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Abstract

This article includes exploring arguments and counterarguments in the context of conducting a scientific
discussion on the impact of corporate governance on a company's financial and economic performance. The
main purpose of this paper is to determine the nature of the impact of corporate governance policy on the
activities of economic entities. The systematization of literary sources and approaches to problem solving has
shown that there are two opposing points of view: firm value, efficiency), on the other hand, - a number of
scientists are convinced that there is a positive influence of the functioning of the corporate governance system
on the valuation of listed companies. The work emphasizes the decisive role of the board of directors of the
company in the development and adoption of the strategic direction of development of the organization. The
author points out in the study the need for coordinated interaction of the board of directors with the financial
management of the company and the business owners in order to increase the efficiency and profitability of
the business entity. It is stated that the key economic tools for achieving and implementing the strategic plans
of the company can be the key performance indicators and accordingly developed measures to achieve such
success. As aresult, it is justified that corporate governance should not be seen as a set of rules and mechanisms
aimed at managing and controlling companies, but rather as a process by which companies become sensitive
to stakeholder rights. The spread of corporate culture, according to the author of a work aimed at protecting
the common interest, is facilitated by the existence of good rules and effective authorities that control their
observance.
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1. Introduction. Corporate Governance: What is it? What is its framework and mechanism?

There is no single accepted definition of corporate governance. There are differences in the definition based
on the country we are considering. The main objective of this document is the agenda for corporate governance
reform, mainly from the point of view of Italy. However, the American case of Enron is also used to
demonstrate the need to improve corporate governance mechanisms. Coming to a shared definition of
corporate governance is not an easy task. Corporate governance as a stand-alone discipline is relatively new.
It is believed that the topic can be treated in a narrow or broad way, depending on the point of view of the
political decision-maker, professional, researcher or theorist. It seems that the existing definitions of corporate
governance fall into a spectrum, with "narrow" points of view on one side and "wider" points of view more
inclusive on the other. One approach to corporate governance that adopts a narrow view is one in which
corporate governance is limited to the relationship between a company and its shareholders. This is the
traditional financial paradigm, expressed in the "agency theory". On the other side of the spectrum, corporate
governance can be seen as a network of relationships, not only between a company and its owners
(shareholders) but also between a company and a wide range of other "interested parties": employees,
customers, suppliers, bondholders, just to name a few. This opinion tends to be expressed in the "stakeholder
theory". This is a more inclusive and broader way of dealing with the issue of corporate governance and what
is gradually attracting greater attention, since the issues of corporate responsibility and social responsibility
are brought to the forefront of politics and practice in Italy and Europe. In general, the definitions of corporate
governance in the literature tend to share certain characteristics, one of which is the notion of responsibility.
Indeed, the narrow definitions are oriented towards corporate responsibility towards shareholders. Some
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narrower definitions of shareholders in emerging market corporate governance definitions focus in particular
on the ability of a country's legal system to protect the rights of minority shareholders. However, these
definitions are applicable mainly to emerging countries in terms of corporate governance and are not those that
occur in the legislation on corporate governance in Italy. Wider definitions of corporate governance emphasize
a broader level of accounting capacity for shareholders and other stakeholders. It can be said that the definition
of corporate governance, which includes the responsibility towards a larger group of people than just
shareholders, was strongly supported by institutional investors. This demonstrates an interest within the
financial community for a broader integrated approach to corporate governance. The broader definitions
consider that companies are responsible to the whole society, future generations and the environment. For the
purposes of this document we agree with the broad definition of corporate governance, based on our research
and our views on corporate governance issues in the integrated system. We suggest that corporate governance
is the system of checks and balances, both internal and external to companies, which guarantees that companies
fulfill their responsibility towards all their stakeholders and act in a socially responsible manner in all areas of
their activity commercial. Throughout this document, we try to demonstrate that the theoretical frameworks
that suggest that companies should be responsible only to their shareholders are not necessarily incompatible
with the theoretical frameworks that support responsibility towards all stakeholders. The reason behind this
argument is that shareholders' interests can only be satisfied by taking into account the interests of stakeholders,
as the companies that are responsible to all their stakeholders have more success and more prosperity in the
long run. The best definition of corporate governance is therefore based on the perception that companies can
maximize long-term value creation by discharging their responsibility to all their stakeholders and optimizing
their governance system. This opinion is supported by the practical cases of emerging markets. In fact, the
empirical research carried out provided substantial support for the idea that the financial performance of
companies is positively correlated with stakeholder-oriented corporate governance. Substantial evidence has
been found that suggests a growing perception among institutional investors that there is a corporate
governance dividend and a dividend linked to the responsibility of the parties involved. In conclusion, the
research shows that "good" corporate governance, as well as corporate social responsibility, is significantly
linked to the good financial performance of companies.

