


(1)

(2)

)

(4)

Beyond the legal requirements, a policy onvbing rights attached to
shares held by a pension plan is required to reflee interests and
values of the plan members. The corollary of thisy to reflect these
interests and values is the dutyréguest and obtain a report on the

votes casty the person to whom this task has been delegated

Although in principle they own the businessargholders have a
limited number of powers, including the power teatlthe board of
directors, which is responsible for managing theagany’s affairs and
appointing the officers.

Another power that shareholders have is thegpdamove and adopt
proposals designed to improve the governance of trmmpany or
increase its social responsibility for example by agreeing to comply
with international labour standards in those caastrwhere the
companies operate and by requiring observanceeosdime standards
by their suppliers.

Policies on voting rights cover a number otiess including the ability
of the board of directors to perform its role, mggraent compensation,
independence of the auditors, protection in thenewd a takeover,
shareholder rights and the social responsibilitgahpanies. The last-
mentioned category might include, among other thirgnvironmental
factors, relations with stakeholders, complianceghwinternational
human and labour rights standards and disclosunmef@imation of an
environmental or social nature.

|
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1. The situation in our plan

Discussion

1. Has your pension fund adopted a policy on thengaights attached to the shares held

by the plan? Is this policy monitored regularlif3o, in what way?

2. Are you familiar with the proxy voting policy pleed by your equity managers? H4g
you ever discussed this with the manager? Do goeive periodic reports on tl
votes exercised by the manager?

3. What, in your view, are the main problems ortatles preventing your pensi
committee from playing a more active role in ex&rg the voting rights held by yo
pension plan?

ve
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2. Why have a policy on the exercise of voting rights?

Although this should not be the only reason, a ensommittee must have one because it has a
legal duty to do so. In fact, federal and Quelaggslation states very clearly that this is one of

the responsibilities of the pension committee asstee:

+ @t

:dl KM151. The pension
committee shall exercise the
prudence, diligence and skill that
a reasonable person would
exercise in similar circumstances;
it must also act with honesty and
loyalty in the best interest of the
members or beneficiaries.

i+l
8. (3) The administrator shall administer the

pension plan and pension fund as a trustee for the

employer, the members of the pension plan, former

members, and any other persons entitled

to pension benefits or refunds under the plan.

(3) The administrator shall administer the pension plan and

pension fund as a trustee for the employer, the members of

the pension plan, former members, and any other persons

entitled to pension benefits or refunds under the plan.

Pension Benefits Standards Act, 198%C. 1985, c. 32 (2d
Supp.)

170. Unless the Régie
authorizes, on the conditions it
fixes, that the investment policy
be simplified, the policy must set
out ...

Unless they are already set out in
the plan, the policy must also
include ...

2) rules applicable to the exercise
of the voting rights attached to

the securities forming part of the
assets;

Supplemental Pension Plans Act
(R.S.Q., chapter R-15.1)

7.1 (1) The administrator of a plan shall, before the later of
July 1, 1994 and the day on which the plan is registered,
establish, on behalf of the plan, a written statement of
investment policies and procedures in respect of the plan's
portfolio of investments and loans, including ...

(f) the retention or delegation of voting rights acquired
through plan investments,

(2) The statement of investment policies and procedures
referred to in subsection (1) shall include a description of
the factors referred to in that subsection and the
relationship of those factors to those policies and
procedures.

Pension Benefits Standards Regulations, 1986R/87-19

In directives issued in April 2000, the Office dfet Superintendent of Financial Institutions
(OSIF), the agency that monitors pension plans wfedieral jurisdiction, stated the following:

Plan administrators should not ignore the valueaifng rights acquired through plan

investments. Shareholder votes are often mostal@uwhen used in alliance with

others. Failure to describe in the investmentqgydiiow these rights will be used leaves
plan administrators open to charges of either gegte or arbitrary action, possibly in

violation of the standard of care requirement. ebtiment policies should describe and
require the use of voting rights, whether directifthrough proxy.
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If the power to vote proxies is delegated to inwesit managers, proxies should be
bound by rules established in the investment poli€he administrator should receive a
report showing how proxies were voted and affirmimgmpliance with the
administrator’s proxy voting polici€s.

Moreover, simply delegating this matter to fund agers without paying any heed to it will not
necessarily bring us any further forward. A fundmager may also be responsible for managing
another client’'s pension fund or a host of otherdpcts and services offered by the different
members of the financial group to which he or shletgs. In that situation, how can we ensure
that the interests of the members air plan will be given priority over other corporate
considerations?

This issue was examined very closely by a commssibinquiry established by the British
government (the Myners Commission), which drewfthiewing conclusions from its review:

There is a culture in the financial community ofntrag to avoid public confrontation
with companies ... The review was told by some thata was real potential for conflicts
of interest... The Company Law Review makes simitguaents in its consultation
documentCompleting the Structure
‘If the managers manage a company pension fundhigyless than
unquestioning support for that company ’s board heag to loss of the business,
since a majority of the trustees are usually dimecor former directors of the
company. If the fund manager is part of a bankinfirancial services group, the
company management may threaten to terminate bguokiather
relationships.’...

Clearly, where managers were failing to take aiviatistance because of their wider
business interests, they would be illegitimatelyadinating the interests of their clients
to other aims. Management firms have a responsitdiensure that the reality as well as
the appearance of effective Chinese walls is dstadad, protecting their clients ’interests
in improving the performance of companies they ofiom their wider business
interests...

The final point highlights the central issue — teHiéctive intervention,, when
appropriate, is in the best financial interestbarieficiaries. As such, it is arguably
already a legal duty of both pension fund trusteestheir fund managers to pursue such
strategies. US legislative guidance makes it dlearactivism —where it might add value
—is a part of the fiduciary duty of an investmertmager?

! Office of the Superintendent of Financial Indtiins, Guideline for the Development of Investment Pdlicied

Procedures for Federally Regulated Pension Pl@itawa, 2000, Appendix I, p. 1.11.

