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1. PRELUDE

The outcry today is “Good Governance”. For government, the term “Corporate Governance” has been used for entities in corporate sector. However, in recent years, another term namely, “Enterprise Governance” has now been in currency. This focuses on corporate entities constituting the corporate world.

The theme of the paper is to review recent global financial perspectives. However, there is a need to see the chain of events from beginning till now. The paper has been sequenced as under:

II: CONSTITUENTS
The paper consists of the following four parts: 
	Part
	Focus 

	A
	Recent Global Financial Perspectives 

	B
	Responsibilities in Corporate Governance 

	C
	In Retrospect: Enterprise Governance 

	D
	Conclusion


PART A: RECENT GLOBAL FINANCIAL PERSPECTIVES
Corporate Governance Index (CGI)
World Bank governance expert Daniel Kaufmann created World Governance Indicators (CGI) in 2004. The following box shows the CGI for 14 countries:

Box No. 1

Overal Corporate Governance Index

	S. No.
	Country
	CGI (out of 100)

	1.
	Germany
	90.8

	2.
	United States
	89.8

	3.
	Singapore
	80.9

	4.
	Hong Kong
	69.2

	5.
	Malaysia 
	66.7

	6.
	India
	55.4

	7.
	South Korea
	55.4

	8.
	Thailand
	49.7

	9.
	Philippines 
	48.9

	10.
	Indonesia 
	44.7

	11.
	Vietnam 
	38.1

	12.
	China
	35.3

	13.
	Pakistan
	31.3

	14.
	Bangladesh 
	24.3


Source: Extracted from Dawn, Lahore January 10, 2009.
The obvious conclusion is that we, in SAARC, ought to take such steps as will enable them to achieve higher CGI. The steps to be taken will strengthen financial frontier and pave the way for a continuous effort for increase in CGI. 

World Governance Indicators 

Developing World Governance Indicators represent a World Bank project offering an annual ranking of countries according to estimates of their quality of governance:
Country ranking for 2007* are available on the three following areas of governance. 

1. Regulatory Quality 

2. Control of Corruption

3. Rule of Law

The ranking is in the range of 0 to 100. The greater the ranking, the better is the level of governance. 

Based on available data, the following box has been prepared: 

Box No. 2

World Governance Index

	Country
	Regulation
	Corruption
	Rule of law

	Block A
	
	
	

	Hong Kong
	99.0
	92.3
	90.5

	Singapore
	98.5
	96.1
	95.2

	Germany
	92.7
	93.2
	94.3

	United States 
	90.8
	91.3
	91.9

	Block B
	
	
	

	Taiwan 
	79.6
	70.0
	70.5

	South Korea
	78.6
	68.1
	74.8

	Malaysia 
	67.0
	62.3
	65.2

	Thailand 
	56.3
	44.0
	52.9

	Sri Lanka
	51.5
	57.5
	55.7

	Philippines 
	50.5
	22.2
	33.8

	Block C
	
	
	

	India
	46.1
	47.3
	56.2

	China
	45.6
	30.9
	42.4

	Vietnam 
	43.7
	27.1
	27.1

	Cambodia 
	35.9
	28.0
	38.6

	Papu New Guinea
	30.1
	9.2
	21.0

	Block D
	
	
	

	Pakistan 
	28.6
	21.3
	19.5

	Bangladesh
	20.9
	9.7
	24.8

	Laos 
	15.0
	13.0
	17.1

	Myanmar 
	1.5
	1.4
	5.2


Source: *Extracted from: Dawn, Lahore, January 10, 2009.
SAARC Position is captured below: 

Box No. 3

SAARC: World Governance Indicators

	Country 
	Regulation
	Corruption
	Rule of Law

	1. Sri Lanka 
	51.5
	57.5
	55.7

	2. India 
	46.1
	47.3
	56.2

	3. Pakistan
	28.6
	21.3
	19.5

	4. Bangladesh 
	20.9
	9.7
	24.8


Source: Extracted from: Dawn, Lahore, January 10, 2009.
The conclusions, through study of above box, are self explanatory. 
Risk Factors  
Enterprises are susaptable to various dangers Internal Factors (profitability), productivity, growth, leadership and market penetration) and external factors (political, economic, sociological and technological) affect the performance of an enterprise. However, risk factors are of critical importance. In this respect famous RMMM* model needs to be operationalized. Recently the Economic Intelligence Unit (EIU) has made a contribution in this respect and is briefly reviewed below:

	


