Follow up to the European Parliament resolution on corporate governance in financial institutions, adopted by the Commission on 20 July 2011
1.
Rapporteur: Ashley FOX (ECR/UK)

2.
EP reference number: A7-0074/2011 / P7-TA-PROV(2011)0223

3.
Date of adoption of the resolution: 11 May 2011
4.
Subject: Corporate governance in financial institutions
5.
Competent parliamentary committee: Economic and Monetary Affairs Committee (ECON)

6.
Brief analysis/assessment of the resolution and requests made in it:

The resolution follows on from the Green Paper on corporate governance in financial institutions and remuneration policies published in June 2010
.

The resolution supports the Commission’s initiative launched with the Green Paper to improve corporate governance structures across the EU. The resolution considers that efficient risk governance in financial institutions is an essential factor in the prevention of new crises and that for financial institutions the 'comply or explain' codes must be accompanied by precise legislative obligations and more in-depth verification of observance of the rules, which must be both qualitative and quantitative.

The resolution’s main recommendations are:

Risk governance

· establishment of mandatory risk committees or equivalent arrangements at board level;

· development of legislation requiring large financial institutions to submit their boards to an evaluation;

· the separation of the functions of Director General and President;

· the adoption by the board of directors of financial institutions of a report on the adequacy and effectiveness of their internal control systems;

· the establishment in all financial institutions of an effective governance system, with adequate risk management, compliance and internal audit functions;

· the chief risk officer should have direct access to the board of the company; his/her appointment and dismissal should be decided by the whole board;

· limit to three the number of mandates for board members of financial institutions;

· a clearly defined European minimum standard for the accountability of the members of the boards of directors of financial institutions;

· strengthening of measures at EU level to prevent conflicts of interest;

Diversity

· the Commission is invited to submit a plan to bring about phased increases in gender diversity with the aim of achieving at least 30% representation for each gender on the boards of directors of financial institutions;

Remuneration

· the Commission will publish an evaluation report on the application of measures on remuneration in 2015;

· the Commission is to come forward with legislation at EU level on remuneration for directors of listed companies;

· each institution must publish the number of staff in each institution receiving total remuneration greater than €1 000 000, in bands of at least €1 000 000;

Shareholding

· the setting-up of legislation requiring all those who are authorised to manage investments on behalf of third parties in the Union to declare publicly whether or not they apply and disclose against a stewardship code;

· significant transactions above a defined and proportionate size should require specific shareholder approval or be subject to an obligation to inform shareholders;

· mandatory annual elections of each member of the board;

· electronic voting to be introduced in order to encourage shareholders to engage in the corporate governance of financial institutions;

· all limited partnerships should be free to stipulate in their statutes whether their partners may remain anonymous or must be named and that, in the latter case, a law must be enacted to guarantee that their identities are in fact made public;

7.
Response to requests and overview of action already taken, or intended to be taken, by the Commission:
1) In the financial sector:

The Commission shares the European Parliament’s opinion that the codes’ principles and the ‘comply or explain’ code must be reinforced by binding legislative rules. It also agrees with most of Parliament’s recommendations in order to improve risk governance in financial institutions.

As the Commission's future proposal is part of the CRD IV package, it meets Parliament’s requirements and strengthens the bank governance framework. This project combines binding rules and minimum standards with general principles in order to avoid 'box-ticking'. This project includes most of Parliament’s recommendations on risk and diversity governance.

As regards remuneration, the Commission shares Parliament’s opinion that the CRD III rules must be rigorously applied. The Commission is currently analysing Member States’ measures transposing the Third Capital Requirements Directive and will publish its evaluation report as soon as possible. Further measures will be taken where necessary, including as regards remuneration transparency.

2) Beyond the financial sector:

The Commission is favourably disposed to the strengthening of shareholders’ role and to the supervision of asset managers’ behaviour as recommended by Parliament.

In order to address the question of the role of shareholders and asset managers, the Commission published the Green Paper on the EU corporate governance framework in April 2011. When the consultation period ends and in the light of the responses received, the Commission will take a decision on the content and form of the future action.

In this Green Paper the Commission also consults the public on the need for legislative measures as regards the remuneration of listed companies’ directors.
------------
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