issuers have appointed a compensation committee of solely independent
directors.
Almost all issuers have no more the one-third sitting CEOs on the board (many have
none) although few have a stated policy with respect to the number of sitting CEOs that
can be on the board.
Many compensation committees have members with diverse backgrounds, however the
level of compensation expertise is implied (e.g. by virtue of previous employment as a
CEO) and not specifically disclosed.
Many issuers have in camera meetings at each regularly scheduled Compensation
Committee meeting.
A limited but growing number of issuers have outlined the Compensation Committee’s
work plan.

Improvement opportunities
Identify the compensation expertise of Compensation Committee member(s).
Disclose the specific policy limiting the number of sitting CEOs on the Compensation
Committee to no more than one-third of the total Compensation Committee membership.
Establish and disclose the Compensation Committee work plan.

This section included the following “best practice” disclosures.

1. Selecting committee members
Brookfield Asset Management (page 8)

2. Establish committee work plan
Bombardier (page 9)

3. Hold in camera committee meetings
Cameco (page 10)
TELUS (page 11)
Canadian Pacific Railway (page 11)
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B.1 Build an independent
compensation committee

Section B.1.1 — Selecting committee members

Example 1: Brookfield Asset Management
2009 Proxy Circular, page 25

Brookfield Asset Management's disclosure is a best practice...

Section B.1 — Build an independent compensation com mittee

Meets
Disclosure standard standard
1. Selecting committee members

Do not have current company CEO on the compensation
committee (to keep the committee independent).
Choose committee members with diverse professional
backgrounds that include specific expertise in executive
compensation.

Limit committee membership to no more than one-third
sitting CEOs.

Committee Independence:  Many issuers are meeting the “best practice” criteria in
this area. A number of issuers (too many to list in this document) have indicated that
their compensation committee is completely independent. In addition, very few firms
have included the CEO as a member of the committee.
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B.1 Build an independent
compensation committee

Section B.1.2 — Establish committee work plan

Example 1: Bombardier
2009 Proxy Circular, page 19

Bombardier’s disclosure of its Compensation Committ ee meeting agenda items easily
identifies the tasks and timeline for the committee work...

Section B.1 — Build an independent compensation com mittee
Meets
Disclosure standard standard
2. Establish a committee work plan
| - Establish a committee work plan. |
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B.1 Build an independent
compensation committee

Section B.1.3 — Hold in camera committee meetings

Example 1: Cameco
2009 Proxy Circular, page 25

#$$% &

Cameco’s disclosure of in camera meetings is a best practice...

Section B.1 — Build an independent compensation com mittee
Meets
Disclosure standard standard
3. Hold in camera meetings
| - Hold in camera meetings at each committee meeting. |
Canadian Coalition for Good Governance Page 10
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B.1 Build an independent
compensation committee

Section B.1.3 — Hold in camera committee meetings

Example 2. TELUS ¢
2009 Proxy Circular, page 11

TELUS'’ disclosure of in camera meetings is a bestp  ractice...

Section B.1 — Build an independent compensation com mittee

Meets
Disclosure standard standard
3. Hold in camera meetings

| - Hold in camera meetings at each committee meeting. |

Example 3: Canadian Pacific Railway
2009 Proxy Circular, page 16

Canadian Pacific Railway's directors meet without m anagement present before and after
the each board and committee meeting...

Section B.1 — Build an independent compensation com mittee
Meets
Disclosure standard standard
3. Hold in camera meetings
| - Hold in camera meetings at each committee meeting. |
Canadian Coalition for Good Governance Page 11

Best Practices in Executive Compensation Related Information — Hold in camera committee meetings



B.2 Develop an
independent point of view

Section B.2 — Develop an independent point of view

Observations this year
- The majority of issuers have retained the services of a compensation consultant.

A number of companies report the fees paid to the compensation consultant for work
performed at the request of the Compensation Committee as well as fees paid to the
consultant for other compensation-related work completed.
More companies explicitly state that any work the consultant performs for management
must be pre-approved by the Chair of the Compensation Committee.
A large number of companies indicate that the Compensation Committee does not solely
rely on surveys to determine compensation levels.
The compensation consultant is not named in all instances, even though it is a CSA
requirement.
Not all issuers seek the advice of a compensation consultant.
Few issuers have yet to adopt Nexen’s best practice of providing a break down of fees,
in both dollar and percentage terms, for both the current and prior year.