2. Corporate Governance in emerging countries

Numerous different theoretical frameworks have evolved to explain and analyze corporate governance in
emerging countries. Each of these frameworks deals with corporate governance in a slightly different way,
using different terminology and visualizes corporate governance from a different perspective, deriving from a
different legislation and legal culture.

For this reason, as anticipated, we have dealt in our paper with the "stakeholder theory", born from a more
socially oriented perspective on corporate governance. Although there are marked differences between the
various frameworks, as everyone tries to analyze the same problems but from different perspectives. Here we
try to define some of the most commonly used theoretical frameworks in accounting and finance disciplines
and to specify some of the points in common and the differences between these competing paradigms. Let's
examine the agency's theory.

3. Theory of agencies in developed countries

The introduction of limited liability and the opening of company ownership to the public through share
ownership had a significant impact on the way companies were controlled. The market system in Italy and
Europe is organized in such a way that the owners, who are mainly the shareholders of listed companies,
delegate the management of the company to the management of the company.

There is a "divorce" between ownership and control that led to the notorious "Agency Problem". We discuss
the extent to which there was a dispersion of participation, which consequently led to a separation of ownership
and control in Italy. It has been shown that a similar ownership and control structure had been operating in
Italy since the Renaissance. The agency's problem defines the company's managers as "agents" and the
shareholder as the "principal™ (in their analysis there is a shareholder with respect to "managers").

In other words, the shareholder, who is the owner or "principal™ of the company, delegates the daily decisions
of the company to the directors, who are the "agents™ of the shareholders. The problem that arises following
this business ownership system is that agents do not necessarily make decisions in the best interest of the
principal. One of the most important presuppositions of agency theory is the divergence between the objectives
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and the birth of the conflict between the principal and the agent. In finance theory, a basic assumption is that
the main goal for companies is to maximize shareholder wealth. In practice this is not necessarily the case. It
is likely that in some companies, managers prefer to pursue their personal goals, such as obtaining the
maximum possible bonuses. Managers are likely to show a tendency to “selfishness.” This can result in a
tendency to focus on investments in projects and companies that offer short-term profits rather than
maximizing long-term shareholder wealth through investments, projects more sustainable and lasting, so the
industry and especially the financial one is known for the “short term.” The short term has been defined as a
tendency to shorten the time horizon applied to investment decisions or to increase the discount rate to above
that appropriate to the opportunity cost of the firm's capital It is thought to characterize the countries that are
generally classified as "outsider-dominated” where this means that the economy is dominated by large
companies controlled directly by their managers, but also indirectly through the actions of third parties, such
as institutional investors.

Furthermore, the short-term pressure on companies emerged from the institutional investment community,
which was more interested in making quick profits from portfolio investments than the survival and long-term
growth of their investee companies. They have been accused of "churning out" actions in order to achieve high
returns on investments, regardless of the effects of their decisions on managers, who are consequently under
pressure and have to focus on short-term performance.

In this economic corporate governance environment, executives are tempted to supplement their salaries with
as many benefits as possible (such as holidays through the company, office equipment and the like, free share
assignments etc), bringing back to a reduction in value for shareholders. Italy (and other countries with similar
market systems) these policies lead to a divergence in objectives. This "agency problem™ brings shareholders
the need to control the management of the company.