*Risk Mitigation, Monitoring and Management

EIU Legal & Regulatory Risk Estimates

The Economist Intelligence Unit (EIU) monitors legal and regulatory risks. It issues an overall risk score for each country. Countries are rated from 0 to 4, with 0 being the best and 4 as the lowest. Based on above, the following rankings have been released: 

Box No. 4

Legal & Regulatory Risks

	Country
	Rank

	Block A
	

	1. Australia
	0

	2. Taiwan
	1

	Block B
	

	1.Hong Kong
	2

	2. India
	2

	3. Malaysia
	2

	4. Thailand 
	2

	Block C
	

	1. Cambodia 
	3

	2. China
	3

	3. Laos 
	3

	4. Pakistan
	3

	5. Papua New Guinea 
	3

	6. Philippines 
	3

	7. Sri Lanka
	3

	Block D
	

	1. Bangladesh 
	4

	2. Indonesia
	4

	3. Myanmar
	4


Source: Extracted from Dawn, Lahore, January 10, 2009.
The market leader is Australia from which we ought to learn a lot. In SAARC countries, India leads with 2, Pakistan and Sri Lanka earned 3 each and Bangladesh has been given 4.

The above feed back presents an agenda for continuous improvement so that financial frontiers are strengthened to achieve the coveted goal of sound corporate governance. 
PART B: RESPONSIBILITY IN CORPORATE GOVERNANCE
Corporate objectives are expected by those who matter to conform to the societal priorities. These aspects are stated below: 
	Jamsedji Tata:
	
	“Society has merely invested Business with its trust for creating value most efficiently. Business is thus no more than a trustee, and what comes from the people must go back to the people”. 

	Milton Friedman: 
	
	“The business of business is business. Pursuing the objective of profit maximization has to ensure the most efficient use of resources, and if everybody in business does that, society is most benefited, because it means resources are being optimally utilized”. 

	World Business Council For Sustainable Development, Ist Earth Summit, 1992: (more than 150 members now in 30 countries).  
	
	“The only sustainable business philosophy is one that does not mortage the ability of future generations to meet their needs in ----------- the needs of today’s generation”. 

	Eugene Block: (former World Bank President):
	
	“People must come to accept private enterprise not as a necessary evil but as an affirmative good.” 

“The key indicators would be emphasis on intellect, individualism with detection of opportunity, standing of business and track record in sustainable development and social responsibility”.

	Carly Fiorina:
(Chairperson of Hewlet-Packard, on the eve of the 11/9 attacks):
	
	“Companies that do well and do good, and see both as a unified pursuit, are the winner companies of this century”.


Source:
Excerpted from: The Management Accountant, Kolkota: The Institute of Works Accountants of India, August 2003, P 579. 
Part C: Retrospect in 

Part C: In Retrospect: Enterprise Governance  
Historical Development relating to Corporate Sector in the shape of joint stock companies started with the commercial and industrial revolutions in Europe during 16th and 17th Century. With the arrival of East India Company in Bengal and after 100 years, the first Companies Act, 1857 was enforced. Later, it was replaced in 1882 and finally Companies Act, 1913 was enforced with effect from April 01, 1914. Pakistan adapted it after her establishment on August 14, 1947. India followed suit on August 15, 1947. Later Companies Act, 1956 was enacted and with amendments continues to govern corporate sector in India. Corporate laws govern corporate sector in SAARC Countries including Bangladesh and Sri Lanka.

Globally there has been a growing interest in sound corporate governance. Box No. 5 presents a snapshot position of seven and reports legislations prepared in North America. 

Box No. 5
Seven Reports and Legislations Prepared in North America

	S. No.
	Year
	Report/Legislation

	1.
	1987
	The Trade way Report

	2.
	1988
	The McDonald Report

	3.
	1991
	The Federal Deposit Insurance Corporation Improvement Act 

	4.
	1992
	Internal Control and Integrated Framework

	5.
	1993
	In the Public Interest-a Special Report by Public Overslight Board 

	6.
	1995
	Directors Management and Auditors-Allies in Protecting Shareholders Interest by Public Oversight Board 

	7.
	2002
	Sarbanes Oxley Act 


Central Concerns: Corporate Governance

It is generally believed that these are the following central corporate governance concerns: 

1. Role Structure, remuneration, ownership, institutional and degree of freedom and enterprise available to the Board of Directors

2. Role of Audit Committees
3. Role of Internal Auditors

4. Role of External Auditors 

5. Financial Discipline backed up by sound functionally operative Internal controls

6. Accountability of Board of Directors

Concurrently, in UK, Trade, business, investors, regulatory bodies, accounting profession, stock exchanges were not satisfied with the Corporate Management System. During 1980s several companies collapsed. This led to establishment of Cadbury Committee in 1991. The above Committee published the Code of Best Practice in December 1992 to be complied within UK by companies listed on London Stock Exchange. In 1995, Hampel Committee was set up and was given two years to complete the job. Their report was released in January 1998.

