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Foreword

Guidelines on Corporate Governance are now issued in Iceland for the sixth time. Fhis-isthe

fifth—edition—of-thelcelandic Guidelines—on—Corporate—Governance—The publishers of the

Guidelines are the Iceland Chamber of Commerce, SA — Business Iceland and Nasdaq Iceland.
The first edition was published in 2004 and the Guidelines have been reviewed on a regular
basis since then.

The Guidelines are intended to support company boards and managers in meeting the
obligations they have undertaken. Additionally, the publishers of the Guidelines believe that
good corporate governance can serve to strengthen company infrastructure and build trust
in business generally. Both components are crucial for the competitiveness of Icelandic
companies.

More and more companies Whie-there—is—always—+reem—forimprovement—these—positive

signs—Hustrate—thata—growingnumber—ofbusinessteaders—understand the advantage of

adopting good corporate governance. It is important to ensure that this development
continues. This will require active discussions and cooperation on the matter between
different stakeholders. These may include companies, investors of all sizes and types, media,
creditors, regulators, educational institutions, researchers, consultants, industry associations
and politicians. It is in everyone’s common interest for all that good corporate governance is
practised across the board.

The “comply or explain” approach has been, from the very beginning, the substance of these
Guidelines, and the phrase is better explained in the introduction to this issue. These
Guidelines on Corporate Governance are intended to make it easier for companies to focus
on governance and increase efficiency and transparency and thereby reliability. Explanations
that increase transparency are not least in the spirit of good governance than unconditional
compliance. The Guidelines should be of good use to boards and their companies and
support a healthy and good business environment.




Companies and experts in the field were consulted during preparations for the 6th version of
the Guidelines. A survey was sent to all the member companies of SA Confederation of
Icelandic Enterprise and the Iceland Chamber of Commerce seeking opinions on the need for
amendments together with attitudes to the Guidelines. The main result of the consultation
was that the substance of the Guidelines was considered useful and that no major changes
were necessary, although some minor issues should be examined or explained further. As a
result, the review process focused on clarifying certain issues, together with ensuring that
the Guidelines are in accordance with international standards and developments. A number
of legislative amendments have been made since the Guidelines were first published, and
these have had an effect on the obligations of companies and their management. The
changes also take these into account. Once the updated draft of the 6th version was
complete, the draft was sent to the compliance officers of all registered companies and a
request made for feedback and comments. These proved to be very useful.
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Guidelines on Corporate Governance

The main objective of the Guidelines is to contribute to good corporate governance by
clarifying the roles and responsibilities of managers and enabling them to perform their
tasks while simultaneously securing the interest of stakeholders and other invested parties.
The Guidelines include recommendations over and above thoseat laid down in the relevant
legislation, while the "comply and explain” principle ensures greater flexibility-and-as-sueh
are-more-flexible, as it is difficult to set standards that are suitable for companies of all types
and sizes.

One must bear in mind that the Act on Public Limited Companies stipulates that companies
must have three decision-making bodies in a hierarchical relationship to one another: the
Shareholders’ Meeting, the Board of Directors and the Chief Executive Officer (CEQ). The
power and influence of shareholders is thereby limited to the Shareholders’ Meetings, while
the Board seeks its authority from the Shareholders’ Meeting and carries out the supreme
authority between Shareholders’ Meetings. It is then the responsibility of the Board to
recruit the Chief Executive Officer (one or more) and call them to account regarding the
operations of the Company. The CEO is responsible for the day-to-day management of the



Company and shall pursue the policies and instructions of the Board. A vital part of good
corporate governance is following this three-way division of roles and responsibilities,
bringing about a clear distinction between the powers and responsibilities of each party, and
ensuring that the parties involved do not encroach on matters that are the responsibility of
another.

The layout of the Guidelines is the same as in previous versions. The Guidelines which
companies need to comply with or explain deviations from are rew—in a numbered
sequence. A short introduction in a shaded text box can-rew be found at the beginning of
most chapters of the Guidelines. This introductory text is meant to clarify the Guidelines
contained in each chapter, and companies are not required to report non-compliance with
such remarks. Many provisions have additional commentary that is marked specifically as
such. Companies are not required to report non-compliance with such commentary.—+e

This version of the Guidelines is applicable frem-as of 1 Julyune 2021451

Which companies are to apply the Corporate Governance Guidelines?

The Guidelines on Corporate Governance are specifically targeted at public-interest entities.;
ot i tes: Due to changes to the Act on Auditors No. 79/2008
and the Act on Annual Accounts No. 3/2006, the guidelines apply to a greater number of
companies than the previous version. The guidelines refer to units in operation which may
generally be seen as public-interest entity. Included, therefore, are companies that have
their securities listed on a regulated market, pension funds, credit institutions, insurance
companies, together with certain fisheries companies, industrial companies, energy
companies, aircraft operators, telecommunications companies and vessel operators engaged
in international goods transportation.? In addition, attention is brought to the new
obligations of companies who are considered large within the sense of the Act and the
parent companies of large, consolidated companies as defined in Article 66 of the Act. It

1 This means that this version covers decisions regarding corporate governance practices taken after that date.
It may be more practical in some circumstances for procedures and standards in force to remain applicable
until a certain point in time, such as the end of the fiscal year or until the next AGM.

2 Under Act No 94/201979/2008 on Auditors, cf. Act No 3/200688/2008 on Annual Accounts, the following
undertakings are considered public-interest entities: a) legal person with registered domicile in Iceland and
with securities listed on a regulated securities market in a State within the European Economic Area, in a
Member State of the European Free Trade Association or in the Faroe Islands; b) pension funds with a fully
valid operating permit; c) lending institutions pursuant to the Act on Financial Undertakings; d) undertakings
with a license to operate insurance operations in accordance with the Insurance Act. e) legal entities that own
fishing vessels with quota shares according to the Act on Fisheries Management and the Act on Fisheries
Operation Outside Icelandic Jurisdiction and which are considered to be large companies (within the meaning
of Article 2, Item 11(d), as well as legal entities that have an operating permit according to the Act on
Aguaculture and are considered large companies; f) major users, distributors or transport companies according
to the definitions of the Electricity Act and which are considered large companies; g) legal entities that have an
air operator’s licence according the Aviation Act and are considered large companies; h) legal entities licenced
to operate telecommunications networks and are considered large companies; and i) legal entities engaged in
the transportation of goods according to the Navigation Act and are considered large companies.




should be noted that financial undertakings, insurance companies and companies with
securities listed on a regulated market must follow recognised Guidelines on Corporate
Governance.?

The Guidelines on Corporate Governance can, however, benefit all companies, regardless of
their size and activities, while the "comply and explain principle” enables companies to
adapt them to their circumstances.- It is furthermore desirable for State-owned enterprises
to adhere to Guidelines on Corporate Governance in their operations.

The "comply or explain“ principle

The Guidelines on Corporate Governance are based on the "comply or explain® principle.
The principle allows company boards the flexibility to decide the extent to which certain
aspects of the Guidelines suit-apply to their companies. As such, a company can be
considered to adhere to the Guidelines even if it deviates from some of its standards. The
"comply or explain principle does however place on boards the burden of providing a
detailed explanation for all deviations from the Guidelines in the Company’s corporate
governance statement.

The substance of the Guidelines require that the boards of companies critically examine the
organisation of the aspects to which the Guidelines apply in the Company in guestion and
that they independently evaluate whether the arrangement is reasonable or justifiable. In
addition, it is an important aspect of the Guidelines to increase transparency and
information disclosure to shareholders and other stakeholders, ensuring that they gain a
clear picture of the manner in which the work and framework of the Board is arranged.
Explanations of deviations are intended to increase transparency. Well-reasoned deviations
can, therefore, be considered good governance.

FhisarrangementThe "comply and explain” principle offers mere-flexibility for companies to
appropriately tailor the Guidelines on Corporate Governance to their size, structure and
sector. This also encourages boards and managers to contemplate and evaluate their own
corporate governance conduct regularly.