Improvement opportunities
Name the compensation consultant (CSA requirement).
Seek the advice of a compensation consultant. If a committee chooses not to seek a
consultant’s advice, there should be an explanation accompanying the disclosure.
Include in the committee mandate a provision that the Compensation Committee must
pre-approve other work the compensation consultant performs at the request of
management and disclose this requirement.
Report the fees paid to the consultant for work performed on behalf of the Compensation
Committee and on behalf of management.
Disclose the breakdown of fees paid for Committee and Management related work in the
prior year.

This section included the following “best practice” disclosures.

1. Retain compensation consultant
Cameco (page 13)

2. Disclose fees paid to compensation consultant
Nexen (page 14)

3. Reliance on compensation surveys
Enbridge (page 15)
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B.2 Develop an
independent point of view

Section B.2.1 — Retain a compensation consultant

Example 1: Cameco
2009 Proxy Circular, page 41-42

Section B.2 — Develop and independent point of vie  w

Meets

Disclosure standard standard

2. Disclose fees paid to compensation consultant

Disclose total fees paid to compensation consultants for
advice to the compensation committee.

Compare fees paid to compensation consultants in the
current year to the prior year (2008 innovation)

Disclose fees paid for other pre-approved work.

Provide a percentage breakdown between the fees paid to
the compensation consultant for work done on behalf of the
board and the pre-approved work. (2008 innovation)
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B.2 Develop an
independent point of view

Section B.2.2 — Disclose fees paid to compensation consultant

Example 1: Nexen
2009 Proxy Circular, page 32

(*

Nexen’s disclose of consultant fees is a best pract ice...

Section B.2 — Develop and independent point of vie  w

Meets

Disclosure standard standard

2. Disclose fees paid to compensation consultant

Disclose total fees paid to compensation consultants for
advice to the compensation committee.

Compare fees paid to compensation consultants in the
current year to the prior year (2008 innovation)

Disclose fees paid for other pre-approved work.

Provide a percentage breakdown between the fees paid to
the compensation consultant for work done on behalf of the
board and the pre-approved work. (2008 innovation)
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B.2 Develop an
independent point of view

Section B.2.3 — Do not rely just on compensation su  rveys

Example 1: Enbridge Inc.
2009 Proxy, page 26

N

Section B.2 — Develop and independent point of vie  w

Meets

Disclosure standard standard

3. Do not rely just on compensation surveys
Compensation should not depend on surveys alone. |

Many issuers are at the best practice level for not relying solely on compensation
surveys...
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B.3 Test pay to performance linkages

Section B.3 — Test pay to performance linkages

Observations this year
Many companies include a detailed discussion of the various metrics used to link pay to
performance. However, there is inconsistent disclosure as to how these performance
metrics translate into the compensation amount rewarded.
A limited number of companies indicate the compensation packages are “stress tested”
Few companies indicate that bonus compensation is not rewarded if a threshold target is
not met.
More companies indicate that compensation levels can increase substantially if results
are outstanding.
Few companies provide the rationale for choosing the performance metrics they have.

Improvement opportunities
Provide a direct link between the performance metrics and the compensations awarded.
Explain why performance metrics were chosen, why they are the most appropriate, and
how the align with the company’s goals and strategy.
Indicate compensation packages are “stress tested”.
Include within the compensation regime a provision to not allow bonus compensation if
threshold targets are not met.
Outline how compensation is affected when company results are outstanding

This section included the following “best practice” disclosures.

