
Negotiating Severance Packages 
Direct Bank Loans to Municipalities 

Psychological Bias in M&A Pricing 

September 
O ctober 

201 2 



Contributing Editors 
Marianne M. Jennings 

Professor of Legal and Ethical Studies 
Arizona State University 

Hank Boerner 
Chairman 

Governance & Accountability Institute 

Pablo Triana 
Professor and Strategist 
ESADE Business School 

Barcelona - Madrid 

Editorial Staff 
Editor-in-Chief 

Morgen Witzel 
mail@rnorgenwitzel,com 

Senior Director, Financial 
Reporting and Management 

Publications 
Bruce Safford 

Editor 
Jack Nestor 

jack_nestor@technicaeditorial.com 

Desktop Artist 
Anthony Kibort 

Advertising Sales Director 
Terry Storholm 

WG&L Journals Advertising 
610 Opperman Drive 
Eagan, MN 55123 

phone: (800) 322-3192 
fax: (651) 687-7374 

e-mail: terry.storholm@thomsonreuters.com 

Reprints 
Lont & Overkamp 
(973) 942-5716 

Editorial Advisory Board 
Ivan E. Brick 

Professor of Finance 
Co-Director, New Jersey Center for 

Research in Financial Services 
Graduate School of Management 

Rutgers University 

Marianne M. Jennings 
Professor of Legal and Ethical Studies 

Former Director, Lincoln Center 
for Applied Ethics 

College of Business 
Arizona State University 

Yong H. Kim 
Professor of Finance 

College of Business Administration 
University of Cincinnati 

Prakash Deo 
AssOCiate Professor of Finance 

University of Houston-Downtown 

George J. Papaioannou 
Professor of Finance 

Co-Director, Merrill Lynch Center for the 
Study of Financial Services and Markets 

Frank G. Zarb School of Business 
Hofstra University 

Nickolaos G. Travlos 
AssOCiate Professor of Finance 
Carroll School of Management 

Baston College and 
University of Pireaus, Greece 

Samuel C. Weaver 
AssOCiate Professor of Finance 

Faculty of Finance and Law 
Lehigh University 

John Jahera 
Colonial Bank Distinguished Professor 

Department of Finance 
College of Business 
Auburn University 

Francois Mallette 
Vice President 

L,E,K, Consulting 

Stanley Block 
Professor of Finance 

M,J. Neeley School of Business 
Texas Christian University 

Deborah Pretty 
PrinCipal 

Oxford Metrica 

CORPORATE FINANCE REVIEW (ISSN 1089-327X) is published bimonthly by Warren, Gorham & Lamont, Division of Thomson Reuters, 195 Broadway, New York, NY 
10007. Subscriptions: $315.00 a year. For subscription information, call 1 (800) 950-1216; for customer service call I (800) 431 -9025. Foreign callers (who cannot 
use our toll·free numbers) should call (914)749-5000 or fax (914) 749·5300. We encourage readers to offer comments or suggestions to improve the usefulness of 
future issues , Contact Scott Gates, Editor, Thomson Reuters, 195 Broadway, New York, NY to007; (212) 337 -4129, 

Editorial Oftices: Thomson Reulers 195 Broadway, New York, NY 10007. All editorial correspondence and manuscripts should be sent to this address While the utmost 
care will be given material submi~ed, we cannot accept responsibility for unsolicited manuscripts. Web: http://ria,thomson,comllinanclalreporting/, 

Copyright © 201 2 Thomson Reuters.AII rights reserved. No part of this iournal may be reproduced in any form-lly microfilm, xerography, or otherwise--<Jr incorporated 
into any inlormation retrieval system without the written permission of the copyright owner. Requests to reproduce material contained in this publication should be 
addressed to Copyright Clearance Cente" 222 Rosewood Drive, Danvers, MA 01923, (976) 750-8400, fax (978) 750-4744. Requests to publish materiat or to incorporate 
material into computerized databases or any other electronic format, or for other than individual or internal distribution. should be addressed to Thomson Reuters, 
195 Broadway, New York, NY 10007, 1 (800)43t ·9025. 

Postmaster: Send address changes to CORPORATE FINANCE REVIEW, Thomson Reuters, 117 East Stevens Avenue, Valhalla, NY 10595. 

(~~~~) THOMSON REUTERS 



e'll be a little bold 
here in predicting a 
dramatic change in 
corporate disclo
sure and reporting. 