If a company decides to deviate from the Guidelines on Corporate Governance, it will
increase transparency to explain the following aspects:shat-explain:

e the way in which the Guidelines have been deviated from;

e why the Guidelines have been deviated from;

o whatmeasures-were-takento-offset whether there is a reason to take action to

mitigate deviations-and-how-theyconformto-the underlying objectivesof the
Guidelines,wholly-orpartially.

e [f the deviation is temporary, such temporary deviation should be mentioned

specifically. the-Board-shallexplain-how the Guidelineswilllater be met-

3 Cf. Article 5449(73) of the Act No 161/2002 on Financial Undertakings and Article 6(3) of the Insurance Act
(Act No 56/2010).



These explanations should be clearly set forth in the Company’s corporate governance
statement, so that shareholders, investors and other invested-partiesstakeholders can easily
familiarise themselves with their content. The characteristics and special circumstances of

the relevant company — such as size, organisation and ownership of the Company — shall be
outlined.

It should be noted that numerous aspects in the Guidelines on Corporate Governance are
based on established laws and regulations. Companies may not deviate from these aspects
of the Guidelines unless laws or regulations permit such deviations.




1. Shareholders and Shareholders’ Meeting

Shareholders hold the decision-making powers in the affairs of the Company at shareholders’
meetings. Shareholders’ meetings are the supreme authority in the Company’s affairs. The
meetings must be organised and run so as to enable shareholders to exercise their decision-
making powers in an effective and informed manner.*

1.1  Annual general meeting (AGM) and shareholders’ meetings

1.1.1 When organising the AGM, the Board shall do so in a manner that allows
shareholders to exercise their decision-making powers and express their opinions.
Unless otherwise provided for in the Articles of Assorciation of a company, i shall,
for instance, be made possible for shareholders to participate in the AGM by
electronic means, partially or fully, including the possibility to vote without being
physically present.’

Comment: When preparing the AGM, it is important to ensure the participation of
shareholders and ensure they have an opportunity to present their views. In this way,
shareholders can be involved in the direction and development of the Company in
the short and long term.

4 Here and elsewhere in the Guidelines, the reference is both to the AGM and other shareholders’ meetings,
unless specifically mentioned that reference is made only to the AGM.

5 Cf. Article 80A of Act No 2/1995 on Public Limited Companies (hereafter ‘the PUBLC Act’) and Article 55A of
Act No 138/1994 on Private lelted Companles (herelnafter ‘the PRILC Act’)-states thatunless-otherwise




1.1.2

1.1.3
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1.1.5

1.1.6

When the time and date for the AGM has been decided, preferably no later than two
months before the end of the Company’s accounting year, this information shall be
posted on the Company’s website, together with the deadline for shareholders to
submit motions and/or proposals to be discussed at the meeting.

The meeting notice and other documents relevant to the AGM shall be available to
shareholders in sufficient time and in such a form as to give shareholders sufficient
opportunity to form a well-founded opinion on the issues to be raised at the meeting.

The meeting notice shall specify the language to be used at the meeting and the
language of the documents for the meeting. If the meeting is conducted or if the
documents are in a language other than Icelandic, the main points of the agenda shall
also be available in an Icelandic-language summary. In addition, the notice shall
specify if interpretation of the introductory talks and translations of the documents
will be made available to the shareholders.

Comment: Meeting minutes should be made available in English if overseas
ownership is significant.

The proposals of the Nomination Committee and other candidacies shall be
presented in the meeting notice.®

The Board shall post the following information on the candidates to the Board on the
Company’s website as early as possible, and no later than two werking-days before
the Annual General Meeting.”
o Age, education, chief occupation and professional experience.
Date of first election to the Company’s Board.
Other commissions of trust, e.g. membership on boards of other companies.
Shares in the Company, both direct ownership and through associated parties.
Interest links to the Company’s main clients and competitors and major
shareholders in the Company.2
o Any other links with the Company as described in Section 2.3 and the
assessment of the Board or the Nomination Committee as to whether the
Board member is deemed independent.

o O O O

6 See further on Nomination Committees in Section 1.5.

7 Cf. Article 63A(4) of the PUBLC Act.

8 A major shareholder is any individual or legal entity who controls at least 10% of the total shares or woting
rights in the Company, alone or in co-operation with related parties.



1.2
1.2.1

1.2.2

1.2.3
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1.2.5

Management attendance at shareholders' meetings

The Chairman of the Board and the required majority® of the Directors shall be
present at shareholders’ meetings, as shall the Chief Executive Officer (CEO).

The Auditor of the Company and at least one member of all of the Board’s sub-
committees shall be present at the AGM.

If the Company has a Nomination Committee, at least one Committee member shall
be present at the AGM.

A nominated party and other candidates for Board membership shall be present at
the Company’s AMG unless there is a valid reason for their absence.

If circumstances prevent the management from attending a shareholders’ meeting,
their participation shall be ensured by other means e.g. electronically.

1:41.3 Share Registry

+431.3.1 The Board shall ensure that there is an effective system for updating the share

registry so it contains correct information at all times. Information on shareholders’
voting rights shall be entered into the registry. The registry shall also state any
associations the Company has with corporate groups.

Comment: It is preferable for the share registry to give information on the
representatives of the legal entities registered as shareholders in the Company.
When assessing whether or not a given representative should be registered in the
share registry, account may be taken, for instance, of how many shares the
respective shareholder holds.

+421.3.2 The Company’s share registry shall be readily available to shareholders at the

shareholders’ meeting, either in print or in electronic form.

1.51.4 Nomination Committee

The role of the Nomination Committee is to propose candidates to serve as Directors on the
Board. The purpose of the Nomination Committee is:

1. To create a venue to provide information on candidates to the Board.

9 This refers to the number needed to form a quorum of the Board. The Board is quorate when a majority of
the Board attends a meeting, unless the Company’s Articles of Association provide otherwise.



2. To assess the eligibility of individual candidates to fulfil their roles.

3. To ensure that the group nominated to serve as Directors on the Board has sufficient
breadth of experience as regards knowledge, experience and background based on the
policies, needs and operation of the company.

4. To ensure that the nominated group consists of a sufficient number of persons of both
genders.

In its work, the Committee shall promote the interests of all shareholders and give
shareholders the opportunity to state their views during the nomination process. eastre-theat

Comment: The Nomination Committee has an advisory role in the selection of Directors and
proposes candidates to the AGM. Directors, however, are elected by the AGM, in accordance
with the relevant legislation. By establishing a Nomination Committee, clear arrangements
are made for the nomination of the Board of Directors at the Company’s AGM. This, among
other things, lays the foundation for informed decision-making by shareholders. In addition,
it increases the likelihood that the Company’s Board will possess diversity and breadth in
capabilities, experience and knowledge. This is because the Committee is expected to take
these aspects into account when preparing nominations of Directors. The Nomination
Committee may nominate a greater number of nominees than the number of Board seats to
be voted on. In order to ensure that it is possible to take into account views on diverse
composition, the Nomination Committee may set forth proposals for two or more groups of
Directors of the Board. Companies that do not establish a Nomination Committee should, in
the Corporate Governance Statement, provide information on the manner in which the
nomination procedure is to be carried out.

Appointment of committee members


http://corporategovernance.is/guidelines/shareholders-and-shareholders-meeting

1+5314.1 The shareholders’ meeting shall appoint members to the Nomination
Committee or decide how they should be appointed. The manner in which the
appointment is made shall be indicated in the Company’s corporate governance
statement.

Comment: The shareholders’ meeting can, for instance, decide that the Board should
appoint the members of the Nomination Committee. Fhe-mannerin-which-the

7

1521.4.2 The Nomination Committee shall consist of at least three members, the
majority of whom shall be independent of the Company and its day-to-day
management.The same criteria shall apply to the assessment of committee members
as to the assessment of the independence of Board members.!! The Committee may
consist of two members, but in this case both members shall be independent of the
Company. At least one Committee member shall be independent of major
shareholders.