2 Institutional Investment in the United Kingdom: @viewby Paul Myners, London, 2000, pp. 91-92.
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We could ask whether these comments also apply whenpolicy and its application are
delegated as a whole to the employer, which mayifself in a conflict of interest between the
corporate interests and the actual practices ofahgany with respect to the issues raised by the
votes to be cast and the interests of the membeérbeneficiaries of the plan.

This situation accordingly imposes a dual obligatm pension funds:

@

(b)

To adopt a proxy voting policy that reflects the interests of the members and
beneficiaries of the plan, and also

To ensure that there is close monitoringf the actions taken and votes cast by
the manager, including, in the case of pooled fumtsuring that the manager
adequately performs his or her duties as a trustee.

However, is the requirement in the Act the onlysmeafor this? Here are some of the reasons
that are usually given:

(1)

(2)

®3)

(4)

Over the last ten years or so, several majosipa funds have realized that they
have become so big that a strategy of selling apemyis stock 'Wall Street
Walk') is impossible or too costly. What can they th@n, if they are dissatisfied
with the management in place or with certain aspeftthe governance of a
company? Well, they can talk with the manageménihe companies Wall
Street Talk) and if persuasiveness and the strateggrgfagementlo not work,
they can take action by fully exercising their gaider rights to elect directors
and to move and vote for proposals.

Pension funds that, regardless of their simesst in indexed portfolios of 60, 300
or 500 stocks have the same problem: they must theldtocks because of their
index strategy although they may be dissatisfiedh wiertain aspects of a
company’s management and its impact on profitgbililere again, a strategy of
shareholder engagement or activism may help toaugthe return.

Pension funds, especially the larger ones,aauaiversal investorghat hold a

diversified portfolio of shares in the major sestof economic activity over the
long term and trade relatively little. Consequgntheir long-term return is
determined not only by the return on each stoclenakeparately but by the
performance of the economy as a whole, and thisaegthe fund’s interest in
adopting practices that will increase the long-teaturn of the portfolio on a
sustainable basis,

The inactivity of institutional investors haacouraged — even if only unwittingly
— the development of practices that have ended eipgbexpensive for all

investors: weak boards of directors without a gjrovdependent director capable
of taking action to deal with financial statemerttsat do not show any
transparency or that are clearly “doctored”, actants who are “hand in glove”
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with the management of companies as a result oérges consulting contracts
they secure on top of the task of auditing therfaial statements, approval of
option schemes and other compensation programsffioers that allow them to
continue to grow obscenely rich while shareholdms the value of their shares
going up in smoke, and eventually the workers eséhindustries lose their jobs
as well as their pension plans.

(5) A growing realization thagood governance and an awareness of social
responsibility and the environmental and social impcts of the activity and
decisions of the company offer a better approach tmbtaining a return
appropriate to the risk in the long term.

However, contrary to what you may sometimes héargbal of a pension committee should not
be to obtain maximum returns in the short termtbutbtain the best return adjusted for risk over
the duration of the pension plan’s obligations, ahhinvolves a horizon of 15 to 30 years in
many cases. The U.S. Department of Labor, whishah@mandate to apply the American ERISA
Act governing supplementary pension plans, condutiat "plan fiduciaries are not required to
take the ‘quick buck’ if they believe, based on rappiate and objective analysis, the plan can
achieve a higher economic value by holding theestdr

For smaller pension plans, a large majority of ¢heabject to federal and Quebec legislation,
these developments are positive to the extenttigatore active involvement of the large funds
creates an environment that makes the actionseétpension funds more effective. Alone, they
cannot hope to make an impact but when their vaes combined with those of the
heavyweights, they know that they can make a diffee....

At the 2001 Congress of the FTQ, timlicy Statement on Union Participation in and
Approaches to the Management of Pension Faodsained the following proposal:

That the Standing FTQ Committee on Pension and Imance Funds work to define
the union principles that should govern the exereisf voting rights.

The committee has already begun this task and dkelts should be available within a few
months. However, we do not need to go back tosthding point because many policies and
policy recommendations are available to assistWe.shall come back to this point later.

3 Joint Departement of Labor/Department of Treastgtement on Pension Investments (Jan 31,198%te@u

in Zanglein, Jayne and Clark, Deni§gpital Stewardship. Course 1. Teacher's ManWéhshington: National
Labor College, 2001, p. 116.
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3. Power in the company and shareholder rights

Business corporationser limited liability companiesplay a predominant role in the capitalist
system, whether in terms of the very large propartof goods and services for which they
account or their impact on employment, the envirentror the development of communities (the
examples of the Iron Ore Company on the North Si&freyears ago and of Murdochville,

Gaspesia or Alcan today come to mind).

These business corporations offer several mainfibene

(2) Shareholders have limited liabilityConsequently, the most that a shareholder,
including a pension fund, can lose is the amountohey invested in order to
purchase the shares, even if the company event@lhpses under a load of debt
and lawsuits brought by its creditors.

(2) A business corporation can exist indefiniteespite changes over time in
shareholders and directors, except of course wiliesyentually ends up in
bankruptcy...

(3) A business corporation allows for centralized masragntby officers who
manage the operations on a daily basis under tigamgee of a board of directors
elected by the shareholders, which should, in glacensure greater efficiency.

(4) The shares are generally transferable and negotiaisl an organized stock
market on which the stock is quotéd.

Governance of a business corporation: the board afirectors administersthe company and
acts on its behalf

One of the basic principles of the governance biisiness corporation is thall the powers of

the company are exercised and its affairs managedrbunder the authority of the company’s
board of directors. Obviously, there is an element of fiction in thisthe extent that, once the
board of directors has selected the officers of dbmpany, administration of the company’s
ongoing affairs is delegated to these officerscitief executive officer and senior management.
However, the board of directors remains the auty)@mnd can therefore take action, including
replacing the chief executive officer if it is didsfied with the work done by company
management. This becomes an even greater probtem koards of directors are weak and not
truly “independent” of the management in placeha tompany, as has very often been the case
in recent years.