This part has been developed with the following aspects:
	1.
	Concept: Corporate Governance 

	2.
	Global Dimensions-U.K. Scene 

	3.
	Asian Scene (Hong Kong, Malaysia and Pakistan) 

	4.
	South Africa


A review in respect of each of the above aspect is now presented:
Concept: Corporate Governance

OECD has defined “Corporate Governance” as under: 

“Corporate Governance comprehends that structure of relationships and corresponding responsibilities among a core group consisting of shareholders, board members, corporate managers designed to best foster the competitive performance required to achieve the corporation’s primary objective”.

UK SCENE 

1: CADBURY COMMITTEE:


Box No. 6 captures four major areas addressed by the Cadbury Committee. 

Box No. 6
Cadbury Report: Major Areas

	S. No.
	Major Areas 

	1.
	Board of Directors 

	2.
	Non-Executive Directors 

	3.
	Executive Directors

	4.
	Reporting and Control


Salient features of each of the items included in the above Box are summed up below: 
· Board of Directors: 

Secretary of BOD is required to stay independent. He should have an access to advice and service. Procedures, Rules and Regulations of the Company must be complied with. Board as a whole should examine the subject of removal of secretary. 

· Non-Executive Directors: 

Non-Executive Directors should be appointed. Contribution areas will include giving independent judgment, focus on strategy performance, key appointments and standard of conduct, use fairness and independence through exercise of independent management.  

· Executive Directors

Contract for Executive Directors should be for three years. Formal approval in this respect must be obtained through the BOD as a whole. Emoluments should have transparent disclosure e.g. for directors, chairman, pension contributions and stock options and salary and performance related elements with basis of measurement. There should be a Remuneration Committee which should recommend pay of executive director. Its composition should consist of wholly or mainly of Non-Executive Directors. 
· Reporting Controls: 

The Company’s position should be balanced and understandable. An objective and professional relationship must exist between BOD and internal and external auditors. 

The Audit Committee must consist of at least three non-executive directors. TORs must be in writing. Deal must be studded with clarity and transparent position of authority and duties. Internal Controls must be effective. Business ought to be on going concern. Supporting assumptions and qualifications should be included. 

II:. Hampel Committee 1995: 

Later Hampel Committee was set up in 1995. Box No. 7 captures seven major areas addressed by Hample Committee 

Box No. 7
Hampel Committee: Major Areas

	S. No.
	Major Areas 

	1.
	Principles of Corporate Governance

	2.
	Application of Principles 

	3.
	The Future 

	4.
	Directors

	5.
	Directors Remuneration

	6.
	Shareholders and the AGM

	7.
	Recommendations 


Annex “A” Presents summary of the above report.
African Scene 

· South Africa:

Accountancy and Company Secretarial Professions are fairly strong in South Africa. They are providing leadership in Africa. The Institute of Directors in South Africa released The King’s Report on Corporate Governance on November 19, 1994. Mr. King did visit Pakistan in 1997 and the author had the pleasure of meeting him and shared thoughts on Corporate Governance. Summary of recommendations is given on Annex “B”.  
Asian Scene 

· Hong Kong: 

Accounting Profession in Hong Kong is a strong one. It has statutory body namely, Hong Kong Society of Accountants (HKSA). Professionally qualified accountants are playing productive role. This profession has a great impact of UK. Encouraged by the excellent lead provided in UK regarding corporate governance, the following assignments were undertaken:

Working group report on Corporate Governance released in 1995 and with its growing use, was reprinted in January 1996. 

a) The Second Report on Corporate Governance was released in 1997.

b) Hong Kong Society of Accountants released special issue of their official organ on the theme of “Corporate Governance” in October 1996. 

Emphasis on implementing ten point code of corporate governance is being operationalized. Box No. 8 captures the above points. 