An important question is therefore: "how can shareholders exercise control over the management of the
company?"; certainly through the appointment of independent directors, choosing systems of governance that
strengthen the control of legality and control of the accounts, adopting the decision to control the remuneration
policies of managers by linking it to medium and long-term returns, and finally intervening in strategic
decisions

4. Another important and basic assumption of agency theory

There are several ways in which the interests of shareholders and managers can be aligned, but some are
expensive. Agency costs stem from attempts by the shareholder to "monitor" business management.
Shareholder monitoring is expensive, as it involves the launch of activities such as the commitment of
shareholders (costly in terms of resources and time-consuming). Incentive schemes and contracts are examples
of monitoring techniques. The literature shows that solutions to agency problems imply the creation of a
"nexus" of optimal contracts (both explicit and implicit) between the management and the shareholders of the
company. These include remuneration contracts for the business management of m/ | period. These contracts
aim to align the interests of management with those of the shareholder. Although agency costs arise from the
definition of these contracts, the costs are also borne by the agents. Managers are eager to demonstrate to the
shareholder that they are responsible and that they are following the goal of maximizing shareholder wealth
with a view to sustainability. They can provide additional information on risk management in their annual
reports, for example, which will add costs to the accounting process, but will make the management useful and
transparent. They can spend additional resources in organizing meetings with primary shareholders. The costs
associated with these initiatives are called bonding costs. The cost of the agency resulting from management
problems is also linked to the principal's monitoring costs and any residual losses (see Hill and Jones, 1992).
One of the main reasons why the decisions of the principal and the agent diverge is their different attitude
towards risk. This is referred to as the "risk sharing" problem, as managers and shareholders prefer different
lines of action because of their different attitudes towards returns.

Now let's briefly introduce direct ways in which shareholders can "monitor" business management and help
resolve agency conflicts. First, as owners of the company, the shareholders have the right to influence the way
in which the company is managed and can do so by voting for the best management of operating assets.
Shareholder voting rights are an important part of its financial activity. An area of financial literature is devoted
to investigations on the use of voting rights by shareholders, in particular institutional investors. Shareholders
can influence the composition of the board of directors in their investee companies (the companies in which
they invest) by voting for operational assets. There are also a number of other issues on which shareholders
can vote by expressing an attitude of greater participation (so-called “shareholder activism™). Although the
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right to vote is considered part of a shareholder's financial assets, institutional investors do not necessarily
consider it an advantage, but rather a burden and a conditioning. Some pension fund managers believe that a
weak point in the current system of corporate governance is precisely in the desire to exercise the right to vote,
as the responsibility for ownership rests with people who often do not want to exercise it. Ownership of the
shares is done because they give a good return, the enhancement of the right to vote is almost a burden and a
responsibility from which one flees (this often happens for small shareholders).

Linked to the voting rights of shareholders is the acquisition mechanism, which represents another means of
controlling the management of the company; it is necessary to underline the importance of the stock market as
a means to regulate corporate management through the acquisition mechanism.

If the shareholders are not satisfied with the management structure of a company, they can vote in favor of an
acquisition. Clearly, the threat of acquisition is in itself a disciplinary force for managers, as it is unlikely that
they will lose their jobs. The long-term contracts of the administrators represent one of the means by which
these can get a bit of security (even if the long-term contracts are becoming less used and less popular as the
corporate governance reform proceeds after the financial crisis).

There are two theoretical approaches to Corporate Governance: The Finance Model Theory and the
Stakeholder Theory.

5. Traditional economic theory: the finance model

Based on the agency's traditional theory (Jensen, Meckling 1976), there should be a positive relationship
between corporate governance and business performance. The foundation of this theory lies in the assumption
that the adoption of particular models of corporate governance making the supervision of the business model
more stable creates the conditions for better performance; how? Precisely through careful monitoring,
governance would force top management to invest in projects with a positive net present value and to reduce
waste, so that many of the benefits fall on external investors.