*  So-called private companies have a limited numifeshareholders whose rights to transfer theireshare

restricted; this is a situation that pension fumdsy have to deal with if they offer risk capital private
placements.
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A business corporation must also draftayslaws which are formal rules designed to ensure that
the company operates smoothly and govern the fgnaolithe company, the way it is managed,
formalities relating to meetings of shareholderd directors, etc. Under the applicable laws,
shareholders may amend thdselaws or they must at least approve — but do not itia
certain fundamental changes in the corporation siscmergers, sales of certain or most of the
assets, or winding up.

Shareholders: the real owners in principle althougttheir rights are limited

Shareholders are collectively the ultimate owndrthe company, although the laws define the
rights of shareholders very precisely.

Shareholders have Aght to be summoned to and to vote at an annual nating of
shareholders. The general principle governingvtite is “One share, one votetyhich ensures
that those shareholders who hold more shares gagager weight in making decisions. We have
reproduced below, by way of illustration, the netiaf the 2001 shareholders meeting of the
Hudson Bay Company. Note that one of the firditagof shareholders is teceive the annual
report of the directors and the financial statemensg of the company.

> Some companies, Bombardier for example, may haslass of multiple vote shares that are usually bg the

group that controls the company, even though tleepat own the majority of the company’s shares, thede
are also shares without any voting rights ...
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You will note at the bottom of this notice a stagmthat management has sent a proxy so that
the shareholder may, if he or she so wishes, itelibégs or her preference and authorize a
member of management to vote on his or her behalfact, shareholders have a right to attend
this meeting themselves in order to speak and votethey may appoint by proxy a
representative who will exercise on their behalf their right tote. It often happens that
company management appears on the day of the mewetim its pockets already full of a strong
majority of the voting rights that their sharehaklbave entrusted to them; "democracy" is thus
easier when the table at the front already hasjarityeof the votes.

Another right enjoyed by shareholders is the rightapprove the selection of the external
auditors because they are responsible for auditing the eoip books and giving an assurance
that the figures shown in the financial statemeniyy and accurately reflect the company’s
financial situation, an assurance that, for examiple Enron pension funds thought they had
when they examined the financial statements prepaby Arthur Andersen. The
recommendation that was made to the shareholdéreeBay in their notice of meeting read as
follows:

Appointment of Auditors

A resolution will be proposed at the annual andceEdemeeting to re-appoint KPMG LLP Chartered
Accountants, as auditors of the Corporation andutborize the directors to x their remuneration.the
absence of a contrary instruction, the persons nardein the enclosed form of proxy intend to vote
FOR the re-appoint-ment of KPMG LLP as auditors.

It should be noted in passing that in this examitie,annual report of management does not
provide any information concerning the total amoointhe fees paid to the firm of KPMG or the
portion of these fees that related to the audiieduiwhere the firm must act to protect the right
of shareholders to full and objective informatiancerning the financial results and situation of
the company) and the portion obtained for othewsatimg duties it was asked to perform by the
management of the Company, thus creating a poteotidlict of interest that we have found in a
number of recent financial scandals (see the dssmnsof this question below, on page 169).
Such information is becoming increasingly accessiat a result of pressures exerted by
institutional investors and the implementation elwstandards requiring greater transparency in
this regard.

This notice of meeting, which all shareholders nexe must also contairinformation
concerning the compensation paid to the senior magars of the company. This makes it
possible to ensure that the compensation paid toagement is reasonable(!!!), that it fully
measures managerattual contribution to the company’s profitability andaththe interests of
management and of the shareholders are closehealig

On the next page, you will find part of the repoohcerning the compensation paid to managers
of the Company:
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Executive Compensation
1. Summary Compensation Table

The following table, and notes thereto, sets faititompensation paid to the individuals who weiteany time
during the year ended January 31, 2001, the Chie€tive Of cer and the other four most highly cosnp
sated executive of cers of the Corporation (theatmed executive of cers”) employed on that dgfdote 1)

SUMMARY COMPENSATION TABLE

Long Term All Other
Year Annual Compensation Compensation | compensation
Name and Principal Ended Awards
Positi J
osition anuary Other Annual Shares_ Under
31 Salary Bonus ; Options
Compensation
Granted
(Note 2) (Note 3) (Note 4)
George J. HellefNote 5) 2001 $1,200,000 $1,500,000 $34,129 152,000 8 9BB
President and 2000 $1,178,538 $ 900,000 $44,104 428,000 7%77,
Chief Executive Of cer 1999 $ 746,667 $ 372,000 $26,130 100,000 504,3
Marc R. ChouinardNote 6) 2001 $ 650,000 $ 250,000 Nil 50,000 $3,373
Executive Vice-President, -
also Presidert and COO 2000 $ 490,000 $ 325,000 Nil 69,000 $1,287
The Bay
Thomas HaigNote 7) 2001 $ 650,000 $ 250,000 $9,290 50,000 $P44.,9
Eéicgtr'(‘e’;(;gﬁf;rgsc'cggt' 2000 $ 625,000 $ 125,000 $ 9,695 77,000 $2,62
Zellers Inc. 1999 $ 279,167 $82,292 $ 1,665 18,000 $1,044
David F. Poirier(Note 8) 2001 $ 750,000 $ 427,500 $71,022 22,000 $826,3
Executive Vice-Presidentand 2000 $ 750,000 $ 675,000 $74,136 22,000 $940,2
Chief Information Of cer 1999 $ 375,000 $ 337,500 $16,821 168,000 FB6,
Gary J. LukassefNote 9) 2001 $ 600,000 $ 90,000 $2,678 36,000 $ 0,79
Executive Vice-Presidentand 2000 $ 600,000 $ 100,000 $ 3,060 19,000 $65,77
Chief Financial Of cer 1999 $ 600,000 Nil $5,216 29,000 $ 2,856

This compensation is determined by the companyadof directors but shareholders do have
some powers with respect to option schemes, fampia (this was the subject of item 4 on the
agenda with proposal 3).