1531.4.3 Members of the Board of Directors may be members of the Nomination
Committee but may not constitute a majority of the Committee. They shall not chair
the Nomination Committee. This applies equally to the Chairman of the Board as
other members of the Board.

ofthe-Board-s-woerk-The Nomination Committee should preferably have a
comprehensive view of the work of the Company’s Board and an understanding of
the tasks and challenges facing the Board. Membership of a Board member on the
Nomination Committee could be a good option to ensure a comprehensive view and
understanding, but this goal may also be achieved by defining clear channels of
communications and ensuring communication venues between the Nomination
Committee and the Board.

154144 Neither the Company’s managers nor its employees shall be members of the
Nomination Committee.
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15:61.4.5 The Company shall announce the names of members of the Nomination
Committee on its website no later than six months before the AGM.

Comment: This time requirement must especially be kept in mind if the AGM has
delegated to the Board or another party the task of appointing the Nomination
Committee.

Role and procedures of the Nomination Committee

1.4.6 Shareholders’ meetings determine the role of the Nomination Committee and the
manner in which its operation shall be carried out. The needs of the Company are to
be taken into account when determining this role.

Comment: In its determination of the operation of the Committee, shareholders may
establish rules of procedure for the Committee or e.g. decide to delegate this task to
the Board. Shareholders should preferably take a position on the arrangement of

payments to the Committee and its authorisations, e.g. involving consultants in the
execution of its duties. Provided that the Committee has authorisations to do so, it
should ensure the independence of such consultants. The same criteria shall apply to
the assessment of the independence of consultants as to the assessment of the
independence of Board members.

1+5-71.4.7 The Nomination Committee shall propose candidates for membership of the
Company’s board before its AGM or a shareholders meeting in which Board
members are elected.

15281.4.8 The role of the Committee shall include:

o assessing candidates for the Board-petential-Birecters based on qualifications,
experience and knowledge. When making its assessment, it shall take into
consideration the criteria laid down in Section 2.2 (Size and composition of the
Board). It shall also consider the findings of the Board’s performance assessment
regarding the composition and competence of the Board’s members.*3

o evaluating the independence of potential Board members, in accordance with
Section 2.3;
addressing gender ratios on the Company’s Board;*
preparing and submitting proposals, based on this assessment, on the election of
Board Directors during the Company’s AGM.

13 See further on Board performance assessment in Section 2.6.
14 Cf. Article 63(1) of the PUBLC Act and Article 39(1) of the PRILC Act.
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159149 In the execution of its duties, the Committee shall take into consideration the
collective interests of all shareholders. The role and main duties of the Committee
shall be specified in the Committee’s rules on working procedures and shall reflect
the needs of the Company. The rules of procedures shall be posted on the Company’s
website.

Comment: In the execution of its duties, the Committee may gather relevant
information from the current Board and the Board’s sub-committees.

1.5-101.4.10 The Committee shall request candidate proposals from shareholders in a
timely manner before the Company’s AGM or a shareholders’ meeting in which
elections to the Board take place.

Comment: It is appropriate for the Nomination Committee to request proposals from
shareholders in good time so that is has sufficient time to assess the submitted
proposals and candidatures.

1.5-411.4.11 The Company’s website shall give information on how shareholders can
submit proposals for Board appointments to the Committee and how other
individuals can submit their candidacy.

15-421.4.12 The Nomination Committee’s proposals (and other candidacies) shall be
presented alongsidein the notice of the AGM or shareholders’ meeting in which
elections to the Board take place, and shall be accessible to shareholders on the
website of the Company as soon as possible, and no later than at least two werking
days before the meeting.

Comment: Shareholders should preferably be given sufficient time to familiarise
themselves with the proposals of the Committee and other candidates for the Board
so they can make an assessment thereto and respond appropriately.

15-131.4.13 At the Company’s AGM, or shareholders’ meeting in which elections of the
Board take place, the Committee shall inform the meeting of the manner in which it
has arranged its work and explain its proposals. The Committee’s reasoning shall also
be available on the Company’s website.
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2. The Board

2.1 Main role and duties of the Board

The Board of Directors holds supreme authority between shareholders’ meetings. It shall
ensure that the Company’s organisation and operations are in a good state. It shall promote
the development and long-term performance of the Company and supervise its operations.

2.1.1 The main roles of the Board are as follows:

o To hold supreme authority between shareholders’ meetings, promote the
development and long-term performance of the Company and supervise its
operations. The Board shall regularly assess the performance of the Company’s
executive directors and how the Company’s policies are implemented.

o To take the initiative, together with the CEO,*’ in formulating policies and setting
goals and risk parameters for the Company, both in the short and long term.

o To establish an active system of internal controls. This means, among other
things, that the arrangement of the internal controls system shall be formalised,
documented and its functionality verified regularly.

o To ensure that the Company’s operations are in conformity with existing laws
and regulations.

o To administer the recruitment and dismissal of the Company’s CEO.

2.2 Size and composition of the Board

The Board must be of a size and composition that enables it to execute its duties efficiently
and with integrity.

15 Here and elsewhere in the Guidelines, this refers to the Managing Director/Chief Executive Officer recruited
by the Board, but not to department heads or division managers.



2.2.1 The composition of the Board shall take into account the operation and policies of
the Company, its stage of development and other relevant factors in its operations
and environment. The Board shall display diversity and breadth in qualifications,
experience and knowledge and the goal shall be for gender distribution to be as
equal as possible.t®

Comment: Company boards are meant to provide managers with support and
encouragement and ensure, as far as possible, that the organisation and operations
of the Company are in a good state. It is important for the Board to consist of
individuals with the necessary knowledge and experience to execute their duties
diligently. It is just as important to make efforts to achieve reasonable breadth of
education, professional background, age, gender, knowledge -knowledge and
experience,-tatentand-capabilities and ensure that important components are not
lacking. An important role fulfilled by Boards of Directors is to ask critical questions
and speculate on different views for the purpose of raising the quality of decision-
making. A suitable breadth provides the option of increasing the depth of
interactions, and t-Fhis, in turn, will ensure that the greatest possible benefit from a
multi-member board. If there is no Nomination Committee operating in the
Company, the Board should preferably assess, on a yearly basis, what competencies
Board members should have to take on the issues of the Company and, in addition,
the manner in which the composition and diversity of the Board is ensured.

2.2.2 Only one'’ Board member can be a Director of the Company, a member of its
executive board or its subsidiaries’.

Comment: The PUBLC Act allows for company mangers to serve on the Board as
long as they do not constitute a majority of the Board. The Guidelines therefore
recommend stricter limits on the number of executive managers on the Board than
the relevant legislation does. This is because one of the most important duties of
the Board is to monitor the day-to-day running of the Company and the Company’s
managers. If company managers make up 40% of the Board, e.g. if two out of five
Board members are executive managers of the Company, this reduces its capacity
to carry out its supervisory duties over managers.

2.3 Independent Directors

To help the Board work for the interests of the Company and all of its shareholders, Directors
shall be independent from the Company, its executive managers and major shareholders.

e The independence of the majority of the Board of Directors with respect to the
Company is important in order to be able to conduct an independent and objective
assessment of the work of the managers.

16 Cf. Article 63(1) of the PUBLC Act and Article 39(1) of the PRILC Act.
17 This refers to a board consisting of five members.
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e |t can be important that some of the Board members are independent of major

shareholders in companies with distributed ownership, as this will accord with views

on active ownership and the protection of minority shareholders.

2.3.1 The majority of Directors shall be independent of the Company and its day-to-day
managers.

Comment: One of the most important duties of the Board is to monitor those who
are responsible for the Company’s day-to-day operations. If a Director is connected
with the Company in any manner that may give cause to question whether their own
interests could affect their decision-making towards the Company and its executive
managers, this reduces their ability to carry out their supervisory role over managers.