The theory also argues that those working in companies with government models that are not properly devised
are more likely to adopt sub-optimal strategies, manipulating social communications to highlight over-
performance, resist acquisitions; as a result, their economic returns would be lower than those of similar
companies that have more extensive corporate governance models. (see. Core et all 2006). Instead, by adopting
good governance practices, companies can reduce agency costs and improve their performance. For these
reasons, based on the agency's theory, we should find a positive relationship between the companies'
performance and a high rating attributable to the implemented corporate governance model.

Not only are these assumptions not verifiable and verifiable in empirical evidence, as many international
studies have claimed, but the supposed positive effect of increasing performance for example by discouraging
investments with a low Net Present Value is often obtained, as we will see later, using discount rates that are
too high, which lead to determining negative or reduced net present values, discouraging investments.

It is appropriate that other studies confirm the existence of a positive link between CG models and company
performance. Since there is no single address it is difficult to arrive at a clear and definitive position; it is
evident that a CG system based on the implementation of practices that ensure a management attentive to the
creation and preservation of value in the medium and long term and that strives to promote respect for the
rights of all stakeholders, more than others systems, reduce risks and guarantee, if not the achievement of better
short-term economic performance, certainly a preservation of the company's assets over time.

Among the most relevant drivers that a good Corporate Governance system can introduce in the decision-
making practices of companies there is probably the attention of managers and shareholders to the preservation
of the value of the company in the future.

In fact, in the pre-crisis years, many private companies showed clear strategic management limits especially
in the choice of investments and dividend policies, both pushed and voted to respond to short-term logic.

The agency relationship and the information asymmetries, which represent the most significant problems in
relations between shareholders and management, have led, in the last thirty years, above all large companies,
to a strong expansion of investment contraction policies, especially those long term. Dividend distribution and
share buybacks were often preferred for investments to push quarterly prices.
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Strategies of this type undermine, however, the flows directed to the economic investments of the future.
Preferring the distribution of dividends instead of investments in research and development activities can make
the company attractive to speculative investors but certainly not to the attention of institutional investors.

In this way, capital is collected, but a capital that is not stable and that will probably soon move towards more
profitable returns.

Instead, companies depend on the income flows and the cash flows that they will achieve in the future and
these depend on productive and innovative investments made in the present.

6. Short termism

In this sense, the analysis conducted by Andrew Haldane (chief economist of the Bank of England) who
together with other scholars has analyzed the financial statements of 624 companies listed partly on the British
FTSE index and partly on the S&P index is interesting. The period covered by the study concerns the years
from 1980 to 2009. The model used by Haldane allowed the identification of short-termism policies, used by
the target companies, through the measurement of the applied discount rate, which generally turned out to be
be much higher than the real one. A high discount rate reduces the net present value of future flows, making
an investment less attractive and cost-effective (the investment cost exceeds the NPV and is therefore
discarded).

The author continues by commenting on the studies made by other economists and concludes that in Great
Britain as in the USA, the two countries that have highly developed financial markets, the lack of investments
in research and development are very large and that, while in the nineties or so half of the first two hundred
companies worldwide that invested in research and development were, in fact, US or British, in 2009 the share
of Anglo-Saxon companies active in R&D activities had fallen by over 18%. The reduction in investments
leads to a contraction in the ratio between capital and production, thus a reduction in production capacity,
national production and aggregate demand, with obvious macroeconomic effects.

Short-term strategies risk not only undermining the solvency of companies in the long term but also economic
growth and the competitiveness of the nation's economy.

Addressing the issue of corporate governance by taking the traditional theory based on the finance model as a
basis, it opens the reflection to other contradictions in the economic sphere; the governance model, also thanks
to the theory of value, in corporate practices seems to have to be extended and oriented almost exclusively to
the protection of shareholders' interests and to the maximization of the profit to be distributed. But this finalistic
destination would seem to incorporate a possible defect or rather an absence of specification. What profit are
we talking about? Short-term or medium-long term? The distinction is not trivial.