The timing is uncertain; the mood of 
the investors and the forward direction 
of the movement is much more certain. 
We're talking about the rising demand for 
"integrated reporting" - a trend that 
the financial executive should keep a 
close eye on. The perception that such 
reporting is necessary and would be a good 
thing for both issuer and investors could 
hasten the reality: the arrival of a com
bined reporting system for publicly 
traded companies - that is, combining 
the firm's traditional financial with 
expanded sustainability performance 
reporting. .. . 

We recognize, of course, that It IS dIf
ficult to accurately predict the future. The 
literary roadsides are littered with failed 
predictions by experts and "those who 
should know." We recall that the chair
man of International Business Machines 
(today's IBM) felt he was on safe ground 
in 1944 when he predicted that there was 
a world market for maybe five computers 
(Thomas Watson commenting on the 
future of his company's product) . 

Or the CEO of Microsoft's views sev
eral decades later, when the company 
launched its first PC products: 640k ought 
to be enough for anybody (Bill Gates, 1981). 

Perhaps this is the worst prediction that 
we can recall: Everything that can be 
invented has been invented (quoting 
Charles Duell, Commissioner of the U.S. 
Office of Patents, 1899, just as techno
logical and scientific advances woul.d 
explode in volume, leading to fantastIc 
growth in patent filing). 

So the danger one sees here in being 
too precise or too prescient for a co~
mentator in making such predlc-

tions ... you m ay be 
quoted endlessly .. 

At the risk ofbemg 
roadside prediction 
litter, we venture bold
ly forth with these 
suggestions. 

Watch the effort 
made by gl o bal col

laborators, who are intensely focu sed on 
developing "integrated reporting" by 
publicly traded corporations and fash
ioning the standards for doing so. The 
concept here is that expanded corporate 
report ing should include both the tra
dition al financial results plus expanded 
disclosure and communication on intan
gible or non-financial in form a tion ~elated 
to the enterprise's environmental Issues, 
social or societal issues , and corporate 
governance performance (ESG). ~ESG 
is also commonly referred to as sus
tainability" factors for investors. Ana
lysts and asset managers refer to the 
concept in both ways.) 

The International Integrated Report
ing Council (IRRC) was formed two years 
ago to advance new approaches for global 
corporate reporting that would "demon
strate the linkage" between a company's 
strategy and governance and its fin~n
cial performance. 1 This is already belllg 
done by a handful of U.S. and n?n- U.S. 
companies on a voluntary baSIS (U.S. 
companies publishing integrated reports 
have included PepsiCo, Clorox Com
pany, and United Technologies): 

The IIRC published a paper m Sep
tember 2011 that set out the rationale 
for an integrated reporting framework. 2 

This document is a primer for the cor
porate executive on the subject. 

Investor demand rising 
A coalition of investors representing 
$1. 6 trillion assets under management (in 
concert with financial institutions , pro-
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o 
THE PILOT 
PROGRAM 

OF IIRC HAS 
MORE THAN 

75 BUSINESSES 
PARTICIPATING 

IN HELPING 
TO DEVELOP 
STANDARDS 

BY PROVIDING 
FEEDBACK ON 

"KEY BUILDING 
BLOCKS." 

30 

fessional organizations, and NGOs) called 
on United Nations member states to adopt 
a global policy framework for integrated 
reporting when they convened at the Rio 
"Earth Summit" in 2012. The Corporate 
Sustain ability Reporting Coalition was 
led by Aviva Investors, the Association 
of Chartered Financial Accountants, Gen
eration Investment Management, the 
Global Reporting Initiative, and Hermes 
pension fund management. This was one 
of several such proposals floated as the 
Rio conference neared. 

Paul Abberly, CEO of Aviva (London), 
said, "As long-term investors we recog
nize the positive impact that embedding 
long-term sustainability into a business 
strategy can have on shareholder value ."3 

Investors participating in the IIRC 
include: 
• Hermes EOS (which manages the BP 

pension scheme); 
InterAmerican Development Bank; 

• Rockefeller Financial; 
• PGGM (The Netherlands); 
• Norges Bank Investment Manage 

ment (which manages the $600 bil
lion Norway Government Pension 
Fund, which invests in several thou
sand companies); 

• Pax World (USA); and 
• Calvert (USA) (the latter two are 

prominent SR investors). 
The pilot program of lIRC has more 

than 75 businesses participating (it was 
launched in October 2011) in helping to 
develop standards by providing feedback 
on "key building blocks." By October 
2013, the organization plans to have a 
framework ready for public examination. 