Box No. 8
Hong Kong: Ten-Point Code

	S. No.
	Focus
	Operational Focus 

	1.
	Compliance 
	Matters to be identified.

	2.
	Board
	Same family members not to have more than 50%.

	3.
	CFO
	Mandatory.

	4.
	AGM
	Attendance record mandatory. 

	5.
	Board Meeting
	Four compulsory every year. However six are preferred.

	6.
	Auditors other Fees
	Separate disclosure regarding corporate governance.

	7.
	Annual Report
	Separate disclosure in respect of corporate governance. 

	8.
	Audit Committee 
	This must be established with defined functions.

	9.
	Interim Report 
	This be released. The constituents should include balance sheet, income statement and cash flow.

	10.
	Auditors
	To review Interim Report. 


Corporate Governance & Finance in East Asia

The Asian Development Bank, Manila has released two Volumes Two incorporating Country Studies relating to above aspect. Countries include Indonesia, Republic of Korea, Malaysia, Philippines and Thailand. The country studies were carried out in a structured manner and broadly covered overview of the Corporate Sector, Corporate Ownership and Control, Corporate Financing, Corporate Sector in the Financial Crisis and Summary Conclusions and Recommendations. These country studies are supported by ninety-three tables and four figures. These research based studies contain tremendous food for thought.

· Malaysia: 

Under the inspiring and dynamic leadership of Dr. Mohammad Mahatier, Malaysia has developed into a strong country with prosperity being shared on a wider scale. Socio-Economic front has strengthened. Corporate Governance attracted specially the following two aspects: 

a) Five points Code of Ethics for Directors.
b) Four parts of Ethics for Company Secretaries.
The five points Code of Ethics of Directors include comprehensive coverage of relationship of directors with shareholders employees, creditors and customers. Besides, five points covering social responsibilities and the environments have also been included in it. Accordingly, the Code of Ethics for Directors has been serving as a strong logistic to sound corporate governance.
The role of company secretaries in corporate sector needs to be positive, productive and result oriented. A company secretary ought to play an interesting role in the conduct of company meetings, implementation of board decisions, guiding corporate world to beef up bottom line and enable company to serve the stakeholders in particular and the society in general. Four parts of the Code of Ethics for Company Secretaries included: Introduction, Principles, Objectives and Five Points Code of Conduct.

There would be no need to reinvent the wheel but it would be fruitful to benefit from the above excellent work, released by the Registry of Companies, Ministry of Domestic Trade and Consumers of the Government of Malaysia, Kuala Lumpur in 1996. 

Pakistan

The Securities and Exchange Commission of Pakistan (SECP) released the First Code of Corporate Governance on March 18, 2002 with the assistance from the Institute of Chartered Accountants of Pakistan (ICAP) and other stakeholders. This was based on ideas generated from various Seminars & Conferences conducted throughout Pakistan. 

The objective pursued was to develop sound corporate practices. The Code is applicable to listed companies, Banking Companies, Development Finance Institutions (DFIs). Non-Banking Financial Institutions (NBFIs), Insurance Companies, Mutual Funds, Unit Trusts, and Companies/Corporations held or controlled by the Government. 

Some significant major aspects governing Code of Corporate Sector in Pakistan are now summarized.
Code of Corporate Governance in Pakistan: Major Aspects

The full text of the Code of Corporate Governance is available on website (www.secp.gov.pk). Some aspects are reviewed below: 
· Directors:

Aspects covered in respect of board of directors include qualifications and eligibility to act as director, tenure, responsibilities, powers and functions of board directors, meeting of Board of Directors and key information. 
	1


The author, in his capacity as President of the Institute of Cost and Management Accountants of Pakistan contributed as a member of the Committee set up by ICAP for developing Code of Corporate Sector in Pakistan during 1997-1998. 

· CFO & Secretary: 

An expanded version of directors report to shareholders has been included. Frequency of financial report has been increased in terms of releasing quarterly report over and above the half yearly and annual report. Responsibility for release of financial report and corporate compliance has been identified. Disclosure of interest by a director holding corporate compliance has been identified through disclosure of interest by a director holding company’s shares and has been made mandatory. The auditors of the company are forbidden to hold shares. Corporate ownership structure is required to be disclosed. Information relating to divesture of shares by sponsors controlling interest is required to be revealed. 

· Audit Committee:

An Audit Committee must be constituted. Provisions governing frequency of meetings, attendance at meetings, term of reference (TOR), and reporting procedures have been laid down. Internal Audit has been made compulsory for every listed company. Head of Internal Audit should have an access to the chair of Audit Committee. 

Internal Audit reports are required to be provided for the review of External Auditors. Internal Audit function can be outsourced. However, the person deputed on Internal Audit Functions must be on full time basis. 

