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Why related-party transactions?

*Related-party transactions are prevalent in emerging markets.

*Related-party transactions are common, especially in markets
ith weak law enforcement.

« Beyond self-dealing, other methods of expropriation, such as

insider trading and dilution of share value, can also harm
minority shareholders.

Pyramid structures can mask related-party transactions
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* Do nothing, and count on
market forces to sort out the
problem?

OR

® All dealings between a

corporation and its
controllers be banned by

law?

Solutions for this problem? Good Corporate
Governance provisions in the law

—_

Not really an option...
the temptation to “take
— the money and run” in an
unregulated environment
IS just too great.

Not really an option...
IN many instances,

— related-party

transactions actually

make economic sense.

STRICTLY REGULATE RELATED-PARTY TRANSACTIONS THROUGH
SOUND CORPORATE GOVERNANCE REFORM



Why does protecting investors matter?
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Higher market capitalization Higher entry level to capital markets
Market capitalization to GDP Number of listed firms
igher

Higher

Lower

Lower

Lower Higher

Lower Higher

Note: Relationships remain significant when controlling for income per capita. Higher values on the strength of investor protection index indicate greater
protection.
Source: Doing Business database, World Bank (2010).
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Where are investors most protected —and how?

G)Od Practices: \
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New Zealand
Singapore

Hong Kong, China
Malaysia

Canada
Colombia
Ireland

Israel

United States
United Kingdom

.

Regulated approval of
RPTs

Detailed disclosure
requirements

Clear director duties
Easy access to corporate
information

Experienced and vigilant
boards

Well-defined
shareholder rights

Robust control
environment
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Investor protections in the EU

Strength of investor protection index (0—10)
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Source: Doing Business database.
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How are RPTs approved in the EU?

/Related-party \

transactions are
approved by the board
of directors without
intervention of related
parties in 54% of EU
member countries

N /

Shareholders meetlng Board of Directors Board of Directors W|th Third party review
without interested party interested parties
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How are RPTs disclosed in the EU?
/50% of EU member\
countries have strict
related-party
transactions
disclosure
\requlrements /

Detailed disclosure Average disclosure Weak disclosure No dlsclosure
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Director liability in case of prejudicial RPTs In
the EU

7

12 - ) 86% of the EU member
! countries provide legal
remedies to protect
10 .
minority shareholders
from abusive related-
= - party transactions

Numbar of aconomios

Il s o onre

Note: Higher scores indicate greater liability of directors. No economy receives a score of 10 on the extent of director liability index.
Source: Doing Business database.
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Access to corporate information before and
during the trial in the EU

12

110

Numbar of aconamies
i

/ Minority \ 11

shareholders have
access to a good

range of corporate
documents before

nd during the trial

N

Tmecdes S rmre

Note: Higher scores indicate greater powers of shareholders to challenge the transaction.
Source: Doing Business database.




Evolution of the regulation of RPTs in Greece
2007-2014: Stricter approval rules, more
transparency and more accountability
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10 - 2011: Adoption of
Circular 45 increasing
g - disclosure requirements
of RPTs.
2013: Adoption of Law
8 - 4156amending the
approval process of RPTs.
7 :
2007: Adoption
of Law 4156
6 1 Reduction of the
threshold to
5 - start  derivative
suits
4 u
3 u
2 u
'| u
0 u

Disclosure Director liability Shareholder suits strenght of investor
protections




What are the reform trends

" Increased corporate disclosure requirements in
case of RPTs: Greece, Lithuania, Cyprus, Slovenia,
Sweden.
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= Regulated approval of RPTs: Greece, Sweden,
Slovenia

= Stricter director duties: Greece, Slovenia
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Areas of opportunity and further progress

Greece EU OECD
Strength of investor protection 3.3 5.7 6.2
- Extent of disclosure index 3 6.2 6.6
- Extent of director liability index 2 4.5 5.3
- Ease of shareholder suits index 5 6.3 6.8

= Shareholders approval of large related-party
transactions: New Zealand, United Kingdom.

" Independent review of the terms of RPTs: New
Zealand, Australia, Iceland, Norway.

= Stricter director liability regime: Canada, Chile.
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Thank you

For questions and comments please contact
Jean Michel Lobet

+1 202 458 0948

jlobet@worldbank.org







= Minority shareholder rights in related-party
QO -
2 transactions
A
o
E Rankings are based on 3 indices
<
o Extent of Disclosure Index
M FIGURE A.1  Protecting investors: minority h )
}3 shareholder rights in related-party - Who approves transaction
g- transactions - What needs to be disclosed, when and
= Rankings are based on 3 indicators to whom
Requirements on Liability of CEQ and
2??&”;_11‘?32%5{'“5”@ board of féﬂ:gﬁr_:;r; Extent of Director Liability Index
ransactions E‘mm - Available claims against Mr. James
33.3% :
Extent of and the other directors.
ﬂgﬁﬁ‘“‘;"inm - What needs to be proven for each
claim.
Fase ;;ﬁhuh&r - What remedies are available if they
R are found liable.
Type of evidence that can be collected Ease of Shareholder Suits index

before and during the trial
- Access to company information for

proving the investor’s case.
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WHAT IS NOT BEING MEASURED?

- Not: protections for foreign direct investment (FDI);

- Not: general investor incentives;

- Not: broad frameworks of rights for minority shareholders;
- Not: practical enforcement of laws;

- Not: fraud or violations of law.
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