2.3.2 A Director is not independent of the Company and its day-to-day managers:

1.

if he/she is or has been an employee of the Company, or a company closely
related to the Company*® in the three years prior to the commencement of
Board membership;

if he/she receives or has received significant payments from the Company,* a
company closely related to the Company or its day-to-day managers, apart
from a Director’s fee, e.g. as a consultant or contractor, in the three years
prior to commencement of Board membership.

if he/she is in, or has in the past year been in, significant business with the
Company or closely related companies, e.g. as a customer, supplier or
partner, or if he/she has other significant business interests in the Company,
whether personally or through another company;

if he/she is one of the day-to-day managers of another company in which one
of the Directors is a day-to-day manager;

if he/she is or has been, in the past three years prior to taking a seat on the
Board, a partner of the external auditor of the Company or a closely related
company or an employee who has taken part in the external audit of the
Company;

if he/she has close family ties?® with any of the Company’s day-to-day
managers or any other persons mentioned above, and that person is in direct
or indirect business with the Company to such an extent that the Director
could not be considered independent.

Comment: The ways described above in which a Director may be considered not
independent are not exhaustive. It remains up to the Board to assess other factors
where the interests of specific Directors, large shareholders and the Company itself

18 If the company controls at least 10% of the total share capital or weight of votes in another company, the
latter shall be deemed to ‘closely related’. If the Company controls 50% or more of the total share capital or
weight of votes in another company, then it shall be considered to have indirect control of the latter company’s
shares in other companies.

19 An assessment of such payments should be conducted to ascertain whether or they are of a considerable
amount, for both the Company and the individual Director, e.g. if it a large portion of their gross income.

20 This refers to Article 3(1)(2) of the Administrative Act (Act No 37/1993), i.e. if the Director in question is or
has been the spouse of or related in a direct or indirect line to an individual or similarly joined by means of

adoption.
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2.3.3

mlght collide, whether in fact actually orin appearance Ihe—Bea-Fel—nmgh{—feemsieanee—

The abovementioned criteria for independence should not be interpreted in such a
manner as to hinder necessary diversity and breadth amongst Board members. If a
partlcular Director does not meet the listed condltlons-bu-t—ﬁ—neveet-heless-eens@emd

reason, the reason for the Iack of dependency shall be stated in the Company’s

corporate governance statement. Tthe corporate governance statement shall also
indicate how the Board intends to preventanyminimise the risk of conflicts of interest
whieh that may arise in thei~his work as a_ Board member-Birectorofthe-Beard and
prevent them from affecting decision-making. It should be noted that Board members
who cannot be regarded as independent of the Company may well be competent to be
Board members; the main issue is that Board members that are dependent on the
Company should not have a majority on the Board and that circumstances are clearly
stated in the Corporate Governance Statement.

At least two?! of the Directors that are independent of the Company and its day-to-day
managers shall also be independent of the Company’s major shareholders.??

Comment: The recommendation that that two Board members shall be independent
from major shareholders aims to support the Board in operating for the benefit of the
Company and all of its shareholders. Although the recommendation will likely result in
reducing the influence of major shareholders, it does allow for the majority of the
Board members to be related to major shareholders in one way or another. The
recommendation therefore simultaneously supports active ownership and the
protection of minority shareholders.

21 This refers to a board consisting of five members.
22 A ‘major shareholder’ is any individual or legal entity who controls at least 10% of the total share capital or
weight of votes in the Company, alone or in cooperation with associated parties.
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2.3.4 When determining whether a Director is independent of the Company’s major

2.3.5

2.3.6

shareholders,?® a general assessment shall be made of all direct and indirect relations

with the relevant shareholder Ihe—s%aed-a#ds—set—eeﬁ—méeeﬂer%—}may—feee*a%ple—

mdependeqt—#em—me-@em-peny—s—majeesha#eheldeﬁ—A D|rector is not mdependent of

the Company’s major shareholders in the following circumstances:

1. If he/she has direct or indirect control of the Company or is a board member or
an employee of a company that has control of the Company.

2. If he/she owns a significant share in the Company or is a board member or an
employee of a company that owns a significant share in the Company.

3. If any of the provisions of Item 2.3.2 apply to the relationship between a Board
member and a majority shareholder (in such cases where the shareholder is a

comgany[.

Comment: As for independence towards the Company, these recommendations on
independence towards major shareholders are not meant to prevent the best possible
composition of the Board in respect of the operations of the Company. If there are
instances where a certain Director does not fulfil the aforementioned requirements
but is perceived as very competent for the job based on their experience, education or
other factors, the Company’s corporate governance statement shall indicate how the
Board intends to prevent-minimise the risk of conflicts of interests that may arise in
their work as Director and prevent them from affecting decision-making.-

The Board shall evaluate whether its members are at any given time independent of
the Company and its major shareholders. If a Nomination Committee has not been
appointed, the Board shall also evaluate the independence of petential-Board
members Board candidates before the Company’s AGM- or shareholders’ meeting in
which Board members are elected, and its conclusions shall be made available to
shareholders.

Directors of the Board shall provide all relevant information to facilitate the
assessment of their independence and give notification of any changes to their
circumstances which might affect whether they could be considered independent.
Board candidates shall provide the Nomination Committee with the same information.
They shall provide at least the following information:

e Age, education, chief occupation and professional experience.

e Date of first election to the Board.

e Other commissions of trust, e.g. membership on boards of other companies.

e Shares in the Company, whether direct ownership or through associated
parties.

e Information on work carried out for the Company.

23 A major shareholder is anyone who has at least 10% of the total shares or voting rights in the Company,
alone or in cooperation with related parties.
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e Connections with the Company’s main clients and competitors and major
shareholders in the Company.

e Other connections with the Company as described above, if applicable, as
well as the evaluations of the Board and the Nomination Committee on
whether the Director is considered independent.

Cooperation, communications and setting goals

The Board must seek to engage in regular discussions on how it intends to discharge its
duties, the areas on which it will focus, what communication and procedural rules will be
upheld and what the main goals of the Board are.

24.1

2.4.2

243

24.4

2.5

The Board shall annually define its significant assignments, goals and strategy of the
Company and make a plan for the execution of its duties.

The Board’s work shall in general take place at Board meetings. In the event of
communication between Board members and/or between Board members and the
Company’s executive directors outside the board-room regarding decisions taken by
the Board or the grounds for such decisions, this shall be disclosed at the next Board
meeting.

Comment: It is important for Board members to all possess the same information so
that a critical discussion can take place in Board meetings. This is especially important
when a new board is assembled or when a new Board member takes a seat on the
Board.

All information necessary for Board members to form an informed opinion on
matters shall be delivered to them in a timely manner before Board meetings.

The Board shall convene regularly enough for it to be able to discharge its duties in an
efficient manner.

Comment: The Directors shall preferably agree on the number of meetings estimated
for the year. This improves organisation of the Board’s work and implies that
Directors also agree that they are able to execute their duties satisfactorily during
that time.

The Board’s Rules of Procedure

The Board'’s rules of procedure deal with the allocation of tasks among Directors and the
relations between the Board, the Chairman of the Board and the CEQ. The rules make it
easier for shareholders to assess the working practices of the Board.
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2.5.1 The Board shall establish its own written rules of procedure further addressing the
role and execution of the work of the Board.?*

2.5.2 The Board shall review and revise its working procedures annually.

2.5.3 The Board’s rules of procedure shall at least cover the following:

° Allocation of tasks among Directors.

° Job description of the Board and the Chairman of the Board.

. The division of responsibilities between the Board and the CEO, e.g.
delegation of power to the CEO, i.e. what decisions should be considered to
be unusual or major and therefore under the sole authority of the Board.?”

° The convening of Board meetings, their frequency, participants and the
arrangement of meetings.