· External Auditors: 

Eight points have been included governing strengthened role of External Audit. These are summarized in Box No. 9.
Important aspects governing role of External auditors are captured below: 

Box No. 9
Strengthened Role of External Auditors

	S. No.
	Focus
	Emphasis 

	1.
	Appointment (Listed Companies)
	Subject to satisfactory rating under the Quality Control Review (QCR).

	2.
	Appointment (Listed Companies)
	Compliance with IFAC Guidelines on Code of Ethics as adopted by ICAP is a pre-requisite before appointment.  

	3.
	Recommendation by BOD
	External auditors are to be appointed for a year on the recommendation of BOD and as suggested by the Audit Committee whose recommendations will be included in Directors Report.

	4.
	Services other than Audit (Listed Companies)
	Auditors are forbidden to provided services in addition to audit except in accordance with the regulations. 

	5.
	Change of External Auditor
	External Auditors are to be changed after every five years. Exception requires approval of SECP. 

	6.
	Restrictions
	Same restrictions have been prescribed for appointment of a person as the CEO. The CEO and internal auditor or a director of the listed company who was a partner of the Firm of its External Auditors, etc. are excluded. 

	7.
	Management Letter
	This should be furnished by external auditors to BOD not later than 30 day from the dated of the audit report. 

	8.
	Attending AGM
	Attending AGM by external auditor has been made compulsory. 


Source:
Summarized from Code of Corporate Governance, Islamabad: SECP, paragraphs (xxxvii to xliv) 

Compliance with the above Code of Corporate Governance is required be ensured as per following requirements: 

1. The annual reports must set out the status of the compliance with the best practices of Corporate Governance prescribed in the above Code.

2. Statement of compliance with the best practices of Corporate Governance is required to be reviewed and certified by Statutory Auditors before publication by listed companies. 

3. SECP has powers to relax. I and 2 above for reasons to be recorded for the relaxation. 

Appendix attached to the above Code gives brief description of major requirements, manner or enforcement and effective dates as is given as Annex “C”.
PART D: CONCLUSION
It is high time that we, in SAARC, need to undertake a research to develop a comprehensive Code of Corporate Governance in the light of global experiences and carefully considering our objective conditions. A sound strategy is the crying, need of today to inspire investors’ confidence, ensure sound management to enable shareholders to be fairly treated and the stakeholders to be the beneficiaries. Indeed improved Corporate Performance and Corporate Governance are linked to each other.

Various stakeholders including Accounting Professional Bodies, Business Community, Regulatory Bodies, Serving Executives and Members of the Board of Directors, World of Academics etc. can play a synergistic role in accomplishing the above objective. 

Annex “A”

Hample Committee

Summary of Conclusions and Recommendations

Principles of Corporate Governance 

1. We recommend that companies should include in their annual reports a narrative account of how they apply the broad principles set out in Chapter (2.1). 
Application of the Principles 

2. Companies should be ready to explain their governance policies, including any circumstances justifying departure from best practice; and those concerned with the evaluation of governance should apply the principles in Chapter 2 flexibility, with common sense, and with due regard to companies, individual circumstances (1.11). “Box ticking” is neither fair to companies nor likely to be efficient in preventing abuse (1.12-1.14).

The Future

3. We intend to produce a set of principles and code of Good Corporate Governance practice, which will embrace Cadbury and Greenbury and our own work. We shall pass this to the London Stock Exchange. We suggest the London Stock Exchange should consul on this document, together with any proposed changes in the Listed Rules (1.23).

4. We envisage that the London Stock Exchange will in future make minor changes to the principles and code; and we suggest that the Financial Reporting Council should keep under review the possible need for further studies of Corporate Governance. But we see no need for a permanent Committee on Corporate Governance (1.25-1.26).

Directors 

5. Executive and non-executive directors should continue to have the same duties under the law (3.3). 

6. Management has an obligation to provide the board with appropriate and timely information and the chairman has a particular responsibility to ensue that all directors are properly briefed. This is essential if the board is to be effective (3.4). 

7. An individual should receive appropriate training on the first occasion that he or she is appointed to the board of a listed company, and subsequently as necessary (3.5).

8. Boards should appoint as executive directors only those executives whom they judge able to take a broad view of the company’s overall interests (3.6). 

9. The majority of non-executive directors should be independent, and boards, should disclose in the annual report which of the non-executive director’s are considered to be independent (3.9). This applies for companies if all sizes (3.10).

10. There is overwhelming support in the UK for the unitary board, and virtually none for the two tier board (3.12).

11. We suggest that boards should consider introducing procedures for assessing their own collective performance and that of individual directors (3.13).