1. Relate pay to performance
- Cameco (pagel7)

Bombardier (page 19)

-- HighLiner Foods. (page 21)

Groupe Aeroplan (page 24)
TransCanada Corporation (page 25)

2. “Stress test” pay packages
Canadian Pacific Railway (page 27)

3. Reward extra compensation when earned
Canadian Pacific Railway (page 28)
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B.3 Test pay to performance linkages

Section B.3.1 — Relate pay to performance

Example 1: Cameco
2009 Proxy Circular, pages 44-45 (performance criteria); page 62 (performance graph)
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B.3 Test pay to performance linkages
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Section B.3 — Test pay to performance linkages
Disclosure standard Meets
standard
1. Relate pay to performance
Relate pay to performance.
Base pay on performance compared to a peer group of
companies. (ot
pictured)
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B.3 Test pay to performance linkages

Section B.3.1 — Relate pay to performance

> n
Example 2: Bombardier . '

2009 Proxy Circular, pages 25-26, 29 "
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B.3 Test pay to performance linkages

Section B.3 — Test pay to performance linkages

Meets

Disclosure standard standard

1. Relate pay to performance

Relate pay to performance.

Base pay on performance compared to a peer group of
companies.
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B.3 Test pay to performance linkages

Section B.3.1 — Relate pay to performance

Example 3: HighLiner Foods ? @ * |
2009 Proxy Circular, pages 9-11 0 {

&((+ &, @ '
0 n n n
/ll
/II
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B.3 Test pay to performance linkages

HighLiner Food’s provides an excellent graphical re presentation of its bonus formula.
From the chart, a reader can quickly see how bonuse s will vary if the company fails to
break threshold financial targets or achieves maxim um performance, and everything in
between...

? @ " "
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B.3 Test pay to performance linkages

))

HighLiner's disclosure of pay to performance linkag es is exemplary. However, like the
vast majority of issuers, HighLiner could improve i ts disclosure by providing a more
fulsome explanation of what the company is trying t o achieve over the long-run (the
shareholder promise) and why the performance metric s it has chosen best align pay with

the desired performance...

Section B.3 — Test pay to performance linkages
Disclosure standard Meets
standard

1. Relate pay to performance

Relate pay to performance.

Base pay on performance compared to a peer group of

companies.

Page 23
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B.3 Test pay to performance linkages

Section B.3.1 — Relate pay to performance

Example 4: Groupe Aeroplan 0" " "
2009 Proxy Circular, page 25-26 |

- N

Section B.3 — Test pay to performance linkages

Meets

Disclosure standard standard

1. Relate pay to performance
Relate pay to performance.

Base pay on performance compared to a peer group of
companies.
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B.3 Test pay to performance linkages

Section B.3.1 — Relate pay to performance

Example 5: TransCanada Corporation
2009 Proxy Circular, page 30
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B.3 Test pay to performance linkages

Section B.3 — Test pay to performance linkages
Disclosure standard Meets
standard
1. Relate pay to performance
Relate pay to performance.
Base pay on performance compared to a peer group of
companies.
A number of other issuers are also providing pay to performance data in their executive
compensation disclosure.
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B.3 Test pay to performance linkages

Section B.3.2 — “Stress test” pay packages

Example 1: Canadian Pacific Railway
2009 Proxy Circular, page 34

Section B.3 — Test pay to performance linkages
Disclosure standard Meets
standard
2. “Stress test” pay packages
Stress-test potential compensation packages. |

Other Companies:
Other companies reporting the stress-testing of compensation packages include:
CiBC Methanex
Bank of Montreal Sun Life Financial
Bombardier Toromont
Brookfield Asset Management Toronto-Dominion Bank
CN TransCanada Corporation
Manulife Financial WestJet Airlines
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B.3 Test pay to performance linkages

Section B.3.3 — Reward extra compensation when earn  ed

Example 1: Canadian Pacific Railway
2009 Proxy Circular, page 28

* B
Section B.3 — Test pay to performance linkages
Disclosure standard Meets
standard
3. Reward extra compensation when earned
“Stick to your guns” — do not award extra compensation if
targets are missed.
Make sure the compensation package can reward
exceptional performance.
Canadian Coalition for Good Governance Page 28
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B.4 Establish share
ownership guidelines

Section B.4 — Establish share ownership guidelines

Observations this year
Many companies have established share ownership guidelines for senior executives.
An increasing number of companies are extending executive, not just CEO, share-
ownership requirements after leaving the company.
Some issuers have equity based awards vest subject to meeting a performance
measure or measures (hurdles and performance vesting criteria). Many issuers,
however, still grant equity-based awards that vest based solely on the passage of time.
Few issuers require exercised options to be held for specified period of time (holding
periods).
A small number of companies have pre-arranged trading plans in place.