° Communications between Directors, between Directors and day-to-day
managers outside Board meetings, between the Board and shareholders and
between the Board and the Company’s auditors.

° Decision-making powers and voting among Directors.

. Documents for Board meetings, Directors’ access to before and after Board
meetings and handling of meeting documents.

° Minutes of Board meetings.

. Board sub-committees, their duties and decision-making powers.2°

. Procedures for accepting new Board members, concerning information and
guidance in the workings of the Board and the Company.

° Procedures for annual performance assessments.

° Gathering and disclosing to the Board information from the CEOQ, the sub-
committees and independent experts.

° Professional secrecy and confidentiality.
° Ineligibility.
° Links to other rules within the Company, such as guidelines on good

corporate governance and other rules as applicable, e.g. from the Financial
Supervisory Authority and Nasdaq Iceland.

2.6 Performance assessment

It is important that the Board regularly evaluates the performance of the Company. For that
purpose, the Board shall evaluate its own work and the work of the CEO and the Company’s
operations.

24 Cf. Article 70(5) of the PUBLC Act and Article 46(5) of the PRILC.
25 Cf. Article 68(2) of the PUBLC Act and Article 44(2) of the PRILC.
26 The Board, however, is at all times responsible for the work and decisions of sub-committees, cf. Item 5.1.1.




2.6.1

2.6.2

2.6.3

2.7

The Board shall annually review and evaluate the development of the Company and
whether this is consistent with its goals.

The Board shall, under pre-determined arrangements, conduct an annual assessment
of its work, size, composition and procedures. The Board shall seek ways to improve
its workings in accordance with the findings of these assessments. Fhe-Beard-shall
irform-The results of the assessment are to be aveilable to the Company’s the
Nomination Committee, if one has been appointed.

Comment: It shall be noted that the assessment also includes an evaluation of the
work conducted by sub-committees of the Board and the contribution of the CEO to
the work of the Board. The assessment shall include whether or not the Board has
operated in accordance with its own rules of procedure. It shall be taken into account
whether or not important company matters are adequately prepared and if sufficient
time is provided for discussion. Additionally, the contribution of individual Board
members shall be considered, as regards attending and participating in meetings.
Evaluations of individual Board members should preferably be carried out in an
anonymous manner. Such assessments could, for instance, be carried out by means
of anonymous electronic survey administered by a third party. Open discussions
within the Board on the manner in which to work on continious improvements is,
moreover, an important part of the self-assessment of the Board.

The Board shall annually evaluate the work of the Company’s CEO and the Company’s
operations in general. Any Board member who is also one of the Company’s day-to-
day managers shall not be present for the evaluation of the performance of the CEO.
The Chairman of the Board shall present the results of the assessment to the CEO and
discuss with them how to address weaknesses and/or further improve strengths.

Remuneration policy

The Company’s remuneration policy shall state the fundamental basis for the remuneration
of the Company’s Directors and its managers and the Company’s policy regarding contracts
with managers and Directors. The policy shall also state if and under what circumstances and
to what extent it is permitted to remunerate managers and Directors in addition to their fixed
salaries.?””

27 Cf. Article 79A(2) of the PUBLC Act and Article 54A(2) of the PRILC.
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2.7.1

2.7.2

2.7.3

2.7.4

2.7.5

2.7.6

If the Company has appointed a Remuneration Committee, the Committee shall draft

aremunerationpohieysubmit a remuneration policy proposal for the Company in
accordance with Section 5.4. Otherwise it shall be the responsibility of the Board.?®

The Board shall publish the Company’s remuneration policy in connection with its
AGM, e.g. on its website, and the remuneration policy shall be approved at the AGM,
with or without amendments. At the AGM, the terms pertaining to individual
managers and Directors of the Company shall be made known, including wages,
earned pension payments, other payments and benefits, as well as any changes to
terms between years.

All documents forming the basis for the remuneration policy shall be made accessible
to shareholders no later than two weeks before the AGM. The documents shall be
prepared in such a way that shareholders find it easy to form an opinion on the
remuneration policy.

At the AGM, special focus shall be placed on the total expenditure of the Company in
respect of its remuneration policy and the meeting shall be informed about stock
options that may thin out the value of shareholders’ stocks. The AGM shall be
informed on the estimated cost of option plans and on the execution of the
previously approved remuneration policy. This shall be done to enable shareholders
to fully understand the structure of the employment terms of Board Directors, the
CEO and other managers.

If the Company‘s Board of Directors deviates from the remuneration policy, such
deviation shall be substantiated in each individual instance in the minutes of the

meetings of the Board of Directorsdepartures-shat-besubmitted-tothe

If it is planned to give managers and other employees stock option rights, or any
other form of remuneration etherthan-fixed-salarieshased on stock price

development, the main provisions of such contracts and/or plans shall be submitted
to a shareholders’ meeting for approval. Such main provisions include: the total
number of shares in the plan, the maximum length of option agreements, the period
in which employees can exercise such rights, criteria for the determining the
purchase price and terms, in the event of a loan.

28 Pursuant to Article 79A(1) of the PUBLC Act and Article 54A(1) of the PRILC, boards of companies that have
an obligation to vote for an Auditor under to the Annual Accounts Act shall approve the Company’s
remuneration policy.

29 Pursuant to Article 79A(3) of the PUBLC Act, the remuneration policy is binding for the Board as regards
stocks options, buy-and-sell options, priority-buy options and other types of remuneration linked to shares in
the Company or the development of their share price.



2.7.7 The Company’s remuneration policy shall contribute to the interests of the Directors
and day-to-day managers being genuinely related to the long-term results of the
Company. It shall also prevent the remuneration terms for managers from being such
as to encourage excessive risk-taking.

Comment: That may include the following:3°

e Variable wages should be a reasonable proportion of overall wages. The
remuneration policy should provide for maximum variable wages.

e Variable wages should be linked to pre-determined and properly defined
measureable-goals3! that reflect the Company’s actual growth and actual
financial benefits in the long term for the Company and its shareholders.

e Wages of Directors shall reflect their responsibility, expertise, experience and
the time required to execute their duties.

e Directors should not have any stock options, priority-buy options or buy-or-
sell options on stock in the Company and should not receive any
remuneration linked to shares in the Company or the development of share
prices.??

2.8  Risk management and internal controls

Satisfactory risk management and internal controls are essential for the Board to execute its
statutory duties. Satisfactory risk management and internal controls increase the likelihood
that a company’s activities and operations are in an acceptable state, that legislation and
regulations are being followed, that the annual accounts and decisions of the Board are
based on correct and conclusive data.

30 It should be noted that different rules and legislation on remuneration policy apply depending on the type
of company.

31 Cf. Article 79A(2)(1) of the PUBLC Act and Article 54A(2)(1) of the PRILC Act.

32 Cf. Article 79A(2)(5) of the PUBLC Act and Article 54A(2)(5) of the PRILC Act.
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2.8.1

2.8.2

2.8.3

2.9

The Board shall define, at least once a year, the risk factors that the Company has to
address, including their nature and extent. It shall also define remedial action to the
risks in question.

Comment: Risk management is a process of analysing and measuring the risk factors
which could prevent the Company from achieving set goals. It also includes remedial
action is taken to minimise the anticipated effects of such risk factors. To this end,
the Board should assess on an annual basis aspects such as the Company’s finance,
liquidity and equity and perform stress tests if appropriate.

The Board shall ensure the existence of a satisfactory system of internal controls that
is formal and documented. Internal controls shall provide reasonable certainty that
the Company can attain its goals as regards:

e success and efficiency in operations;

e providing dependable and justified financial information to external
parties;

e complying with laws and regulations that apply to the business.

Comment: Active internal control is a process made by the Board and day-to-day
managers. Internal control is inter-linked with the Company’s operations and
intended to facilitate the Board’s and day-to-day manager’s task of supervising its
operations. The internal control system also formalises the manner in which the
Company works towards its goals, distributes responsibility in its internal activities
and explains the responsibility of the Board in such work.