12. We consider that, to be effective, non-executive directors need to make up at least one third of the membership of the board (3.14). 

13. We believe that people from a wide-range of backgrounds are able to make a real contribution as non-executive directors (3.15).

14. Separation of the roles of Chairman and Chief Executive officer is to be referred, other things being equal, and companies should justify a decision to combine the rules (3.17). 

15.  Whether or not the rules of chairman and chief Executive officer are combined, a senior non-executive director should be identified in the annual report, to whom concerns can be conveyed (3.18). 

16. Companies should set up a nomination committee to make recommendations to the board on all new board appointments (3.19). 

17. All directors should submit themselves for re-election at least every three year, and companies should make any necessary changes in the Articles of Association as soon as possible (3.21). 

18. Names of directors submitted for re-election should be accompanied by biographical details (3.21). 

19. There should be no fixed rules for the length of service or age of non-executive directors, but there is a risk of their becoming less efficient and objective with length of service and advancing age, and board should be vigilant against this (3.22). 

20.  It may be appropriate and helpful for a director who resigns before the expirty of this term to give an explanation (3.23).

Directors Remuneration 

21. We urge caution in the use of inter-company comparisons and remuneration surveys in setting levels of directors, remuneration (4.4). 

22. We do not recommend further refinement in the Greenbury code provisions relating to performance related pay. Instead we urge remuneration committees to use their judgement performance related pay. Instead we urge remuneration committees to use their judgement in devising schemes appropriate for the specific circumstances of the company. Total rewards from such schemes should be excessive (4.7).

23. We see no objection to paying a non-executive director’s remuneration in the company’s shares, but do not recommend this as universal practice (4.7). 

24. We consider that boards should set as their objective the reduction of directors’ contract periods to one year or less, but recognize that this cannot be achieved immediately (4.9).

25. We see some advantage in dealing with a director’s early departure by agreeing in advance on the payments to which he or she would be entitled in such circumstance (4.10).

26. Boards should establish a remuneration committee, made up of independent non-executive directors, to develop policy on remuneration and devise remuneration packages for individual executive directors (4.11).

27. Decisions on the remuneration packages of executive directors should be delegated to the remuneration committee; the broad framework and cost of executive remuneration should be a matter for the board on the advice of the remuneration committee (4.12). The board should itself devise remuneration packages for non-executive directors (3.14)

28. The requirement on directors to include in the annual report a general statement on remuneration policy should be retained. We hope that these statements will be made more informative (4.15).

29. Disclosure of individual remuneration packages should be retained; but we consider that this has become too complicated. We welcome recent simplification of the Companies Act Rules; and we hope that the authorities concerned will explore the scope for further simplification (4.16). 

30. We consider that the requirement to disclose details of individual remuneration should continue to apply overseas based directors of UK companies (4.17). 

31. We support the requirement to disclose the pension implications of pay increases which has been included in the Stock Exchange Listing Rules. We suggest that companies should make clear that transfer values cannot meaningfully be aggregated with annual remuneration (4.19).

32.  We agree that shareholder approval should be sought for new long-term incentive plans (4.20). But we do not favor obliging companies to seek shareholder approval for the remuneration report (4.21).

Shareholders and the AGM 

33.  We recommend pension fund trustees to encourage fund managers to make a ling view in managing their investments. 

34. We believe that institutional investors have responsibility to their clients to make considered use of their votes, and we strongly recommend institutional investors of all kids, wherever practicable, to vote the shares under their control. But we do not recommend that voting should be compulsory (5.7). 

35. We suggest that the ABI and the NAPF should examine the problem caused by the existence of different and incompatible shareholder voting guidelines (5.8). 

36.  We recommend that institutions should make available to client, on request, information on the proportion of resolutions on which votes were casts and non-discretionary proxies lodged (5.9). 

37. We encourage companies and institutional shareholders to adapt as widely as possible the recommendations in the report developing a winning partnership (5.11). 

38. Companies whose AGMS are well attended should consider providing a business presentation at the AGM, with a question and answer session 95.14a). 

39. We recommend that companies should count all proxy votes and annexure the proxy to shareholder resolutions, proxies and corporate representatives (5.14b).

40. We hope that the DTI will soon be able to implement their proposals on the law relating to shareholder resolutions, proxies and corporate representatives (5.16).

41. We consider that shareholders should be able to vote separately on each substantially separate issue; and that practice of ‘bundling’ unrelated proposals in a single resolution should cease (5.17). 