Furthermore, shareholders always have the posgibilielecting the members of the board of
directors and thus of deciding whether or not thens of office of persons who stand for
election to the board should be renewed. The boérdirectors typically recommends that
shareholders vote IN FAVOUR of the election of flegsons it proposes as directors and any
proxy given to them will accordingly be voted insttway unless an indication is given to the
contrary.

In addition, shareholders also have the poweagprove certain major corporate changes
such as mergers or sales of the company’s assets.
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Shareholders also have the powemtove and adopt proposalseven though these will not
necessarily be binding on the board of directdfer this purpose, a person need merely be a
shareholder (whether registered or hatho has held $2,000 worth of shares for 6 months i
order to be able to submit a proposal, which mestbne 90 days prior to the annual general
meeting. Thus, at the annual general meeting ef Baéy in 2001, a shareholder proposal was
moved by SHARE, the pension fund of the firefighteif La Salle/Verdun (supported by the
FTQ) and the Canadian Labour Congress asking Thetadopt a code of conduct that was
more respectful of fundamental labour rights andgyples and that it require its suppliers to do
likewise:

SHAREHOLDER PROPOSAL

The following shareholder proposal has been subthifor consideration at the Annual and Special Mgebf
Shareholders by 3 separate shareholders. Thesehslders are Working Enterprises Ltd., Box 11170ydR
Centre, 2600-1055 West Georgia Street, VancouveC.,BV6E 3R5, Régime complémentaire de retraite du
Syndicat des Pompiers du Québec (Section Localalled8erdun), C.P. 364, Succursale Champlain, UaSal
Quebec H3P 3J3 and Canadian Labour Congress, 2i8étsie Drive, Ottawa, Ontario K1V 8X7. Management
believes that a shareholder resolution is unnepgssal inappropriate in view of the actions alregaken by the
Corporation.

Resolution 4
Whereas

The company’s shareholders are concerned aboyidtestial for adverse nancial impacts on the compand
shareholder value as a consequence of failure peement effective monitoring of working conditiomsfacilities
where the company’s goods are produced. Consumerotis, worker lawsuits, and divestiture or avoi&ry
institutional investors are often the responseet@lations of abusive working conditions.

Fifty- ve percent of Canadians consider conditioof production when buying consumer goods (1998 CROP
Survey). At the University of Toronto, as at manysUuniversities, students recently achieved a cbadenduct for
goods sold in university stores. Other universitgl igh school students are seeking similar codes.

In the United States and Canada, class action IesmMsave been brought by employees against appatkretail
companies for damages associated with inadequatengaonditions and pay.

Many investors have adopted responsible workplawe apntractor guidelines for investment. The largasblic
pension fund in the U.S., the $170 billion CalPERSgently approved investment criteria based orirternational
Labour Organization’s fundamental workplace rigbhtsthe Fund’s investments in emerging markets.

Assurance that our company has an effective codeonfluct would increase its attractiveness to itoresand
consumers. Alternatively, uncertainty about theedif’eness of the company’s code will suggest tinate may be
potential liabilities associated with the compargtsivities.

Resolved
That the Shareholders ask the Board of Directodotthe following:
1. Amend the Hudson'’s Bay Company Code of Vendor Conduod standard purchase contracts to

re ect full adoption of the principles articulatéy the International Labour Organization (ILO) in
its “Declaration on Fundamental Principles andRégat Work;”

®  The registered holder is the person who dirgutlgls a share in his or her own name. A non-reggst holder

is a person whose shares are held by intermedidoieexample a portfolio manager (this is the nmsnhmon
situation in a pension fund).
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2. Establish an independent monitoring process ttegisaes adherence to the amended Code;
3. Report annually in writing on adherence to the aeeinCode through an independent and
transparent process, the rst such report to bepteted by January 2002.

Supporting Statement

Proactive steps to improve the Code of Vendor Condill give the company a market advantage based o
consumer and investor goodwill and reduce poteligibilities, thereby preserving shareholder vallige de nition
of rights in internationally credible codes of contlis based on the fundamental conventions ofrtteznational
Labour Organization, endorsed globally and develdpeough a tripartite process involving businésisour and
governments. These conventions provide for:

freedom of association and effective recognitiothefright to collective bargaining;

the elimination of all forms of forced or compulgdabour;

the effective abolition of child labour; and

the elimination of discrimination in respect of dmpnent and occupation.

Our company sources merchandise from countries asic@hina where workplace rights are often violaEgn in
Canada, contractors for some companies violatenthenum employment standards of homeworkers. Aaatiffe
code of conduct that would protect the company igmdhareholders from adverse nancial consequemmadd
provide for:

an independent and transparent monitoring prognavoliing local religious, human rights and

workers’

organizations that are independent and well-respect

a transparent reporting process;

incentives, rather than premature termination ofitaxts, to encourage suppliers to raise labour

standards.

The concerns of the people who moved this propesat social in nature, although they were
also financial:

By focusing on its brand image through The Bayespthe Hudson Bay Company is more
vulnerable to scandals relating to the poor worlingditions that prevail among its suppliers.
Moreover, it should be noted that major brands sashNike, the GAP, Reebok and Liz
Claiborne are increasingly investing to maintairogjovorking conditions among their sub-
contractors and this follows a number of consunanpmaigns that have directly harmed their
brand imagé.