If we take the operating economic result, we essentially measure ourselves with the profitability of the own
capital, which is a concept of the end of the period and of the remuneration of the risk capital; and it is in this
area that the principle of efficiency comes into play, which forces companies to achieve the best result with
the least use of resources. Efficiency, especially in times of economic crisis, pushes companies to adopt
organizational models that reason in terms of short term, focusing on saving and cutting costs. And instead, in
particular in the current production contexts in which the company is confronted with the variability of demand,
the real challenge is to focus not only on costs - giving the level of prices - but on the best mix of process and
product that leads to the maximization of the company's capital value. Thus the point of view is changed,
passing from the side of the remuneration of the equity to that of the invested capital - from the perspective of
the net assets to that of the investments - and at the same time as the idea of efficiency we add that of
effectiveness (achievement of objectives of mounth / | term).

And in fact the economic result of the period is not enough to ensure long-term profitability, because the profit
and therefore the efficiency of the management, although necessary, is continually called into question by the
changed operating conditions in which the company operates and by the variability of all the factors of
production (of their prices), and not only of financial capital. Without investments in research and development
and without investments in human capital, the stability of every business model would be compromised.

An entity is really competitive if its government is able to manage and increase the value of its resources and
distinctive skills, preserving them over time.

An economic value that takes into account only the short-term profit undermines the existence of every
economic organization.
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7. The stakeholder Theory

We need to rethink the role of governance in terms of corporate management, moving towards a model that
takes into account the needs of each stakeholder.

The stakeholder teory can represent a valid alternative for a "healthy" management of corporations.

It assumes that the management is the owner of a multi-fiduciary and exclusive relationship, which does not
only concern the shareholders, but is aimed at a broad audience of stakeholders: the stakeholders.

This theory considers it necessary that companies do not have as their only concern the goal of creating share
value; they must also meet the expectations of various stakeholders.

Therefore, the corporate governance processes include, in addition to the internal actors (shareholders, human
capital), also the external ones (communities and control institutions etc.).

How should government action be exercised?

¢ identify the stakeholders;

+ assess its weight with respect to the future development of company management;

+ adopt the appropriate strategy to create common interests;

+ understand the way in which the relationships between companies and stakeholders can guide the change
in the management of the company;

evaluate which practices can be put in place to manage collaboration between the various stakeholders;

+ manage feedback with respect to deviations between governance actions applied and the result achieved.

*

t often happens that a governance structure inspired by the stakeholder teory creates a new corporate
management culture, in which the company produces wealth and distributes it to the various subjects that
contribute to its development.

Company performance is conditioned by the system of rights and obligations that binds it to each stakeholder.

Companies that achieve satisfactory long-term performance are those that manage to create a system of rights
and obligations that allows them, not only to attract stakeholders, but also to ensure a balance between
contributions received and rewards paid.

The sound management of society therefore passes from listening to the various positions and acting in an
attempt to protect the interests of a multiplicity of subjects.

A company policy that complies with these principles can:

+ reduce the reputational risk deriving from violations of regulations or environmental damage;

+ creates a climate of trust that increases motivation and a sense of belonging;

+ mitigates conflict with external control and supervisory organizations (trade unions, external supervisory
bodies).

There is an opinion now widely shared on the fact that the company must answer for its choices and participate
in the management of the problems of the community as a "social institution" that draws from the community
the resources it needs to carry out the activity and that , through its actions, produces effects of various kinds
(not always positive) on the environment that surrounds it.

Company economists refer to the concept of socialization of production costs, when the company transfers
part of the costs to the community, which must be sustained in the course of production.

Moreover, there is a sort of implicit contract between the company and the company, from which derive a
series of obligations of the first towards the second.

The company, as belonging to a community, assumes rights and duties towards the community in which it
operates, both "local" and "global".

According to this socio-economic vision, as anticipated, the company therefore plays a social role, and
therefore the content of corporate responsibility extends to a significant extent also including non-economic
purposes such as the reduction of environmental pollution, the improvement of working conditions etc.

The social function of the company is complementary to the economic function.
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The acceptance of the socio-economic vision, which now appears to be the prevailing one, implies a new
concept of management of society: the assumption of social obligations is based on a renewed relationship
between business and the socio-economic environment, in its various components. The company and its
management must act being accountable to all stakeholders - both the “"primary" and the "secondary" ones -
by assuming obligations that go beyond the fair distribution of the economic value produced among all the
subjects participating in its generation (workers, suppliers, customers, etc.): it must contribute to the "creation
of the" extended value ", or the overall value for the stakeholders", which takes the form of increasing social
well-being, improving the quality of life and in protecting the natural environment.