42. The chairman should, if appropriate, provide the questioner with a written answer to a significant question which cannot be answered on the spot (5.18). 

43. The decision on who should answer questions at the AGM is one for the chairman; but we consider it good practices for the chairman of the audit, remuneration and nomination committees to be available (5.10).

44. Companies should propose a resolution at the AGM relating to the report and accounts (5.20). 

45. Notice of the AGM and related papers should be sent to shareholders at least 20 working days before the meeting (5.10). 

46. Companies may wish to prepare a resume of discussions at the AGM and make this available to shareholders on request (5.22).

47. We commend the practice of some companies in establishing in-house nominess, in order to restore rights to private investors who use nominess, and we note that the DTI and the Treasury are considering changes in the law for the same purpose (5.25). 

48. Each company should establish an audit committee of a least three non-executive directors, at least two of them independent (6.3). We do not favour a general relaxation for smaller companies, but recommend shareholders to show flexibility in considering for smaller companies, but recommend shareholders to show flexibility in considering cases of difficulty on their merit (6.4).

49. We do not recommend any additional requirements on auditors to report on governance issues, nor the removal of any existing prescribed requirements (6.7).

50. We suggest that the bodies concerned should consider reduction from 10% the limit on the proportion of total income which an audit firm may earn from one audit client.

51. We suggest that the audit committee should keep under review the overall financial relationship between the company and its auditors, to ensure a balance between the company and its auditors, to ensure a balance between the maintenance of objectivity and value for money (6.9). 

52. We recommend that the word “effectiveness” should be dropped from point 4.5 in the Cadbury Code, which would then read: “The Directors should report on the company’s system of internal control”. We also recommend that the auditors should report on internal control privately to the directors, which allows for an effective dialogue to take place and for best practice to evolve (6.12).

53. Directors should maintain and review controls relating to all relevant control objectives, and not merely financial controls (6.13). 

54. Companies which do not already have a separate internal audit function should from time to time review the need for one (6.14). 

55. The requirement on directors to include a ‘going concern’ statement in the annual report should be retained (6.18). 

56. Auditors are inhibited from going beyond their present functions by concerns about the law on liability. Accounts should be taken of these concerns by those responsible for professional standards and in taking decisions on changes in the law (6.19). 

Annex “B”

South Africa: King Committee

Summary of Recommendation

1. The code shall apply to all the affected corporations.

2. The recommendations should become a listing requirement for companies on the main board of the Johannesburg Stock Exchange. 

The affected corporations should include in their annual reports a statement by the directors or officer as the case may be that the company or entity supports has applied the principles of “The Code of Corporate Practices and Conduct”. Any departure from the Code should be disclosed and the reasons therefore stated. 

3. A non-executive director should be independent in the sense that they are independent of management and do not have any benefits from the company other than their fee. This is not intended to exclude persons being appointed as non-executive directors who have a contractual nexus with the company for reward or to prevent as non-executive directors from acquiring shares in the company by means independent from the company.

A non-executive director who is independent in the above sense would comprise: 

· A director manager of the company’s holding company or major investor who has no executive responsibilities in the company. 

· A former executive director who is no longer employed on a full time basis but nevertheless is capable of giving valuable input to the board arising from his past experience. 

· A senior executive director of major listed subsidiaries and associates of the holding company who has no executive responsibility in the holding company.   

4. The term served by a non-executive director should be determined by the board and it should be the duty of the chair to ensure that any non-executive director who is not contributing to the decisions of the board, should not be re-elected and if necessary should be requested to resign and if he refuses, to remove him from the board.

5. To carry out its functions the board must meet regularly. How regularly or at what intervals must be determined by each board having regard to its company’s own special circumstances. A board should however, meet at least once a quarter.  

6. Each appointment on board should be a matter for the board as a whole and such nomination committees are not recommended. 

7. Whilst recognizing he shortage of trained and experienced people to be appointed directors in South Africa and even if the chair is an independent non-executive directors of sufficient caliber that their views should carry significant weight in board decisions. 

8. The board must retain full and effective control over the company. The board should have a definition of materiality on matters. A technical or executive sub-committee of the board may have to be appointed to investigate the matters of technical nature. 

9. The affected corporations should employ a competent and qualified company secretary or contract with a professional organization to render company secretariat services. The board should be entitled at the affected corporation’s expense to seek independent professional advice about the affairs of such corporation.

10. An executive director’s service contract should not exceed five years in duration and if a longer period is required it should be subject to the approval of the shareholders.