Company management was firmly opposed to this malpgo the weeks leading up to and during
the meeting. The document that management includethe notice of the annual general
meeting read as follows:

" Groupe Investissement Responsablecument de présentation sur la gestion des ddsitgote Montreal:

2001. pp. 6-7.
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SCHEDULE C

THE CORPORATION'S STATEMENT OF OPPOSITION TO THE SHAREHOLDER PROPOSAL

The Board of Directors recommends that the shadehnslvoteagainstthe Shareholder Proposal for the reasons set
out below:

The Corporation is committed to ensuring that iisibess practices and policies are in accordanitetiné highest
retail industry standards and in compliance withaglplicable laws. For that reason it has in plaome of the
industry’s most stringent standards for vendor cabdind ensures compliance with these standardsighrthe
effective monitoring of working conditions in faitiés in which the Corporation’s goods are produced

The Corporation feels strongly that the measurepgsed in the Shareholder Proposal are unneceisshgit of
the Corporation’s existing policies and procedufasthermore, the Corporation is concerned thatathaption of
the measures set out in the Shareholder Proposdtiveave a detrimental effect on the Corporatiomplaging it at
a signi cant competitive disadvantage within the ritboAmerican retail industry and effecting the Cangtion’s
ability to carry on business in certain countriesaddition, the Corporation is concerned thatpghecess proposed
in the Shareholder Proposal will impede the pragthat the Corporation is making on this issuewadld have a
direct negative impact on the Corporation’s curedfurts to seek an industry wide “Base Code”.

Speci cally:

The International Labour Organization (ILO) “Decdéion of Fundamental Principles and Rights at Wdska

treaty designed to be ratied by nation states, twobe included in the policies of private compani€he ILO
conventions are not globally endorsed; in fact @®/ernment of Canada has not accepted all the areieO

conventions. It is inappropriate and unrealistic doprivate company to enforce conventions on opiniate rms

that are not re ected in the laws of a signi cantmber of the world’s nation states including Canadd the United
States. It is likely that Hudson’s Bay Company wbhbave great dif culty doing business with manytbé world’s
trading partner nations if this motion was adopted.

The principles behind the ILO Convention however wgirtually universally accepted. Hudson’'s Bay Camgs
“Code of Vendor Conduct” is in agreement with thendamental principles behind the ILO conventiassis the
Retail Council of Canada (RCC) and the Organizatifum the Economic Co-operation and DevelopmentGDJE
A comparison of the various positions of these nizgtions, as well as a copy of HBC’s Code of Van@onduct
can be obtained at the Company’s web-site hbcrozarmbe provided upon request.

Hudson’s Bay Company expects all vendors to comjitly the Company’s Code of Vendor conduct. Thidudes
vendors in China, North America and anywhere thedgoare being produced for sale in an HBC retainéd.
Violations of the Code have resulted in the Commugcision to no longer purchase products manufedtin
Myanmar (Burma), North Korea, Laos and Cambodiayelsas from individual vendors in other nations.

Hudson’s Bay Company continuously monitors vendorsnsure compliance with the Company’s Code ofdéen
Conduct through on site visits by its own buyeeshhicians and agents. In addition, KPMG LLP, atependent
and globally recognized third party, conducts raguhonitoring. This is the same independent thiagtypthat
shareholders approve to have monitor and audiCthapany’s nancial statements. This mechanism iss®ient
with best business practices and a requiremeniro€ode.

Over the past two years Hudson's Bay Company ha&n lveorking with the Retail Council of Canada, the
Government of Canada and trade union organizatiodsveloping a Base Labour Code for CanadianlestaiThe
Company is committed to continue to seek an inglugitle “Base Code”.

Hudson’s Bay Company regularly responds to anyiifegiwith respect to our Code of Vendor Conductyeneral
issues associated with working conditions in amyjlifs that produces goods for our retail forma#ore informa-
tion on the Company’s policies in this area andugidy leading efforts to advance the developmerd odbmmon
code of conduct for all retailers, can be obtaiaeHudson’s Bay Company’s web-site hbc.ca.
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Despite this opposition from company managemestptioposal received the support of 15% of
shareholders at the 2001 annual general meetingshakeholder has the right to resubmit a
proposal if it has receivebt less thar8% of votes in the first year, 6% of votes in teead or
10% in the third.

One year later, in May 2002, this proposal was bestied and on that occasion 36.8% of
shareholders voted in favour (the percentage wioald been much higher if the Caisse de dépot
et placement du Québec, which held 10.41% of thepemy’s shares and which manages the
assets of the pension plans of the RREGOP androotish workers, had not abstained?®..).

A survey of those casting votes in 2802dicated that some of the managers administetiag
assets irour pension funds expressed their position on thip@sal as follows:

FOR AGAINST ABSTENTION Refused to answer
or participate
$ w&'
( $
)* #
#
! +
# ((
& # -(

This issue of ensuring that multinational compawniesompanies that depend on a large network
of suppliers in countries of the northern and seuthhemisphere, comply with and ensure
compliance with at least the ILDeclaration on Fundamental Principles and Rightsvéork

has reappeared on various agendas in recent years.

When a manager has been given a mandate to iteegirids held by our pension fund, we have
as a rule delegated to this manager the powerdocse the voting rights on our behalf on the

understanding that the manager was bound by Higroduty as a trustee in doing so to manage
these voting rights solely in the interests of thembers and beneficiaries. However, do we
know how the managers exercise this responsibilit9® we receive regular reports on the

subject? Do we discuss the matter with our marfagerd our plan consider it appropriate to

send the manager specific instructions, if not angorights policy for that plan that he or she

was expected to observe?

8  SHARE, News Release --Record Numbers Support Shareholdsmofal At The Bay On Sweatshpps
Vancouver, May 23, 2002.

SHARE, 2002 Key Proxy Vote Survey. Proxy voting records of legdCanadian pension fund investment on
management and shareholder proposals in the 20@XypseasonVancouver, 2002. A French version,
L'enquéte sur les vote clés de procuration 2082lso available. The position of the Caisseléjgdt was also
made public in the newspapers at the time.
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What about the shares in your pension fund?

Do you know howyour Canadian or US equities manager voted on proposéftss kind?

