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Corporate Governance Defined

and (other) 

stakeholders like 

creditors, employees, 

suppliers, regulators, 

auditors, rating 

agencies, media and 

the community......

Corporate governance refers to 

rules, regulations, and best 

practices which ensure that 

boards and management secure 

the rights of shareholders,

improve competitivenes, and 

enable access to capital in global 

markets
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Corporate Governance Defined
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Corporate Governance Pillars
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Corporate Governance Infrastructure/climate in a 

country

OECD,  Paris  - 1999  and  2004  update and 
the developments

5



Convergence In The Policies 

Divergence In Practices
Corporate Governance 

Practices 

USA ï New York Stock Exchange European Union Bahrain Stock Exchange 

Which companies Listed companies Listed companies Listed companies 

Corporate Governance Practices Mandatory Comply & Explain Comply & Explain 

Board Composition Majority of independent  members Sufficient number of Indepent Directors 

 

Half of a companyôs board should be non-

executive directors and at least 2/3 should 

be independent. 

If a company has a controlling 

shareholder, at least one-third of the 

board should be independent directors. 

Audit Committee Totally independent directors Non-executive or supervisory directors. At 

least a majority of its members should be 

independent. 

The board shall establish an audit 

committee of at least three members 

which shall all not include be non-

independent directors 

Nomination Committee Entirely of independent directors At least a majority of independent, non-

executive or supervisory directors 

The Committee should include only 

independent directors or, alternatively, 

only non-executive directors of whom a  

majority are independent directors and the 

chairman is an independent director 

Compensation/Remuneration 

Committee 

Entirely of independent directors Exclusively of non-executive or supervisory 

directors. At least a majority of its members 

should be independent 

The board shall establish a remuneration 

committee of at least three members. The 

committee should include only 

independent directors or only non-

executive directors of whom majority are 

independent 

Shareholder approval of 

compensation 

Shareholders must be given the 

opportunity to vote on all equity-

compensation plans and material 

revisions thereto 

Shareholders should be provided with a 

clear and comprehensive overview of the 

companyôs remuneration policy. 

The Remuneration Committee or the 

board should negotiate the remuneration  

package of each director on the 

understanding that it shall be subject to 

shareholder approval. 

Corporate Governance 

Guidelines/statement 
Listed companies must adopt and disclose 

corporate governance guidelines 
Companies should be obliged to disclose an 

annual corporate governance statement as a 

specific and clearly identifiable section of the 

annual report. 

The company shall disclose its corporate 

governance 

The board shall establish and adopt 

written corporate governance guidelines. 
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Website Requirement Listed companies must have and maintain a 

publicly accessible website 

 

Directive2006/46/EC 

Corporate governance statement which takes 

part in the annual report is published in the 

companyôs website 

A company should maintain a company 

website and communicate with 

shareholders by electronic methods. 

 

Certification requirements Each listed company CEO must certify to the 

NYSE each year that he or she is not aware of 

any violation by the company of NYSE 

corporate governance listing standards, 

qualifying the certification to the extent 

necessary 

 

Corporate Governance is regulated under the 

heading of modernization of company law and 

enhancement of corporate governance.  

 

Under this heading takes place,  Directorsô 

remuneration, responsibility of board members, 

independent directors and shareholder rights 

which are regulated either by directives or 

recommendations 

To encourage management accountability 

for the financial statements required by 

the directors, the companyôs CEO or CFO 

shall state in writing to the audit 

committee and the board that the 

companyôs financial statements present a 

true and fair view of the companyôs 

financial condition and results of 

operations in accordance with applicable 

accounting standards 
Annual accounts and consolidated 

accounts 
SOX and SEC regulations, and US 

GAAP 

Accounting directives puts responsibility for the 

financial statements and key-non financial 

information on the board 

The board shall have rigorous controls for 

financial, audit and reporting, internal 

control and compliance with law 
Related party transactions Each related party transaction is to be 

reviewed and evaluated by an appropriate 

group within the listed company involved. 

While the Exchange does not specify who 

should review related party transactions, the 

Exchange believes that the Audit Committee 

or another comparable body might be 

considered as an appropriate forum for this 

task 

Directive 2006/46/EC 

With the objective of bringing companies whose 

securities are not admitted to trading on a 

regulated market closer to companies applying 

the international accounting standards for their 

consolidated  accounts, disclosure should be 

extended to cover other types of related parties 

The company shall disclose related party 

transactions and approval process for 

related party transactions in the corporate 

governance disclosure 

Off balanced sheet arrangements  The commission proposes that all companies ï

listed or not ïshould disclose all off -balance 

sheet arrangements , including their financial 

impact, in notes to the annual and consolidated 

accounts. 

 

Internal control & risk 

management 

Sarbanaes-Oxley (SOX) 302 mandates a set 

of internal procedures designed to ensure 

accurate financial disclosure. Section 404 

requires management and external auditor to 

report on the adequacy of the companyôs 

internal control over financial reporting. 

Management is required to produce an 

ñinternal controlò report as part of each annual 

report. 

Directive 2006/43/EC 

Directive on statutory audit requires audit 

committee (or alternative body) of listed and 

other eligible public interest entities to monitor 

the effectiveness of the companyôs internal 

control, internal audit where applicable, and risk 

management systems.  

The board shall have rigorous controls for 

financial, audit and reporting, internal 

control and compliance with law 
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Increases Operational and 
Financial Efficiency

Improves Access to Outside 
Capital (equity financing)

Increases Market Value &
Lowers the Cost of Capital

Avoids Agency Cost & 
Management Entrenchment

Maintains Reputation and 
BuildsTrust

Adds to 

shareholder 

value

Increase 

competitives

Contributes to 

sustainability
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The assets under management of Institutional investors
are catching up with those of the banking system.

Institutional investors include;
¸mutual funds, 
¸pension funds, e.g. CalPERs ($176.4billion as of April 2009)

¸ insurance companies, and 
¸similar private institutions 

Assets Under Management
Insurance companies + pension funds = USD 30 trillion (2005),  

Insurance companies = USD 17 trillion, 
Pension funds = USD 13 trillion 

Role of Institutional Investors
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Country and Market Macro-Factors

Country Market

Political Stability Market Liquidity and

Volatility

Transparency Market Regulation/Legal

System/Investor Protection

Productive Labor Practices Capital Market Openness

Settlement Proficiency/

Transaction Costs
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Separate Country Factor and Market Factor Ranks

Country Factor Ranks Market Factor Ranks

1 Hungary 1 Chile

2 Czech Republic 2 Pakistan

3 Chile 3 South Korea

4 Poland 4 Israel

5 South Korea 5 Brazil

6 Taiwan 6 Hungary

7 Israel 7 Philippines

8 South Africa 8 Taiwan

9 Mexico 9 Thailand

10 Argentina 10 Poland

11 Philippines 11 South Africa

12 Brazil 12 Indonesia

13 Turkey 13 Czech Republic

14 Malaysia 14 Mexico

15 Jordan 15 Peru

16 India 16 India

17 Sri Lanka 17 Jordan

18 Peru 18 Egypt

19 Thailand 19 Morocco

20 Morocco 20 Russia

21 Indonesia 21 Turkey

22 Colombia 22 Malaysia

23 Russia 23 China

24 Egypt 24 Colombia

25 Venezuela 25 Sri Lanka

26 China 26 Argentina

27 Pakistan 27 Venezuela
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