11. There should be a separate full and clear disclosure of the total of executive directors and non-executive directors earnings broken down into headings such as fees salary share options benefits, bonuses, etc. Director’s remuneration including that of the non-executive directors, should be the subject of recommendations to the board by a Remuneration Committee with the majority of its members (including the chair) being non-executive directors. The affected corporation should have remuneration Committees. 

12. The directors should make a statement that the financial statements are their responsibility; and the auditor is responsible for reporting on the financial statements. 

13. The directors should make a statement that the financial statements fairly present the state of affairs of the company. 

14. The directors should make a statement that an effective system of internal control is being maintained. 

15. The directors should state that there is no reason to believe that the business will not be a gong concern in the year ahead and if there is reason so to believe it must be disclosed and explained. 

16. The board should establish an Audit Committee with the majority of its members (including the chair) being non-executive directors with written terms of reference confirmed by the board. The head of internal audit, the external auditors or audit partner and the financial director should be invited to attend audit committee meetings.

17. The companies Act should be amended to require that interim reports should be subject to audit review.

Source:
Extracted from: Agenda for Change by Syed Masoud Ali Naqvi, FCA, “The Pakistan Accountant” official organ of the Institute of Chartered Accountants of Pakistan, Karachi, November 1998, Appendix, PP 105-08.  

Annex “C”

Pakistan: Code of Corporate Governance

	Cause Reference 
	Brief Description
	Manner of Enforcement 
	Effective Data

	(i)
	Representation of independent non-executive directors, including those representing minority interest, on the Board of Directors of listed companies 
	Voluntary
	When next election is due 

	(ii)
	Filing of consent by directors 
	Mandatory
	When next election is due

	(iii) & iv)
	Qualification and eligibility to act as a director 
	Mandatory
	When next election is due

	(v)
	Election/nomination of broker on the Board of Directors 
	Voluntary
	When next election is due

	(vi)
	Tenure of office of directors
	Mandatory
	Immediate

	(vii), (viii) & (ix)
	Responsibilities powers and functions of the Board of Directors
	Mandatory
	July 01, 2002

	(x), (xi) & (Xii)
	Meetings of the Board of Directors 
	Mandatory
	Immediate

	(xii)
	Significant issues to be placed for decision by the Board of Directors 
	Mandatory
	July 01, 2002

	(xiv)
	Orientation courses
	Mandatory
	July 01, 2002

	(xv)
	Appointment and annul of CFO and Company Secretary
	Mandatory
	July 01, 2002

	(xvi) & (xvii)
	Qualification of CFO and Company Secretary
	Mandatory
	Immediately for new Appointment

	(xviii)
	Requirement for CFO and Company Secretary to attend Board meeting
	Mandatory
	Immediate

	(xix)
	The directors’ report to shareholders
	Mandatory
	For accounting periods ending on or after June 30, 2002

	(xx), (xxi), (xxii) & (xxiii)
	Frequency of financial reporting 
	Mandatory
	For accounting periods ending on or after June 30, 2002

	(xxiv) & (xxv)
	Responsibility for financial reporting and corporate compliance 
	Mandatory
	For accounting periods ending on or after June 30, 2002

	(xxvi)
	Disclosure of interest by a director holding company’s shares 
	Mandatory
	Immediate

	(xxvii)
	Auditors not to hold shares
	Mandatory
	Immediate

	(xxviii)
	Corporate ownership structure 
	Mandatory
	July 01, 2002

	(xxix)
	Divestiture of shares by sponsors controlling interest 
	Mandatory
	July 01, 2002

	(xxx), (xxxi), (xxxii), (xxxiii) & (xxxiv)
	Audit Committee 
	Mandatory
	July 01, 2002

	(xxxv) & xxxvi)
	Internal Audit
	Mandatory
	July 01, 2002

	(xxxvii), (xxxviii), (xxxix) & xl)
	Appointment of external auditors 
	Mandatory
	When next appointment of auditors is due

	(xli)
	Rotation of external auditors
	Mandatory
	When next appointment of auditors is due

	(xlii)
	Appointment of a partner or employee of the external auditors in a key position within the listed company
	Mandatory
	Immediate for new appointments 

	(xliii)
	Management letter issued by external auditors 
	Mandatory
	For accounting periods ending on or after June 30, 2002

	(xliv)
	Attendance of external auditors at Annual General Meeting 
	Mandatory
	For accounting periods ending on or after June 30, 2002

	(xlv) & xlvi)
	Compliance with the Code of Corporate Governance
	Mandatory
	For accounting periods ending on or after June 30, 2002
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