4. Some issues to be faced in a voting-rights policy

Recent years have seen the issuance of a largeenwhbeports and voting-rights policies that
were adopted or recommended, for example by thenforStock Exchange, the Council of
Institutional Investors, which includes the maistitutional investors (US), OECD directives on
corporate governance and the policies adopted éoynidyor Canadian pension funds, which are
often available on the appropriate Website. In a&an we have witnessed the recent
establishment, under the leadership of Stephesldasky, a member of the firm of Jarislowsky,
Fraser, and of Claude Lamoureux of the Ontario he@ Pension Fund of &anadian
Coalition for Good Governance

To ensure that we do not get lost in all the detdikat such a policy requires us to take into
account, we shall focus here on a number of magues that should be of concern to pension
funds and some avenues for reflection concerniagnth

4.01 The board of directors

The board of directors is elected by the sharelslded reports to the shareholders.

£

The directors must therefore collectively Independent director: A member of a board
represent the interests of all the shareholders of directors free of any link that might prevent
anda majority of members of the board him or her from assessing the company’s
and of certain key committees (compensation, management or operations. This normally ex-
audit, election of directors) should be cludesmembersf management and those who
independenmembers “Independent” have been members of management in the last 5
member here means a person who is free of  years, anyone related to those listed above,
any link that could prevent him or her from anyai® has significant economic dealings
assessing the company’s direction or withdbrapany (client, supplier, financial
operations. partnersyresultants) or with important clients

or suppliers of the company. This conceptidto
A related challenge is the nedseparate beexpanded to include a person who works for
the offices of chief executive officer and another company of whose board of directors
the
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chairman of the board° company’s CEO or another officer is a member.

In fact, the CEO can be hired and fired by the 8a#rdirectors and his or her general task is
also to supervise and assess the work of compamageaent, while the chairperson of the
board is supposed to be the person who directisadhil’s work in order to ensure that it does its
job of monitoring and assessing him effectivelylicB a situation is understandable in a small or
medium-sized business, where the senior managersametimes also one of the principal
shareholders is the soul of the company as welthaspilot of both the company’'s daily
operations and the work of the board. However, lsaw this be justified in a large Canadian
bank, to take a recent case?

4.02 Management compensation

The current corporate governance standards aregreiebito encourage commitment by
management to the objective of ensuring profitalplerations.

Management compensation should ensure that “therests of management and of the
shareholders are closely aligned”.

The level of compensation should be sufficientttoaat qualified and competent directors.

In mechanical terms, it is necessary to avoid ngloans at favourable rates to directors in order
to enable them to purchase stdtkEurthermore, options should not result in exaesslilution

of shareholder valu¥. They should be issued at not less than 100%eofain market value and
not at the market pricE. They should not be repriced if changes in theesipgice are less
favourable than expected, because this would seetorhpensate the managers for their poor
work while the shareholders suffer a decline inghare price.

10
11

The equivalent French expressionsdref de la directiomndprésident du Conseil.

The Ontario Teachers Pension Plan fears thatthikl create debts that cannot be collected aatdhis could
prevent the lay-offs of teachers who have contchdebts.

12 A ceiling of 5% or, in some cases, 10%, of altstanding shares is usually mentioned. Since ¢uent
scandals in the US, it is now recognized that thessrams are a real expense for the company and it
shareholders and the cost thereof is increasidnglyded in financial statements.

13 This encourages the practice of exercising aivopinly to sell it on the very day it shows a jiofhich is the
opposite of ensuring that management and sharahaléeests are aligned.
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Finally, goldenparachutesare viewed by some Golden parachute: An agreement con-
people as a practice to be discouraged, while ®ther  cerning severance pay under which a
think that, to the extent that they are competitive director, officer or employee receives
and not excessive, they will enable these generous benefits in the event that there
people to continue to make decisions that is a purchase or merger of the company
are in the best interests of the company and leading to a change in control.

of its shareholders.

4.03 Independence of auditors

Firms of auditors find themselves in a conflictrterest situation when their fees for conducting
the audit — when they work to provide the sharedislcand other investors with the necessary
transparency and credibility for the company’s ficial information — form a very small part of
the contracts they receive from management of ¢éimepany or the board in the event that other
highly profitable consulting contracts are givertiem.

In the United States, the Securities and Exchamganssion(SEC) has since 2000 required
companies to declare how much they have paid #aditor by way of fees for consulting
services other than the audit properly speaking (ghnot yet a requirement in Canada). Thus, it
has been learned that 75% of the fees earned bynguirms are not derived from activities
relating to audits of the financial statements.e Tdilowing are some exampfé®f the revenues
thus earned by auditors from some of the major Acaarcompanies:

$ of consulting fees received for each
$1 in auditing fees

Motorola $16.00
GAP $13.50
Apple $12.60
Kmart $10.40

4" The information in this paragraph was taken fr@wrporate Governance & Shareholder Valbg Peter
Chapman, Harrison Hot Springs, 2002, p. 12.
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4.04 Protection in the event of a takeover

The rights of shareholders should be adequatebgrezed when the company is the object of a
takeover attempt.

All major corporate changes should be examinedaguioved by an independent committee of
members of the board of directors.

All major changes should be subject to a vote efshareholderS. In that case, the shareholders
should be given sufficient time to examine the doentation.

&g

Poison pills deserve to be examined on a case-

by-case basis. In Canada, companies must Poison pill: Also called a share-
obtain the approval of the shareholders for holders’ rights plan, a program that
their poison-pill schemes within 6 months of is triggered solely by specific events
their adoption. Some major funds are rather such as a hostile takeover bid or the
hostile to these devices, except possibly in accumulation of a specified number
cases where the board of directors would like of shares by a purchaser, which gives
enough time to conduct an auction. Other every shareholder the right to purchase
people feel that they can sometimes force additional shares or to sell shares at a
the purchaser to negotiate a better price with very favourable price with a view to
the board but are opposed when this serves imposing substantial financial penalties
merely to protect the existing management on the potential purchaser.

and the board. Finally, others will recall that

the sale of a company should not take place solelhe basis of the short-term premium offered
but should also be considered in light of criteciancerning the longer-term return if the
company is viable and of the impacts of these &eiiens on the stakeholders, in which case a
poison pill may seem more acceptable in some st

The actions of management should be fair for &lshareholders.
4.05 Shareholders’ rights

Shareholders are entitled to receive open and dfdarmation from the company (see the
section on auditors above).