Improvement opportunities
- Attach performance targets (hurdles) to all equity-based awards grants.
Prohibit the monetization of unvested equity awards.
Require the after-tax value of exercised options to be held in equity.

Require executives to hold an equity position in the company for a time period once the
individual leaves the company.
Introduce pre-arranged trading plans.

This section included the following “best practice” disclosures.

1. Maintain an equity investment
Royal Bank of Canada (page 30)

2. Include hurdles and holds in option plans
Hurdle: PotashCorp (page 32)
Prohibition on monetization of equity components, p re-vesting:
o0 Executives: Canadian Pacific Railway (page 34)
o Directors: CN (page 34)
o0 Other Companies (page 34)

0 Brookfield Asset Management (page 35)
o Other Companies (page 35)

3. Require pre-arranged trading plans
Toronto Dominion Bank (page 36)
Other Companies (page 36)
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B.4 Establish share
ownership guidelines

Section B.4.1 — Maintain an equity investment

Example 1: Royal Bank of Canada
2009 Proxy Circular, page 26

6> =" x

Section B.4 — Establish share ownership guidelines

Meets

Disclosure standard standard

1. Maintain an equity investment

- Make the CEO share ownership requirement at least three
times annual base salary.

- CEO should maintain a significant equity position for at least
a year following retirement.

Canadian Coalition for Good Governance Page 30
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B.4 Establish share
ownership guidelines

Section B.4.2 — Include hurdles and holds in option plans

Hurdles: Generally, companies with performance based options provide limited disclosure of
the performance criteria or the resulting vesting schedule. Also, in the majority of these plans, a
portion (usually not more than half) of all the options granted have performance vesting while
the remaining options vest over time. To facilitate this split, companies will grant “performance
options” along with stock options.

The disclosure from PotashCorp continues to exemplify the level of detail about performance
criteria and the formula used to determine the number of options that vest the CCCG would
expect to see. In providing this example, the Coalition makes no comment as to the
appropriateness of the measures used. However, we do believe that this level of detail gives
shareholders enough information to assess the vesting provisions based on their own criteria.

The most common form of performance vesting criteria found was the appreciation of the stock
price. For options to vest, a target stock price appreciation had to be met. Fewer issuers
adopted financial performance-related thresholds for performance vesting. Finally, within the
group of companies with financially based targets, some also included share price appreciation
in the determination.

Prohibition _on _monetizing equity components pre-ves ting: Companies have started to
disclose a prohibition on monetizing equity components of compensation. The disclosure here is
generally a straightforward statement similar to what is provided in the best practice example.

Two issuers extended the prohibition of monetization to its directors.

Holds: There are some companies that require exercised options to be held. The number of
shares to be held is usually based on the after-tax value of the options exercised. Some issuers
also allow executives to hold a portion of the options exercised and not 100% of the after-tax
value. Holding periods are generally at least one year in length.

Similar to the disclosure for the prohibition of monetization of equity, disclosures are
straightforward and similar to what is presented in the best practice example.
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B.4 Establish share
ownership guidelines

Section B.4.2 — Include hurdles and holds in option plans

Example of a hurdle: PotashCorp
2009 Proxy Circular, pages 48-49, 60-61 (. !
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B.4 Establish share
ownership guidelines

Section B.4 — Establish share ownership guidelines
Meets
Disclosure standard standard
2. Include hurdles and holds in options plans
- Base vesting hurdles for equity components of
compensation on performance and not on the passage of
time.
- Do not allow equity components to be “monetized” before
mid-term
awards
to be
monetized)
- Have a holding period for exercised options.
Canadian Coalition for Good Governance Page 33
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B.4 Establish share
ownership guidelines