The Board shall regularly verify the effectiveness of internal controls and risk
management. The Board may delegate the implementation of certain aspects of
internal controls to parties within the Company. However, it should be done in such a
manner that the Board is always informed of its progress. When responsibility for the
implementation of control activities is delegated to particular sub-units or managers
within the Company, this should be done formally so that there is no uncertainty as
to where responsibility lies and how to respond to deviations.

Social-responsibility-Sustainability, diversity and ethics

By setting a policy of cerperate-secialresponsibilitysustainability, the Company contributes to
a better economy and improved relations with invested parties. In this way, it also reinforces

its operating basis with an improved perception of trust and credibility, increased risk
awareness, happier employees and improved competitiveness. By establishing a policy of
diversity, the Company increases the likelihood of gaining a wide range of knowledge,

experience and insight which is necessary for the optimal future development of the

Company.
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2.9.1

2.9.2

The Board shall set a policy for seciatrespensibilitysustainability for the Company and
a written code of ethics for the Company’s Board members, its managers and

employees.

Comment: CerperatesocialrespensibilityThe focus on sustainability addresses the

Company’s responsibility for the effect that its operations have on people, the
community and the environment. The Company shall set out its policy on its seciat
respensibilitysustainability and its interaction with invested parties and form
practices to ensure compliance with that policy. Such a policy should address issues
such as employee rights, human rights, regulatory compliance, environmental and
climate issues, health and safety, social involvement and anti-corruption measures.
The Board shall decide, in cooperation with employees and other possible invested
parties, the standards of ethics on which the Company’s conduct is based.

The Board shall establish the Company’s policy on diversity in connection with the

2.10

Board, executive management and senior management and shall, each year, discuss

the actions of the Company to implement such policy.

Comment: The policy on diversity should take account of issues that strengthen the
abilities necessary for management within the Company and which support its future
development. It is important to pay attention to the composition of the Board,
executive management and senior management as regards education and
professional background, age, gender, knowledge, experience and capability.

Shareholder relations

The Board'’s relations with shareholders should be based on honesty and be unambiguous
and coordinated.

2.10.1

2.10.2

2.10.3

2.11

All shareholders shall have the same access to information on the interests of the
Company. Dissemination of information to shareholders shall therefore be limited to
shareholders’ meetings or the dissemination of uniform information to all
shareholders simultaneously.

The Board shall establish an effective and accessible arrangement for
communications between shareholders and the Board so that shareholders have an
equal opportunity to express their opinions to the Board. Shareholders should
thereby have the opportunity to explain their views on the Company’s operations to
the Board and to ask the Board questions.

The Board shall be notified of all proposals or questions from shareholders and it
shall supervise the Company’s response.

Minutes of Board meetings

Board meeting minutes should give a comprehensive overview of meeting discussions, the
documents presented for each agenda item and the decisions made by the Board.
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2.11.1 Directors shall confirm the minutes with their signature.

2.11.2 The following information shall be present in the minutes of the Board:>3

Name and national identification number of the Company.
Meeting place, date and time.

Number of the board meeting.

Attendance at the meeting.

If and when third parties attend, e.g. the Company’s auditor, and when they exit
the meeting.

Name of the Chair and Secretary of the meeting.
Agenda of the meeting.

Documents made available to Board members before the meeting or handed out
or presented at the meeting. A copy shall be kept with the minutes.

Conclusion of each agenda item of the meeting, e.g. decisions made, items
postponed, inquiries made during the meeting.

Whether and why a board member, the CEO or another person leaves the
meeting during a discussion or decision-making of an agenda item and whether
the relevant party had access to documentation related to the discussion or
decision-making.

2.11.3 Minutes of Board meetings shall be made accessible to all Board members as soon as
possible.

33 KPMG. Managers Handbook, p. 56.



3. Directors of the Board

3.1 Chairman of the Board

The Chairman of the Board is responsible for the Board fulfilling its role in an effective and
organised manner.

3.1.1 The procedural rules of the Board shall contain provisions describing the duties and
responsibilities of the Chairman of the Board. This job description should contain
provisions stipulating that the Chairman of the Board should:

help ensure that the procedures of the Board are in conformity with
legislation, regulations and good corporate governance and that the Board is
provided with the best possible working conditions;

keep all Directors informed of issues concerning the Company and encourage
the activity of the Board in all decision-making;

ensure that new Directors receive necessary information and guidance in the
procedures of the Board and the Company’s affairs, including the Company’s
policies, its objectives, risk parameters and operations;

ensure that the Board regularly updates its knowledge of the Company and its
operations, in addition to ensuring that the Board generally receives, in the
course of its work, detailed and explicit information and data in order to be
able to perform its work;

ensure that Directors gets proper guidance regarding the main issues
involving corporate governance, e.g. regarding their statutory duties and
responsibilities, or ensure that Directors attend courses of that type;

take responsibility for relations between the Board and shareholders;

take the initiative in the preparation and revision of the Board’s rules of
procedure;

organise the agenda for the meetings of the Board, together with the
Company’s CEO, and supervise their convening and chairing. The Chairman of
the Board shall ensure that Board meetings allow ample time for discussions
and decision-making, in particular for larger and more complicated issues;

follow progress in the execution of Board decisions within the Company and
confirm their implementation to the Board;

ensure that the Board makes an annual assessment of their work and that of
the sub-committees.

Comment: Irrespective of these main responsibilities, it should be borne in mind that
the position of Chairman of the Board does not, by law, come with any special rights
or decision-making or implementation powers other than those of the Board as a
whole. The Board may, however, mandate the Chairman to work on specific projects.
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3.1.2 The Chairman of the Board shall not take on any work or projects for the Company
other than those considered a natural part of his/her duties as Chairman of the
Board, with the exception of specific projects that the Board has entrusted to them.

3.2 Directors

Anybody elected as Director shall perform his/her duties with integrity and be able to devote
the time required by such duties.



3.2.1

3.2.2

3.23

3.24

Directors shall:

¢ make independent decisions in each individual instance and not favour the
interests of specific shareholders who appointed them to the Board;

e understand the role of the Board, their own role and responsibilities, as well as
have knowledge of the laws and regulations that apply to the running of a
business and the activities of the Company;

e understand the objectives and projects of the Company and have an
understanding of how they should organise their Board-membership
responsibilities in order to contribute to the achievement of these objectives;

e call for and study all documents and data that they deem necessary in order to
have a full understanding of the operations of the Company and to be able to
make informed decisions;

e ensure that internal controls are in place and that the decisions of the Board are
complied with;

e verify that laws, rules and regulations are adhered to at all times in the
Company’s operations;

e foster a good atmosphere within the Board;

e prevent their affairs, whether personal or business-related, from leading to a
direct or indirect conflict of interests between themselves and the Company;

e have sufficient time to execute their duties with integrity.

Comment: If a Director serves on multiple boards at the same time, it may be that
the individual in question is unable to effectively fulfil his/her duties. The extent of a
Director’s duties varies between different boards and therefore it is not considered
necessary to limit the number of boards that an individual can serve on. The risk of
serving on multiple Boards simultaneously should however be borne in mind,
especially as regards the possibility of conflicts of interests between companies. It
should also be noted that legislation may provide for a limit to the number of boards
an individual can serve on, for example in the case of Board members of regulated
entities.34

Directors shall ensure that their views in connection with individual issues are
entered in the minutes if they are not content with the decision-making of the
majority of the Board.

If a dispute causes a Director to resign, the Director in question shall indicate this in a
written statement to the Board.

Board members shall have access to independent expert consultants at the expense
of the Company, if they consider it necessary to make independent and informed
decisions.