> This implies that policies on voting rights wilenerally be unfavourable to defence strategiels aache sale of

the “Crown jewels”, a strategy that involves seliattractive assets to a third party to ensure dghhostile
takeover bid will fail.
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They are entitled to be treated fairly on the badishe one share, one vote principle. This
suggests that there will be opposition to mechasimt create unequal voting rights (shares to
which multiple votes are attached, for exampledegt possibly in a start-up situation.

4.06 Corporate social responsibility: an integral part d governance

Corporate social responsibility is Sustainable development development that
increasingly considered to be a question meets the needs of the present without

of governance that promotes both the jeopardizing the ability of future generations
long-term performance of the company to meet their needs.

andsustainable development

The latest version of the OECD Guidelines acknogdsdthat relations with stakeholders in the
form of workers, clients, suppliers and host comities is an issue of governance. Moreover,
the report of the British committee establishedetaew theCompanies' Aceven recommended
that the mandate of board members be formally edgrto indicate that their liability as
company directors includes a duty to take into antohe “the likely consequences (short and
long term) of the actions open to the directorfascas a person of care and skill would consider
them relevant” , particularly in regard to:

“(@) the company's need to foster its businesdioelships, including those with its
employees and suppliers and the customers foratdupts or services;

(b) its need to have regard to the impact of igsrafpons on the communities affected
and on the environment;

(© its need to maintain a reputation for high deads of business conduct;

(d) its need to achieve outcomes that are faieaséden its members®

Companies must not only comply witbcal laws but, given obvious shortcomings in some local
legislation, pension funds such as CALPERS requgenerally superior level of performance.

They must also comply with the currenternational standards applying tohuman rights and
rights of association and ensure that their sub-contractors and supplie likewise. In recent
years, particular emphasis has been placed on mnepieng codes of conduct that take into
account the fundamental rights at work recognizgthbk International Labour Organization and
that usually include the four fundamental princgpéstablished by the ILO conventions:

(2) the prohibition of forced labour;

(2) the prohibition of work by children under 1&ays of age;

3) the prohibition of discrimination in hiring drin occupational conditions;

(4) freedom of association and the right to bargailectively.

Appendix D contains a more detailed document canegrthe international labour standards.

® " The Company Law Review Steering Grovndern Company Law For A Competitive Economy: FRaport

London, 2001, Volume I, p. 345. Author’s translatio
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Some codes of conduct are also designed to ensspeat for fundamental human rights as
defined in thdJniversal Declaration of Human Right$ the UN. The proposals adopted on

these issues also provide for the institution dejmendent, transparent and credible mechanisms
for monitoring the application of these codes ohawct and the submission of a report to
shareholders.

They must a|5_0 agree to the Some resources concerning the implementation and mitoring of
disclosure of information a voting-rights policy

concerning environmental, human . o

and social factorsso thatall FTQ: The Website of the FTQ and the FTQ mailing lesir(tact:

impacts of the economic activity oF €jean Bellemarre)nfuw.ft.qc.c

companies can be assessed and 8foupe investissement responsabiénformation, training and
that people are better able to assasssultation concerning voting-rights policies aadially responsible

the long-term prospects for the  investing (www.investissementresponsable.gom

viability of thi mpany in - .

ab y.o S'th:‘lo't pany tit Shareholder Association for Research and EducatiofSHARE):
comparnson with Its competitors. Information, training and activism with respecsticially responsible
Thus, for example, the investment and voting-rights policies. Their doewmation is usually
environmental balance sheet of in English, including a model voting—rights polititere is a recent
some companies may be a very publication, with the support of the FTQ and theation pour la
significant hidden cost, and Sc’mel‘ormatlon économique, of the 2002 survey of howsganfund

. . . managers vote their shareswiw.share.ch

companies will more quickly

develop or adopt new technologiearL-cio

that are more compatible with the Information for the network of members of pensionds issued by the
environment and sustainable central labour union organization in the US

development while others will Clinéwww.aflmo.org/corporateamerlca/capltaa.ll

to polluting and out-of-date
technologies, a choice that will

prove to be expensive when they SMERS:
forced to adjust or ... close down. www.omers.com/investments/proxyvoting_guidelinesteats.htm

Sites of some major pension funds

o Ontario Teachers:
Even beyond this disclosure, the . otpp.com/web/website.nsfiweb/CGintroduction
pOllcy can encourage companies to

develop more responsible Calpers: www.calpers-governance.org

environmental practices and, for

example, to support proposals

designed to increase transparency with respebetapplication of the CERES principles.

Finally, some plans will include a general statetrterthe effect that the manager will vote IN
FAVOUR OF shareholder proposals of a social natuméess they will have a negative material
effect on the value of the shares or the prosgecteturns.

5. How to put a voting-rights policy in place?

170



As they do their work, the members of the pensmmmittee do not have to be experts who will

design, put in place and apply such a policy, baytwill be required to ensure that these tasks
are performed. If necessary, resources exist $stagour pension committee in the work of

putting in place and monitoring such a policy. dddition, the FTQ was tasked at its last

congress with creating and strengthening “with hie¢p of the Internet, among other things, a
specialized support system for those who are mesntiepension committees and investment
committees”. Unions also devote substantial eesrtp training and providing support for the

members of their union who are members of pensionnaittees. Make use of these resources,
add your name to mailing lists and do not hestateok for information or to ask for assistance;

you may be surprised to discover that a colleagumuars in another plan has already faced the
same question and may well have found a solutiditér all, do mutual assistance and solidarity

not provide the very basis for union action?