Section B.4.2 — Include hurdles and holds in option plans

Example of a Prohibition on Monetization (Executive _s): Canadian Pacific Railway
2009 Proxy Circular, page 30

™

Example of a Prohibition on Monetization (Directors ): CN
2009 Proxy Circular, page 45

N

< C
Other companies with a prohibition of monetization of equity:
All Canadian Banks RONA
Bombardier ShawCor
Brookfield Asset Management Sun Life
Gildan Activewear TELUS Corporation
Manulife TSX Group
Nexen WestJet
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B.4 Establish share
ownership guidelines

Section B.4.2 — Include hurdles and holds in option plans

Example of a hold: _ Brookfield Asset Management
2009 Proxy Circular, page 41 ?

Section B.4 — Establish share ownership guidelines
Meets
Disclosure standard standard
2. Include hurdles and holds in options plans
- Base vesting hurdles for equity components of
compensation on performance and not on the passage of
time.
- Do not allow equity components to be “monetized” before
vesting.
- Have a holding period for exercised options.
Other companies having a holding period for exercis ed options:
Bombardier Inc. National Bank of Canada
Brookfield Properties Corporation Norbord
National Bank ShawCor
Enbridge
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B.4 Establish share
ownership guidelines

Section B.4.3 — Require pre-arranged trading plans

Example 1: Toronto Dominion Bank ¢ '
2009 Proxy Circular, page 57

Section B.4 — Establish share ownership guidelines

Meets
Disclosure standard standard
3. Require a pre-arranged trading plan

- Require a pre-arranged trading plan.

Other companies with pre-arranged trading plans:

CIBC Methanex
Enbridge TSX Group
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B.5 Disclose the
compensation regime

Section B.5 — Disclose the compensation regime

Observations this year
- While disclosure is improving, no company included disclosure that meets all aspects of
the guideline. Disclosure is below expectations in all areas.
Many issuers elected only to meet the CSA’s minimum reporting requirement of
compensation for the current fiscal year under form 51-102’s phase in policy
A few issuers provide a “look-back, total-take” table.

A limited number of companies require repayment of performance-related compensation
when there is a restatement.

More companies are providing fuller disclosure about the employment contract.
Few compensation committees certified that they fully understand the long-term

implications of the contract as well as the limitations that the contract may impose on
changing the compensation mix.

Few companies state that the compensation committee is required to attend the annual
meeting to answer questions.

More companies with SERP programs are disclosing details and the estimated annual
pension benefit of executives.

Overall pension disclosure is improving but remains below expectations.

Improvement opportunities
All issuers need to bring more clarity to their compensation regime disclosure.

This section included the following “best practice” disclosures.

1. Disclose what was paid
- Gildan Activewear (page 38)
Nexen Inc. (page 39)
Brookfield Asset Management (page 40)
Canadian Pacific Railway (page 41)

B - coieco (page 42)

2. Disclose contracts and policies
Cameco (page 43)
Canadian Pacific Railway (page 45)
Brookfield Asset Management (page 47)

3. Disclose committee understanding of the compens ation regime
Bombardier Inc. (page 48)

4. Disclose future obligations (pensions and SERPs )
Manulife Financial (page 49)
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B.5 Disclose the
compensation regime

Section B.5.1 — Disclose what was paid

! C
Example 1: Gildan Activewear DD% 2 * -
2008 Proxy Circular, page 23 4

Section B.5 — Disclose all facets of the compensati  on regime
Disclosure standard Meets
standard
1. Disclose what was paid
- Have a three year table showing full annual cost of CEO.
- Include a “Look back” table showing total actual income of
CEO since CEQ'’s appointment.
- Include “Pay for performance” disclosure that reviews
conclusions from “look back” table to performance.
Canadian Coalition for Good Governance Page 38

Best Practices in Executive Compensation Related Information — Disclose what was paid



B.5 Disclose the
compensation regime

Section B.5.1 — Disclose what was paid

Example 2: Nexen
2009 Proxy Circular, page 60

& mn I n
C
C
Section B.5 — Disclose all facets of the compensati  on regime
Disclosure standard Meets
standard
1. Disclose what was paid
- Have a three year table showing full annual cost of CEO.
- Include a “Look back” table showing total actual income of
CEO since CEQ'’s appointment.
- Include “Pay for performance” disclosure that reviews
conclusions from “look back” table to performance.
Canadian Coalition for Good Governance Page 39
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B.5 Disclose the
compensation regime