Even the strenuous defenders of the agency's theory, which wants the company managed to the direct and
exclusive advantage of the shareholders, recognize the need for it to prove itself "sensitive" to that complex of
unwritten laws, which are the fruit of the culture developed in the environment in which it operates. In the
absence of this sensitivity, the company would risk losing that consent and that social legitimacy, which are
indispensable for its survival and development.

Here, then, that an enlarged CG, which involves the involvement and listening to the positions of all
stakeholders, becomes a fundamental tool in the current socio-economic context, which, if well addressed, can
increase the value and sustainability of the business in the long term, increasing and improving corporate
reputation.

Proper management of microeconomics (and therefore of businesses) is a vehicle for reducing the risk of
systemic crises. In the last economic crisis, CG models too often did not prevent negative behavior contrary to
the legitimate expectations of markets, customers, consumers and institutions in general.

In this perspective, micro and macroeconomics merge into a single social vision.
8. The profitability of companies that claim to be socially responsible

Organizations that evaluate the social, environmental and economic impact of businesses have multiplied for
years.

An observatory at European level for example is that of Eurosif (www.eurosif.org). In 2018, this organization
carried out a study that reveals how, in general, in recent years there has been a growth in the implementation
of the strategy lines linked to the sustainability of the business of companies. In the financial sphere, large EU
funds and not only are better orienting their investment portfolios towards ESG sustainability (an increase of
around 60% with values managed close to 4 trillion).

The voting strategies exercised by asset managers in company assemblies assume an absolute importance in
influencing the adoption of sustainability policies.

The reasons that tend to exclude companies from portfolio management are often anchored to sector logics
(exclusion of companies that deal with arms, tobacco, fossil fuels, etc., where the tobacco industry is the most
common exclusion criterion). The most common sectors also move, such as the involvement of businesses that
operate in the retail trade with growth since 2014 that concerned only 3.4% of the activities, with significant
value reached in 2018 with an interest recorded by 30% of the companies.

The EU legislator has understood the importance of the Corporate Governance models that ensure
sustainability and we will see the EU SRDII Directive below.

9. The importance of the Legislative Decree of 10 May 2019 n.49.

Perhaps we should go back to the origin and as a note sir. Adrian Cadbury (see the Cadbury Code of the 19905s)
brought back the sense of governance that at the time of Caucher Geoffrey meant sensibility and responsibility.

In this logic, the CG should not be seen as the set of rules and mechanisms that govern the management and
control of companies but, rather, as the process by which companies are made sensitive to the rights of
stakeholders.

As always, the issue is cultural, and the spread of a corporate culture aimed at protecting general interests is
favored by the existence of good rules and by the presence of efficient authorities that monitor their
compliance.

As we know on 10 June 2019, Legislative Decree 10 May 2019, n. 49 (the "Decree™), which implemented
Directive (EU) 2017/828 (Shareholder Rights Directive Il, "SHRD 11"), amending directive 2007/36 / EC on
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the encouragement of long-term commitment of shareholders. It is true that the Decree came into force, except
for the deferred application of some provisions, the same 10 June 2019. It should also be noted that the Decree
provides, with certain exceptions, that the implementing provisions of the Decree are implemented within 180
days after its entry into force. The implementing provisions issued pursuant to the provisions replaced as we
know will be repealed from the date of entry into force of the new provisions in the corresponding matters.
Until that date, they continue to be applied without interruption.

Therefore, it should immediately be emphasized that the sanctions provided for ex novo by the Decree on the
subject of related transactions in relation to the remuneration policy and the compensation paid, described
below, would appear to apply only upon completion of the regulatory framework and therefore starting from
adoption of regulatory provisions and vice versa.

We can summarize that the main changes introduced by the Decree to the Civil Code and Legislative Decree
58/1998 ("TUF") concern the following profiles.