If you are involved in pooled funds, your firstkasill be to obtain — if this has not already been
done — a copy of the voting-rights policy from thanager and the periodic report on the voting
rights that the manager has exercisefit the very leastyou could compare the votes the
manager has cast with those shown in the survgyaped by SHARE in Canada and the AFL-
CIO in the USA.

The following are the different aspects of a votiights policy that will need to be put in place:

(@) A reference to the instructions concerningédkercise of the voting rights. This
may be a policy that your pension committee hagptadbor it may refer to the
existing policy of a third party or to that of yownd manager;

(b) Delegation of proxy voting in light of the gl instructions in the voting-rights
policy and, where necessary, a mechanism enabiimgrtistees to exercise their
voting rights themselves;

(c) Quatrterly production of reports indicating tretes cast and, where appropriate,

the necessary explanations. The following is aamgde of such a quarterly
report:
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(d) In appropriate cases, the process of a stratdggngagement” with companies
(approvals, responsibilities, co-ordinatidh).

(e) Review by the trustees, at least annuallyerisure that the votes cast by the
manager or by the proxy-vote department comply wéhpolicy.

If you are invested in pooled funds, you will hdees room for manoeuvre to the extent that your
assets are combined with those of other investédfiile your room for manoeuvre may be more
limited, one factor will nevertheless not chandes pension committee will hawdelegatedto

this manager the task of managing these fundsanntierests of the members and beneficiaries
and you will have a duty to monitor the actionstlos manager in order to ensure that the

" Such a process applies more to the larger perfaiwis or to those that have delegated the exedfiskeir
voting rights to a firm that is also involved inckuengagement strategies.
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interests of members are adequately served. Tdrer@a number of initiatives that a pension
committee may take in these circumstances:

(@)

(b)

(€)

(d)

Ask the manager to provide you with the votiigits policy applying to the fund
in question as well as all amendments that hava besle subsequently. If the
pension committee is comfortable with the policytemplated and any changes
that have been made to it, it may decide to adoppblicy and use it as its own
policy. If there are elements that it finds inadleig, it should contact the manager
and make the necessary representations.

Ask the manager to attach to his or her quigrteport as an appendix a record of
the voting rights exercised in the last quarterhe Tommittee should at least
ensure that the votes cast by the manager actuadhply with its voting-rights

policy.

Some managers claim that they are open, ifitdishould insist, to exercising the
voting rights attached to the shares they managéhfe client on the basis of
specific instructions given by the client, if thieeat considers this necessary. In
appropriate cases, your pension committee couldiii@gconcerning your
manager’s attitude in this regard.

Some managers have also recently stated thgtwiere prepared to establish a
second fund, identical to the first in terms ofiitgestment strategy, but with an
investment policy that pays more heed to the corscef some pension funds
relating to governance or corporate social respargi If you are not
comfortable with the manager’s present policy, ttaald be an option you might
wish to consider, especially if you contact othieerds of this manager who share
your concerns.
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Taking a collective approach

Some people might wonder whether it will serve pagpose or whether it will be effective for a
small or medium-sized pension fund to devote itrgies to a course of action when the assets
of the pension fund represent only a very smalc@aiage of a company’'s shares for any
particular pension fund.

@)

(b)

(©)

(d)

(e)

Each pension committee assumes responsiladitya trustee for its actions or
omissions and must act in the best interests ofrtmbers; doing nothing is the
same thing as approving unacceptable forms of betain terms of governance

or corporate social responsibility and allowing yetre Enrons to happen, and to
happen wittour money, the money belonging to the pension fund.

The increased activism of the major pensiamdfy which are certainly able to
spend much more money on research, identifying emmeg and practices
concerning which questions need to be asked anthgtakteps with the
management of companies to make them aware ofetbe@ fior change, will be all
the more effective if they are able to count onuigdance of the smaller pension
funds that, together, hold a large percentage ohpamy shares and would
accordingly be able to make a difference if comparaypagement refused to act in
response to the dialogue and forced these majatsfiaim submit a shareholder
proposal;

A number of fund managers have not always rasgutheir responsibilities as
trustees with respect to the exercise of votingta@nd the active vigilance of the
client pension funds, including the smaller suchdfiinvolved in pooled funds,
should convince them of the need to act more resplynand proactively in this

regard;

Because of changes made in Canadian law, ttatisn among shareholders is
now easier, and the creation of the Canadian Gmalfor Good Governance
clearly marks this development, where major pensimus and fund managers
have agreed that information and their resourcesildhbe shared in order to
promote certain changes in the governance of coiepan

The union movement is not sitting back, howeaad is patiently creating a local
and international organization to help network mnarganizations, members of
pension committees who have emerged from the umowement and different
organizations and groups to promote the interdstgockers and beneficiaries in
the management of pension plans and in exerciemgdting rights.
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The following diagram illustrates how this netwaslorganized:

Creating a network to promote the interests of members
through the management of plans and exercise of voting right S

Unions and GUFs
(PSl, IMF, ..)
Groups/NGOs

7

It should be noted that the International TradeddnConfederation (ITUC) brings together the
main union organizations around the world (the F$@ member as a result of its membership
in the CLC, as is the CNTU).

The ITUC also includes among its members a numibeglobal Union Federations (GUF).
Some of these have played a more active role iragiag pension funds. Here is a list of them:
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Education International (EI)

International Federation of Chemical, Energy, Mamel General Workers' Unions (ICEM)
International Federation of Journalists (I.F.J.)

International Textile, Garment and Leather Work&ederation (1.T.G.L.W.F.)

Public Services International (P.S.I.)

International Transport Workers’ Federation (1.7 .F.

Building and Wood Workers’ International (B.W.1.)

International ,Metalworkers Federation (I.M.F.)

International Union of Food, Agricultural, HoteleRaurant, Catering, Tobacco and Allied Workers
Associations (I.U.F.)

Union Network International (UNI)
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