Section B.5.1 — Disclose what was paid

Example 3: Brookfield Asset Management
2009 Proxy Circular, page 44-46

Section B.5 — Disclose all facets of the compensati  on regime
Disclosure standard Meets
standard
1. Disclose what was paid
- Have a three year table showing full annual cost of CEO.
- Include a “Look back” table showing total actual income of
CEO since CEQ'’s appointment.
- Include “Pay for performance” disclosure that reviews
conclusions from “look back” table to performance.
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B.5 Disclose the
compensation regime

Section B.5.1 — Disclose what was paid

Example 4: Canadian Pacific Railway
2009 Proxy Circular, page 14

A large number of issuers chose only to meet the mi nimum reporting requirements under
NI 51-102’s phase in requirements. Canadian Pacific ~ Railway is an example of a company
that provided a Summary Compensation Table with thr  ee full years of disclosed data.

Section B.5 — Disclose all facets of the compensati  on regime
Disclosure standard Meets
standard
1. Disclose what was paid
- Have a three year table showing full annual cost of CEO.
- Include a “Look back” table showing total actual income of
CEO since CEQ'’s appointment.
- Include “Pay for performance” disclosure that reviews
conclusions from “look back” table to performance.
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B.5 Disclose the
compensation regime

Section B.5.1 — Disclose what was paid

Example 5: Cameco
2009 Proxy Circular, page 14

As discussed in section B.3.1. Cameco also includes a five year annual NEO
compensation on its TSR performance graph to compar e aggregate NEO compensation
to its shareholders’ returns.

Section B.5 — Disclose all facets of the compensati  on regime
Disclosure standard Meets
standard
1. Disclose what was paid
- Have a three year table showing full annual cost of CEO.
- Include a “Look back” table showing total actual income of
CEO since CEQ'’s appointment.
- Include “Pay for performance” disclosure that reviews
conclusions from “look back” table to performance.
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B.5 Disclose the
compensation regime

Section B.5.2 — Disclose contracts and policies

Example 1: Cameco
2009 Proxy Circular, page 59
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B.5 Disclose the
compensation regime

Section B.5 — Disclose all facets of the compensati  on regime

Meets

Disclosure standard standard

2. Disclose contracts and policies

- Have a policy that requires repayment of performance-
related compensation when there is a restatement.

- Disclose complete terms of senior executive employment
agreements each time they are entered into or materially
changed.

- Fully disclose employment contract.

- Where possible present the information relating to
employment contracts (including change of control and
termination provisions) in a table. (2008 innovation)
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B.5 Disclose the
compensation regime

Section B.5.2 — Disclose contracts and policies

Example 2: Canadian Pacific Railway
2009 Proxy Circular, page 43-46
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B.5 Disclose the
compensation regime

Section B.5 — Disclose all facets of the compensati  on regime

Meets

Disclosure standard standard

2. Disclose contracts and policies

- Have a policy that requires repayment of performance-
related compensation when there is a restatement.

- Disclose complete terms of senior executive employment
agreements each time they are entered into or materially
changed.

- Fully disclose employment contract.

- Where possible present the information relating to
employment contracts (including change of control and
termination provisions) in a table. (2008 innovation)
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B.5 Disclose the
compensation regime

Section B.5.2 — Disclose contracts and policies

Example 3: Brookfield Asset Management
2009 Proxy Circular, page 40-42

Section B.5 — Disclose all facets of the compensati  on regime

Meets

Disclosure standard standard

2. Disclose contracts and policies

- Have a policy that requires repayment of performance-
related compensation when there is a restatement.

- Disclose complete terms of senior executive employment
agreements each time they are entered into or materially
changed.

- Fully disclose employment contract.