10. Transactions with related parties

The Decree in fact amends the art. 2391-bis cod. civ. on the subject of related parties, now explicitly providing
that CONSOB identifies:

a) the significance thresholds of transactions with related parties taking into account quantitative indices linked
to the value of the transaction or its impact on one or more company size parameters. CONSOB can also
identify criteria of relevance that take into account the nature of the transaction and the type of related party;

b) procedural and transparency rules proportionate to the relevance and characteristics of the transactions, to
the size of the company or to the type of company that makes use of the risk capital market, as well as the
cases of exemption from the application, in whole or in part, of the aforementioned rules;

c) the cases in which the directors, without prejudice to the provisions of Article 2391, and the shareholders
involved in the transaction are required to abstain from voting on the same or safeguard measures to protect
the interests of the company that allow the aforementioned shareholders of take part in the vote on the
transaction.

It is a matter, in hindsight, of profiles already substantially regulated in the Regulation concerning transactions
with related parties, adopted by CONSOB with Resolution no. 17221 of 12.3.2010, as updated with the changes
made by resolution no. 19974 of 27 April 2017 (the "Consob OPC Regulation™). In any case, any actual change
in the regulations relating to transactions with related parties currently in force must pass through a
modification of the Consob OPC Regulation, expected, as mentioned, within 180 days of its entry into force.

The main novelty regarding related parties regards, for the moment, the sanctioning profiles: the new art. 192-
quinquies TUF introduced by the Decree, in fact, provides a specific administrative sanction for violation of
the regulations in question. In particular, on one side there is a pecuniary administrative sanction from ten
thousand euros to one hundred and fifty thousand euros towards the issuer.

On the other hand, unless the fact constitutes an offense, a pecuniary administrative sanction is envisaged
ranging from five thousand to one hundred and fifty thousand euros against the persons who perform
administrative and managerial functions, provided that their conduct has significantly affected the overall
organization or on company risk profiles or has produced a serious prejudice for the protection of investors or
for the transparency, integrity and proper functioning of the market (parameters introduced for the reference
to Article 190-bis, paragraph 1, lett. ), TUF).

Identification of shareholders.

The Decree amends the art. 83-duodecies of the TUF on the subject of identifying shareholders, on the one
hand limiting the right of issuers to identify shareholders to those who hold shares in excess of the 0.5%
threshold of the share capital with voting rights, on the other on the other hand by eliminating the possibility
for shareholders not to be identified. Moreover, this right can now be exercised by issuers regardless of the
provision in the articles of association (the statutory provision remains instead for companies admitted to
trading on multilateral trading systems).

In conclusion, the Decree also maintains the obligation for the issuer to initiate the identification process at the
request of the shareholders representing at least half of the minimum shareholding established for the
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presentation of the lists of candidates for directors, as well as the obligation - in any case - information to the
market in relation to the start of the identification process.

The new rules on the identification of shareholders will come into effect as of, and the implementation
provisions will be adopted by the date of application of the Implementing Regulation (EU) 2018/1212 of 3
September 2018: therefore, from 3 September 2020.

11. Report on the Crporate Governance remuneration policy and remuneration paid.

Summarizing the Decree, in modifying the art. 123-ter of the TUF, in particular:

¢ changes the formal name of the "remuneration report™ in "report on the remuneration policy and the
remuneration paid”;

¢ specifies that the first section of this report must illustrate the remuneration policy "in a clear and
understandable way";

¢ extends the obligation to describe the remuneration policy also with reference to the members of the
supervisory bodies (without prejudice to the provisions of Article 2402 of the Italian Civil Code);

¢ specifies that the remuneration policy "contributes to the corporate strategy, the pursuit of long-term
interests and the sustainability of the company and illustrates the way in which it provides this
contribution™;

¢ introduces the binding vote (instead of the advisory vote) of the meeting on the remuneration policy
referred to in the first section of the report, also providing that the policy is subject to the vote of the
meeting at least every three years (instead of on an annual basis) . The vote of the shareholders is also
expressly provided for in the event of policy changes;

¢ introduces the consultative vote on the second section of the report (on the fees paid);

The Decree also introduces the obligation for the legal auditing company to verify the preparation of the second
section of the report.