The chairman of the IIR is Mervyn 
King, a prominent South African jurist and 
bank executive. You may recall that he 
was chair of the Global Reporting Ini
tiative (GRI). GRI framework has become 
the de facto global standard for corpo 
rate and institutional sustainability (ESG) 
reporting. His successor, Herman Mulder, 
is a member of the IIRC Council. 

Other members include: 
• Peter Bakker, president of the World 

Business Council for Sustain able 
Development (WBCSD); 
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Paul Dickinson, executive chairman 
of the Carbon Disclosure Project 
(CDP); 

• Robert Greenhill, managing direc
tor of the World Economic Forum; 

• Hans Hoogervorst, chairman of the 
International Accounting Standards 
Board (rASB); 

• Wolfgang Engshuber, president of 
corporate centers, Munich Re Amer
ica, and director of Munich Re 
Capital Markets; and 
Richard Saman, chair of the Climate 
Disclosure Standards Board. 
The organization has established 

regional roundtables to collect input 
from stakeholders in London, Mumbai, 
Davos, Sydney, Sao Paula, Brussels, New 
York City, Amsterdam, Rome, Moscow, 
Berlin, San Francisco, Tokyo, and other 
locations. Participating organizations 
have included the (U.S.) National Investor 
Relations Institute (NIRI); chartered 
accountant organizations in Australia; 
Bangladesh; Dubai; United Kingdom's 
Prince's Accounting for Sustainability 
Project; World Economic Forum (Davos); 
BOVESPA (the Brazil stock exchange); 
and the Global Reporting Initiative. 

Some countries and stock exchanges 
are not waiting; in 2009, the Johannes
burg Stock Exchange OSE) adopted the 
"King Code of Governance for South 
Africa," which requires all JSE-listed 
companies to create an integrated report 
for fiscal years beginning (after) March 
2010. If they do not, companies are 
required to state why they do not report. 

In the United States of America 
Watch: In the United States, the new Sus
tainability Accounting Standards Board 
(SASB) was recently organized as a not
for-profit organization for the "purpose 
of establishing industry-based sustainability 
standards for the recognition and dis
closure of material environmental, social, 
and governance (ESG) impacts by com
panies traded on U.S. exchanges." 4 

The founders' "vision" is that all forms 
of capital - financial, human, and nat
ural resources - will be accounted for 
and managed for both current and future 
generations. "Integrated" reporting of sus-
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tainability fundamentals with financial 
fundamentals will better enable investors 
(and stakeholders) to compare a firm's 
performance with other companies and 
help management and board better under
stand risks and opportunities - and, of 
course, in the process, "adjust" behaviors 
as appropriate. 

SASB will use a multistakeholder 
approach to help define the critical ESG 
materiality issues within each industry 
and will work to produce a set of 

.. . 

concise, industry
based sustainability 
accounting stan
dards. The work 
will be designed to 
complement the 
work of the Finan
cial Accounting 
Standards Board 
(FASB) and to sup
port the U.S. Secu

flUes & Exchange Commission work 
related to defining materiality of sus
tainability issues. Standard disclosure 
Forms 10-K and 20-F are in focus for 
the new SASB. 

The idea seems to have come from the 
research at the Initiative for Responsi
ble Investment at Harvard University, 
with a focus on "how" to determine that 
n on fin anci all in tang i b Ie mate rial i t y 5 

could be applied at the industry level. 
Six industries were test cases for devel
oping the methodology: airlines, autos, 
banking, pulp & paper, REITS, and elec
tric utilities. 

At the same time, Harvard professor 
Robert Eccles and colleague Mike Kruz 
were finishing their book One Report, 
which served as a call to action for for
ward movement on adoption of inte
grated reporting (financial and sustain
ability performance). The authors saw Form 
10-L as the "ultimate" single (or "One") 
report (Michael Kruz is an expert on 
integrated reporting, and Bob Eccles is 
Harvard University professor of man
agement practice). 6 

Powerful minds at the center of SASB 
SASB has a "heavyweight" board of direc
tors with deep experience in corporate 
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disclosure, structured financial report
ing, and corporate disclosure practices. 
They are moving the concept forward. The 
board of directors includes: 
• Robert Eccles (Chairman of the 