- Where possible present the information relating to
employment contracts (including change of control and
termination provisions) in a table. (2008 innovation)
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B.5 Disclose the
compensation regime

Section B.5.3 — Disclose committee understanding of compensation regime

Example 1: Bombardier
2009 Proxy Circular, page 39

Section B.5 — Disclose all facets of the compensati  on regime

Meets

Disclosure standard standard

3. Disclose committee understanding of compensation regime

- Have the compensation committee certify that it fully
understands the long-term implications of the contract and
the limitations that the contract may impose on changing the
compensation mix.

- Have the compensation committee available to answer
guestions at the annual general meeting.

Canadian Coalition for Good Governance Page 48
Best Practices in Executive Compensation Related Information —
Disclose committee understanding of the compensation regime



B.5 Disclose the
compensation regime

Section B.5.4 — Disclose future obligations

The research has found that while disclosure of pen sions is improving, there are
improvement opportunities available to bring more c larity to the disclosure practices,
particularly with regards to all aspects of the Sup plemental Executive Retirement
Pensions (SERPS).

The following disclosure, while not as fulsome as d esired, is provided to exemplify the
best disclosure practices we have found to date wit h respect to pensions. The Coalition
makes no comment as to the reasonableness of the am  ounts presented.

Example 1: Manulife Financial
2009 Proxy Circular, pages 39-40

Cap SERP benefits at an absolute level

G" "6l
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B.5 Disclose the
compensation regime

Estimated annual pension benefit by executive

Section B.5 — Disclose all facets of the compensati  on regime
Disclosure standard Meets
standard
4. Disclose future obligations
- Cap SERP pension benefits at an absolute level.
- Disclose the present value of total SERP costs (from past
and present executives).
- Disclose changes in accrued SERP liability since last year.
- Disclose estimated annual pension benefit at retirement by
executive.
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C. Innovations

Section C — Innovations

There are some companies that make an effort to improve their disclosure practices each year.
This section of the document highlights companies that have developed new disclosure
standards. Through our research, we have identified 3 innovations in 2 disclosure categories.

Following are the companies with innovative disclosure practices. These examples can also be
found within the relevant disclosure sections of the document. In addition to their innovation, all
the disclosures meet the Coalition’s “best practice” standards.

Innovative disclosures by category

Test pay to performance linkages - Relate pay to pe  rformance
Cameco is one of the first issuers to provide a detailed explanation as to why it's performance
metrics were chosen. While Cameco’s disclosure could use some improvement, such as better
explaining what its corporate objectives are and how these metrics are the best at rewarding
fulfillment of these objectives, Cameco’s disclosure is a significant improvement over many of its
peers. HighLiner Foods has also developed an innovation buy including a chart that shows how
bonus payouts will vary with performance between threshold, target, and maximum
performance targets.

Cameco (page 52)

HighLiner Foods (page 53)

Disclose the compensation regime — Disclose whatwa s paid
In addition to providing a compensation table that displays NEO compensation over the past
three fiscal years, above and beyond the CSA’s minimum required reporting, Cameco took the
initiative of including current fiscal year (2009) compensation data that had already been
determined at the time the proxy circular was distributed (e.g. base salary).

Cameco (page 54)

It should be noted that the inclusion of these disclosures does not necessarily mean the
Coalition believes the terms of these contracts and provisions or quantum of compensation are
best practices.
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C. Innovations

Relate Pay to Performance
Innovation:  Explain why performance metrics were chosen

Innovator:  Cameco
200 Proxy Circular, pages 44-45
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C. Innovations

Relate Pay to Performance

Innovation:  lllustrate how payouts vary with performance betw een threshold, target, and
maximum performance

Innovator:  HighLiner Foods
2009 Proxy Circular, pages 9-11

&((+ &
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C. Innovations

Disclose what was paid

Innovation:  Include compensation amounts that have already bee n decided for the
current fiscal year in the summary compensation tab le

Innovator: Cameco
2009 Proxy Circular, page 14

&((+ &
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D. A guide to providing effective
compensation disclosure

Section D — A guide to providing effective compensa  tion disclosure
Purpose of this guide

The following pages include a checklist that summarizes the components of “best practice”
disclosure in all five sections.