34 Cf. Article 52(4) of the Financial Undertakings Act and Article 54(8) of the Insurance Act.
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3.2.5 If the decisions of the Board pertain to the affairs of an individual Director, e.g.
negotiations between the Company and the Director in question, such decisions
should be taken by independent Directors of the Company.3 In addition, the Director
in question should leave the meeting while the Board addresses such issues. A
Director shall disclose issues of this type as soon as they arise, as well as if he/she
becomes aware that he/she cannot be considered independent.

35 Cf. Article 72(1) of the PUBLC Act and Article 48 of the PRILC Act.



4. Chief Executive Officer

The CEO shall carry out the day-to-day operations of the Company and must, in this respect,
follow the policies and instructions laid down by the Board.3¢ The CEO must at all times
conduct his work with integrity and take account of the Company’s interests.

4.1
4.1.1

4.2
4.2.1

4.2.2

4.2.3

Information on the CEO

The CEO shall provide personal information to ensure that shareholders are informed
of main points relating to them. The following information on the CEO shall be
published in the Company’s corporate governance statement:

e Age, education, chief occupation and professional experience.

Date of appointment.
e Other commissions of trust, e.g. membership on boards of other companies.

e Shares in the Company, whether direct ownership or through associated
parties.

e Share-option agreements with the Company.

e Connections with principal clients and competitors of the Company and major
shareholders in the Company.

The role of the CEO

The CEO shall carry out the day-to-day operations of the Company in accordance with
the policies and instructions laid down by the Board.

The CEO shall ensure that Directors of the Board are regularly provided with accurate
information on the Company’s finances, development and operations to enable them
to perform their duties. The information shall be in the form and of the quality
determined by the Board. Information and data shall be available to Directors in good
time for Board meetings, and between such meetings. All Directors shall receive the
same information. Moreover, the information shall be available when needed and as
up-to-date and accurate as possible.

The CEO shall submit any other projects undertaken by him/her, which are unrelated
to the Company, to the Board for discussion.

36 Cf. Article 68(1) of the PUBLC Act and Article 44(2) of the PRILC Act.



5. Sub-committees of the Board

The establishment of sub-committees can improve working practices regarding issues that
the Board must deal with and can make its work more effective. This is particularly the case
for affairs concerning financial supervision and remuneration of the CEO and day-to-day
managers.

Comment: The establishment of sub-committees can increase efficiency and improve
procedure of Boards, especially in larger companies where the purview of the Board is
extensive. Such arrangements make it possible to devote more time and dig deeper into
issues concerning financial supervision, risk factors and remuneration. When one or more
Board members are not independent of the Company or if employees of the Company serve
on the Board, they are less suitable to address matters of financial supervision, risk
assessment and (own) remuneration, in which case the appointment of an Audit Committee
or Remuneration Committee may be appropriate. As with other provisions of these
Guidelines, the Company‘s Board may reach the conclusion that the appointment of sub-
committees may not necessarily be of such as nature as to increase the quality of
management activities and explain such conclusion in the Corporate Governance Statement
(cf. the “comply and explain” principle).-
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5.1
5.1.1

5.1.2

5.1.3

5.2
521

5.2.2
523

524

5.3
53.1

5.3.2

Establishment and operations of sub-committees

The Board is responsible for the appointment and activities of sub-committees and
they operate under its authority. The establishment of a sub-committee does not
reduce the responsibilities of the Board or relieve it of any liability. All Board
members shall have an overview of the matters delegated to sub-committees and be
aware of the fact that decision-making powers remain with the entire Board.

The role and main projects of sub-committees shall be stipulated in their rules of
procedure, which shall be posted to the Company’s website. The rules of procedure
shall state that new committee members should receive instruction and information
on the work and procedures of the committee.

Sub-committees shall annually evaluate their own work and that of individual
committee members under a pre-determined arrangement.

Information obligation of sub-committees

Sub-committees shall ensure that Directors regularly receive accurate information on
the main projects of the committee.

Sub-committees shall at least annually submit to the Board a report on their projects.

Information and documents from the sub-committees shall be available to Board
members in good time before Board meetings, as well as between meetings, and all
Board members should receive the same information. Moreover, information shall be
available when needed and as accurate as possible.

The Board shall decide upon a procedure for information provision from the sub-
committees in its operating rules, e.g. whether the Board should have access to the
minutes of sub-committees’ meetings.

Audit Committee

Public-interest entities shall have an Audit Committee. Moreover, the appointment of
an Audit Committee is recommended if the scope of a given company is such that it is
considered important for surveillance and reporting on financial affairs to receive
further discussion and analysis in smaller groups than the entire Board. In addition,
there may be a greater need for the appointment of an Audit Committee if one or
more Board members cannot be regarded as independent of the Company.

For the execution of its work, the Audit Committee shall have extensive access to
data from managers and internal and external auditors. The Committee may request
reports and commentaries from such parties as relate to the Committee’s work.

Appointment of Committee Members

5.3.3

The Audit Committee shall be established no later than one month after the AGM
and shall consist of at least three members. In companies other than public-interest
entities, the committee may be composed of two members, but in that case both of
them need to be independent of the Company.



5.3.4 Committee members shall be independent from the auditor(s) of the Company. A

5.3.5

majority of members shall be independent of the Company and its day-to-day
management. Furthermore, one member, who is independent of the day-to-day
management and the Company, shall also be independent of major shareholders.
The CEO and other day-to-day managers may not be members of the Committee.

Comment: It is not necessary to appoint members from outside the Board to the
Audit Committee, unless it is lacking sufficient expertise.

Committee members shall have qualifications and experience in accordance with the
activities of the Committee, and at least one member shall have detailed expertise in
the field of accounting or auditing.

Comment: When assessing whether or not a Committee member has such
knowledge, the following criteria may be used:

e Knowledge of generally accepted accounting principles.

e Experience in the preparation and analysis of financial statements and
auditing

e Knowledge of internal controls relating to accounting.

Role of the Audit Committee

5.3.6

5.3.7

5.3.8

The Audit Committee shall review all financial information and procedures regarding
information disclosure from day-to-day managers and internal and external
accountants. The Committee shall verify that the information that the Board receives
regarding the operations, standing and future prospects of the Company are reliable
and give the clearest possible perspective of the Company at any given time.

The Audit Committee shall annually schedule a joint meeting of the Board, the
Committee and the external auditors, where the day-to-day management of the
Company is not present.

The role and main projects of the Committee shall be set out in its rules of procedure.
The Audit Committee shall, among other things, have the following
roles3” irrespective of the responsibility of the Board, managers or others in this field:

e Monitoring working processes in the preparation of financial statements.

e Monitoring the organisation and effectiveness of the Company’s internal
controls, internal auditing, if applicable, and risk management.

e Monitoring and checking the auditing of the Company’s annual accounts and
consolidated accounts.

e Assessing the independence of external auditors or auditing firm and
monitoring any other work performed by the external auditors or auditing
firm. The Committee shall in its assessment take into consideration the items
specified in Section 2.3.

37 Cf. Article 108B of the Annual Accounts Act.
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e Presenting proposals to the Board regarding the selection of external auditors
or auditing firm.

Comment: Other tasks undertaken by the Committee may be as follows, if
appropriate:

o Assessing financial statements and management reports on the Company’s
finances.

o Monitoring risk management and responses to risks.
o Following up on remedies to shortcomings identified during internal controls.
o Assessing the need for and handling the recruitment of an internal auditor.

o Handling communication and monitoring in respect of internal auditing and
external auditors.

o Assessing the work of both internal and external auditors of the Company.

5.3.9 Detailed provisions on the execution of the roles of the Audit Committee shall be
included in its rules of procedure.

5.4 Remuneration Committee

5.4.1 The Board shall appoint a Remuneration Committee te-establish-ato prepare a draft
remuneration policy for the Company, in accordance with that set out in Section 2.7,
and to negotiate with the CEO and other employees, if they are Board members, on
wages and other employment terms.38

Comment: The establishment of a Remuneration Committee is particularly
recommended if the CEO is also a Director of the Board or if other Directors are also
employees of the Company and one or more Board members cannot be said to be
independents or if the CEO is not independent of major shareholders in the
Company.