We can conclude that the provisions apply to the reports on the remuneration policy and on the compensation
paid to be published at the shareholders' meetings for the approval of the financial statements relating to
financial years starting from 1 January 2019. It should also be noted that no option provided by the SHRD II
for SMEs, to allow these companies to submit the section of the report on the compensation paid for the
discussion at the meeting instead of the vote. The violation of the discipline of the remuneration report is for
the first time assisted by a sanctioning apparatus. The Decree introduces, in fact, to listed companies for the
violation of the provisions of art. 123-ter of the Consolidated Law on Finance and the related implementing
provisions, as well as towards the persons who perform administrative, management or control functions, if
their conduct has contributed to the violation of the aforementioned provisions by the company, the application
of the pecuniary administrative sanction from ten thousand euros to one hundred and fifty thousand euros or
the non-pecuniary administrative sanctions provided for by paragraph 1 of article 192-bis, TUF. Furthermore,
it introduces the pecuniary administrative sanction from ten thousand euros to one hundred thousand euros for
the auditor who fails to verify the preparation of the second section of the remuneration report.

12. Last analysis: The right to ask questions before the Administrative meeting.

Then the Decree maintains the current approach of the TUF - which provides for two different terms for the
right to ask questions before the meeting -, however, increasing the terms available to issuers: the presentation
of applications by shareholders can, in fact, now take place: (i) up to five trading days before the meeting - and
in this case the company provides a reply at the latest during the meeting -; or

(ii) up to the record date (and therefore seven market days before the meeting), if the convocation notice
provides for the company to provide, before the meeting, a response to the questions received. In the latter
case the answers are always provided at least two days before the meeting, even through publication in a
specific section of the company's website, but ownership of the right to vote can be attested even after the
dispatch of the questions, provided that they are received by the third day following the record date.

The provision will apply to shareholders' meetings whose convocation notice is published after 1 January 2020
defining that:

Transparency of institutional investors, asset managers and voting consultants.
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The Decree introduces in the CFA, in Chapter Il of Title 111 of Part IV, section I-ter (articles from 124-quater
to 124-novies) on the transparency of institutional investors, asset managers and voting consultants, whose
definitions are contained in art. 124-quater, of the TUF.

On the basis of the new provisions, the following is concluded:

+ institutional investors and asset managers are required to adopt and communicate annually, based on the
comply or explain principle, the commitment policy that describes the methods with which they monitor
investee companies and communicate with them;

+ thevoting consultants must publish annually a report whose minimal content includes the scope and nature
of the dialogue, if necessary entertained with the companies’ object of their research and recommendations,
the possible adhesion to a code of conduct or the reasons for not adhering. On these subjects, CONSOB
can exercise the powers provided for by the articles 114 paragraphs 5 and 6 TUF (power to request
information and documents necessary for information to the public) as well as 115 paragraph 1, lett. a), b),
and c) (power to request the communication of news and documents, to take information, to carry out
inspections).

The new provisions regarding institutional investors, asset managers and voting consultants, apply one year
after the entry into force of the Decree, and therefore from 10 June 2020.

Conclusion

Perhaps we should go back to the origin and as a note sir. Adrian Cadbury (see the Cadbury Code of the 1990s)
brought back the sense of governance that at the time of Caucher Geoffrey meant sensibility and responsibility.

In this logic, the Corpoate Governance should not be seen as the set of rules and mechanisms that govern the
management and control of companies but, rather, as the process by which companies are made sensitive to
the rights of stakeholders.

As always, the issue is cultural and the spread of a corporate culture aimed at protecting general interests is
favored by the existence of good rules and by the presence of efficient authorities that monitor their
compliance.

The future corporate governance will certainly be based on the management models of companies that are able
to ensure the following aspects:

1. Business sustainability in the medium to long term

2. An attractive business climate

3. Respect for the rights of workers, the environment and local communities
4. Corporate reputation

5. The stability of profits instead of high profits in the short term.
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