The checklist is designed to help to issuers in develop disclosure that is:
1. easy to find
2. easy to understand
3. accurate and complete
4. given in context so that the information has meaning.
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D. A guide to providing effective
compensation disclosure

Section B.1 — Build an independent compensation com mittee

Meets
Disclosure standard standard
1. Selecting committee members
Do not have current company CEO on the compensation
committee (to keep the committee independent).
Choose committee members with diverse professional
backgrounds that include specific expertise in executive
compensation.
Limit committee membership to no more than one-third
sitting CEOs.
2. Establish a committee work plan
| - Establish a committee work plan.
3. Hold in camera meetings
| - Hold in camera meetings at each committee  meeting.
Section B.2 — Develop and independent point of vie ~ w
Disclosure standard Meets
standard

1. Retain a compensation consultant

Retain independent compensation consultants.

Have the chair of the compensation committee pre-approve
additional work by the consultant for the company.

Disclose the name of consulting firm.

2. Disclose fees paid to compensation consultant

Disclose total fees paid to compensation consultants for
advice to the compensation committee.

Compare fees paid to compensation consultants in the
current year to the prior year (2008 innovation)

Disclose fees paid for other pre-approved work.

Provide a percentage breakdown between the fees paid to
the compensation consultant for work done on behalf of the
board and the pre-approved work. (2008 innovation)

3. Do not rely just on compensation surveys

Compensation should not depend on surveys alone.
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Best Practices in Executive Compensation Related Information —

A guide to providing effective compensation disclosure

Page 56



D. A guide to providing effective
compensation disclosure

Section B.3 — Test pay to performance linkages

Disclosure standard

Meets
standard

1. Relate pay to performance

Relate pay to performance.

Base pay on performance compared to a peer group of
companies.

Explain why performance metrics were chosen, what they
measure (if not widely understood), and any adjustments
made to standard calculations if applicable. (2009
Innovation)

lllustrate how variable compensation payouts may vary for
performance between various targets. (2009 Innovation)

2. “Stress test” pay packages

Stress-test potential compensation packages.

3. Reward extra compensation when earned

“Stick to your guns” — do not award extra compensation if
targets are missed.

Make sure the compensation package can reward
exceptional performance.

Section B.4 — Establish share ownership guidelines

Disclosure standard

Meets
standard

1. Maintain an equity investment

- Make the CEO share ownership requirement at least three
times annual base salary.

- CEO should maintain a significant equity position for at least
a year following retirement.

2. Include hurdles and holds in options plans

- Base vesting hurdles for equity components of
compensation on performance and not on the passage of
time.

- Do not allow equity components to be “monetized” before
vesting.

Have a holding period for exercised options.

3. Require a pre-arranged trading plan

- Require a pre-arranged trading plan.
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D. A guide to providing effective

compensation disclosure

Section B.5 — Disclose all facets of the compensati

on regime

Disclosure standard

Meets
standard

1. Disclose what was paid

- Have a three year table showing full annual cost of CEO.

CEO since CEQ'’s appointment.

- Include a “Look back” table showing total actual income of

Include “Pay for performance” disclosure that reviews
conclusions from “look back” table to performance.

Include compensation for the current year that have already
been determined in the summary compensation table or a
“look back” table of NEO compensation. (2009 Innovation)

2. Disclose contracts and policies

- Have a policy that requires repayment of performance-
related compensation when there is a restatement.

changed.

- Disclose complete terms of senior executive employment
agreements each time they are entered into or materially

- Fully disclose employment contract.

- Where possible present the information relating to
employment contracts (including change of control and
termination provisions) in a table. (2008 innovation)

3. Disclose committee understanding of compensation

regime

compensation mix.

- Have the compensation committee certify that it fully
understands the long-term implications of the contract and
the limitations that the contract may impose on changing the

- Have the compensation committee available to answer
guestions at the annual general meeting.

4. Disclose future obligations

- Cap SERP pension benefits at an absolute level.

and present executives).

- Disclose the present value of total SERP costs (from past

- Disclose changes in accrued SERP liability since last year.

executive.

- Disclose estimated annual pension benefit at retirement by
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