Appointment of Committee Members

5.4.2 The Remuneration Committee shall consist of at least three members, the majority of
whom shall be independent of the Company and its day-to-day management.
However, the Committee may consist of two members, in which case both members
shall be independent of the Company.*

5.4.3 Owing to the nature of the activities of the Remuneration Committee, neither the
CEO nor other employees may be members of the Committee. If the Board finds it
more suitable to undertake the role of the Remuneration Committee itself, the
Directors of the Board who are also employees of the Company may not be involved
in such work.

38 Pursuant to Article 79A(1) of the PUBLC Act and Article 54A(1) of the PRILC, Boards of companies that have
an obligation to vote for an Auditor under to the Annual Accounts Act shall approve the Company’s
remuneration policy.

39 See further on the independence of Board members in Section 2.3.
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Role of the Remuneration Committee

5.4.4 The role and main tasks of the Remuneration Committee shall be stated in its rules of
procedure and shall take account of the needs of the Company.

5.4.5 The role of the Committee shall include:
e preparing the Company’s remuneration policy and ensuring that it is enforced;

e ensuring that wages and other employment terms are in accordance with laws,
regulations and best practices as current at any given time;

e preparing the decisions of the Board concerning the wages and other
employment terms of day-to-day management and employees who also are
Board members;

e taking an independent stance on the effect of wages on the Company’s risk
exposure and risk management, in cooperation with the Company’s Audit
Committee.%0

5.4.6 The Remuneration Committee may seek the involvement of expert consultants in the
execution of its duties. Such consultants shall be independent of the Company, its
day-to-day managers. The Committee is responsible for verifying that such
consultants are independent.

40 That is, if there is no separate risk committee is operated by the Company. According to Article 78 of the Act
on Financial Undertakings, financial undertakings are under obligation to operate a risk committee whose role
includes examining whether incentives contained in the Company remuneration policy accord with the
Company risk policy.




6. Matermatiencrcorssroin covnpacpen i enorting

Publishing information on corporate governance increases transparency of governance
towards shareholders and other stakeholders. Publishing such information therefore helps
increase the credibility of companies. For the purpose of encouraging improvements and
increasing transparency, the best policy is to provide information on the effects of the
Company on the community and environment. Certain companies are under obligation, by
law, to publish non-financial information in their Annual Accounts.

6.1 Corporate governance statement

6.1.1 A statement on the Company’s governance for the preceding year shall be published
annually in a separate chapter in its annual accounts or annual report. The corporate
governance statement shall be accessible on the Company’s website.

6.1.2 The statement shall contain the following items:

1. References to the rules on corporate governance that the Company follows,
or is obliged by law to follow, and where such rules can be accessed by the
public.

2. Whether the Company departs from any of the relevant guidelines and if so,
which ones. The reasons for departure shall be indicated and whether there is
reason to take action to mitigate deviations.as-shal-the-measuresused
instead. If the deviation is temporary, such temporary deviation must be

mentioned specifically.the-Company-must-explain-how-the-guidelines-will
laterbe-metM

3. References to any other rules or guidelines that have been followed and
specifically apply to the type of business the Company is involved in.

4. A description of the main aspects of internal control and the Company’s risk
management.

5. A description of the Company’s policy on diversity in connection with the

Board of Directors, executive management and senior management.*? If no
such policy is followed, the reason for this must be stated in the report.*3

6. Description of the composition and activities of the Board, management and
sub-committees of the Board.

7. Arrangements for the appointment of Nomination Committee members.
8. Arrangements for the appointment of sub-committee members.

9. Information on the number of Board meetings and sub-committee meetings
as well as their attendance.

41 See further on the ‘comply or explain’ rule in the introduction.

42 According to Article 66(c) of the Act on Annual Accounts, companies that have their securities listed on a
regulated market, public-interest entities, larger companies within the meaning of the Act and the parent
companies of large consolidations, are under obligation to disclose the Company’s policy on diversity as regards
the Board of Directors, executive management and monitoring management.

43 For further information, see discussion on diversity policy in Item 2.9.




10. Where written rules of procedure for the Board and its sub-committees may
be accessed.

11. Information on Directors of the Board(see Section 2.3.6).

12. Information on which Directors are independent of the Company and major
shareholders.

13. Principal aspects of the Board’s performance assessment.

14. Information on the Company’s CEO (see Section 4.1.1) and a description of
his/her main duties.

15. Information on infringements of laws and regulations that the appropriate
supervisory or ruling body has determined.

16. Arrangements for communications between shareholders and the Board.
6.1.3 The above shall apply equally to the consolidated financial statements.

6.1.4 The Board shall review the Company’s corporate governance statement and the
Company’s auditor shall ensure that it is included in the annual accounts/annual
report and that its description of the main features of internal controls and risk
management is in accordance with the Company’s financial statements.

6.2 Non-financial information

Comment: Information on the effects of companies on communities and the environment
(also referred to as “non-financial information”) plays an ever more important role as
regards credibility toward shareholders, customers, employees and other stakeholders. As a
result, it sets a good example to examine and publish information on such aspects, and
certain companies are under obligation to do so according to law.**

44 |n accordance with Article 66(d) of the Act on Annual Accounts, these are units of public interest, companies

that fall under the definition of the Annual Accounts Act of large companies and the parent companies of large
consolidations.




6.2.1 Every year, companies are to publish, together with the report of the Board of
Directors and on their website, the non-financial information necessary to make an
assessment on the development, scope, position and effect on the Company. At a
bare minimum, a discussion must be included of the Company’s policies on the

following issues:

e Environmental issues

e Community issues

e Human resources issues

e Human rights issues

e Corruption and bribery issues

6.2.2 The discussion on the above-mentioned company policies shall address:

e The main risk factors in the operation of the Company which are likely to
have a detrimental impact in these fields and the manner in which the

Company intends to address such risks.

e The goals of the Company as relates to these policies, the achievement of
the Company in connection with such goals and the due diligence process in

such achievement.

If companies have not established policies for the above issues, a reasoned
statement must be issued stating such decision and the reason for it.

6.2.3 Companies shall also publish, in the overview, information on non-financial criteria
other than those relating to the above issues if such information is considered
important based on the operation of the Company.

6-26.3 The Company’s website

6:2-16.3.1 The Company shall reserve a section of its website for good corporate
governance and shall publish its corporate governance statement there along
with all the main information on the activities of the Company.

6-2-26.3.2 The Company’s website shall include the following information:
1. The Company’s corporate governance statement.

1.2. Non-financial information.

2:3. The Company’s remuneration policy.

3-4. Summarised information on the Company’s Board of Directors, CEO,
auditors and members of sub-committees.

4.5. Information on the Company’s shareholders’ meetings, including time and
location, information on candidates to the Board, and the agenda of the



meeting, together with the date of issue of the annual accounts and interim
financial statements.

5.6. Meeting notices, minutes of shareholders’ meetings and documents
presented at the meeting. It is not necessary to publish a list of the
shareholders and proxies that have attended meetings.

6-7. Information on the arrangements for the appointment of the Nomination
Committee, the working procedures of the Committee and information on
the Committee members. Information on Committee members shall be
published at least six months before the Annual General Meeting.

#8. The Nomination Committee’s justification for its proposal of candidates.

&.9. Information on how the Board candidate proposals will be submitted, and
how shareholders eansubmitmay propose candidates-prepesals to the
Nomination Committee.

9:10.The Company’s Articles of Association.
10.11.The Board'’s rules of procedure.

11-12.The Company’s annual accounts and the report of the Board of Directors.

6-2:36.3.3 The above-mentioned information shall be updated within seven days from

the time that the Directors and/or the executive managers become aware that
the information has changed.