Board), corporate governance 
expert, professor of management 
practice at Harvard Business 
School; also a member of the steer
ing committee of the IIRC; 
Dan Hanson, managing director and 
portfolio manager of BlackRock; 
also a member of the U.S. Large Cap 
Series equity team; 
Erika Karp, the influential manag
ing director and head of global 
research of UBS Investment Bank, 
managing sector analysts and 
strategists around the world; 

• John Ka tovich, founder and partner 
of K2 Katovich and Kassan Law 
Group; former officer of the Pacific 
Stock Exchange (general counsel) 
and of the Boston Stock Exchange 
(EVP and general counsel); 
Steve Lydenburgh, partner for 
"strategic vision" of Domini Social 
Investments and Standards Council 
Chairman of the SASB; 

• Susan Mac Cormack, partner in the 
corporate group of the Morrison & 
Foerster law firm; also co-chair of 
the Cleantech Group; 

• Aulana Peters, retired partner, Gib
son, Dunn & Crutcher law firm; for
mer member of the AICPA Public 
Oversight Panel, member of steering 
committee of the FASB Financial 
Reporting Project, and member of 
the board's Blue Ribbon Panel on 
Audit Effectiveness; also a director 
at Deere & Company, Northrup 
Grumman, 3M, and the Mayo Clinic; 
Anne Sheehan, head of corporate 
governance at the California State 
Teachers Retirement System (Cal
STRS), one of the nation's large 
public employee pension systems 
and a leader in corporate gover
nance reforms; 

• Edward Waltzer, partner in Stike
man Elliott law firm and former 
professor of law at Osgood Hall Law 
School; was chair of the Ontario 
Securities Commission and vice 
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president of the Toronto Stock 
Exchange; and 

• Dr. Jean Rogers, the founder and 
executive director of SASB and not 
a voting board member; was a man
agement consultant at Deloitte 
(working in the environmental and 
management practices) and was a 
principal at Arup (a global consul
tancy focused on sustainable devel
opment). 

An idea whose time has arrived? 
Is "integrated reporting" an idea, a con
cept whose time has arrived (for action)? 
For a growing number of investors, the 
emphatic answer is "yes." A growing num
ber of corporate managers agree and have 
embraced at least the first half - voluntary 
sustainability, ESG, corporate responsi
bility, and "citizenship" reporting (Gen
eral Electric and a few other firms use that 
designation). The preferred framework 
for such reporting is the Global Report
ing Network and its G3 (or 3.1) stan
dards. The GRI is in the process of 
expanding the framework (the G4 is in 
development), which could include much 
more emphasis on the relation and aspects 
of corporate finance to the ESG perfor
mance indicators and on disclosures 
inherent in the present standards. 
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It would be prudent for corporate 
financial professionals to tune in to the 
evolving issue of integrated reporting, 
especially as the subject is raised by asset 
owners, their managers, members of 
investor coalitions, multiparty initia
tives (such as described here), and other 
stakeholders. We will venture out on that 
limb and predict here that, in both good 
and bad market times, this idea is not going 
away any time soon .• 

NOTES 

lSee the web s it e www.theiirc .org for details of the 
International Integrated Reporting Council 

2"Towards Integrated Reporting - Communicating 
Value in th e 21 st Century" is available at 
http://www theiirc .org . See Resources . 

3 Sullivan. R .. Connecting the dots - Integrated 
reporting . CFO World. This article is an exce llent 
summary of the wor k of the Corporate Sustain· 
ability Reporting Coalition. Available at : 
http://www.cfoworld.com .au/m a nag em e nt/535 545/ 
co nne ct i ng-th e-d ots- i nte grated -re po rti n g/ 

4 SASB sees the definition of materiality as "defined 
as information which represents a substantial like
lihood that its disclosure will be viewed by the rea
sonable investor as Significantly altering the total 
mix of information mad e available." See detail s at 
www.sasb org . 

5Study result s of the Initiative for Responsible Invest
ment are available at http://www.sasb.org/wp-content/ 
uploads/2012/03/1 RI _ Transparency-to-Performance .pdf 

6Eccles. R.G. and Kruz , M . P., One Report. Integrat ed 
Reporting for a Sustainable Strategy (John Wiley 
& Sons, Inc . 2010) . The authors cite companies 
practicing the "one report" concept: Novo Nordisk, 
Philips; United Technologies . Available by Kindle at 
Amazon .com , 
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