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A
A and B shares
It is a basic tenant of shareholder democracy that each share has one vote and all votes are equal, however some companies make a distinction between shares using this nomenclature. Usually this is done to raise capital where the controlling interest in the business maintains that control through the A shares and the fresh capital is raised through the subordinate B shares.  Alternatively, different shares could have different dividend rights, or specific priority in the event of a winding up or be restricted to certain people, for example of a specific nationality.

ABI
The Association of British Insurers
Accountability
The directors of a company have accountability for the performance of a business to its shareholders and this is exercised through the Directors’ Annual Report and Accounts and the Annual General Meeting. In the UK since 1948, Directors’ accountability has been extended through disclosure of specific financial information and since the Companies Act 2006, that responsibility has been extended from shareholders to a range of stakeholders of the business, including customers, suppliers, employees, the local community and the wider national interests. In Scandinavian countries and in Germany, this is wider still with employee representation on boards.
Accountancy and Actuarial Disciplinary Board
This is the UK’s independent, investigative and disciplinary body for accountants and actuaries. Operating and administering and independent disciplinary scheme, it covers the main UK accountancy bodies:

· Association of Chartered Certified Accountants

· Chartered Institute of Management Accountants

· Chartered institute of Public Finance and Accountancy

· Institute of Chartered Accountants in England and Wales

· Institute of Chartered Accountants in Ireland

· Institute of Chartered Accountants in Scotland
The Board is part of the UK’s Financial Reporting Council.
Accounting Standards Board

The ASB has issued the UK’s accounting standards since 1990. It collaborates with the standard setting bodies of other countries and the International Accounting Standards Board to influence the development of those standards and to ensure that its standards are consistent with international ones. The board is part of the UK’s Financial Reporting Council.

Added-value Chain

To satisfy customers, make profits and grow, businesses must add value to their goods and services. This is explained in the Value Chain model, which provides strategic insight into the core competencies of a business and how these are used to generate margin through its differentiation from its competitors and competitive advantage. Therefore it can provide insight to new strategies such as acquisition, outsourcing or strategic alliance to gain economies of scale, to spread risk or enhance development.
Advisory Boards

A concept that was vogue in the 1980’s where companies created panels that advised holding company boards of specific areas of (usually geographical) interest, usually made up of influential people from that area. Although non-exec in nature, these panels often made “recommendations” (decisions) that were not necessarily in the interests of the group as a whole. Companies found that consultants could provide more independent, objective and cheaper advice.

Age of directors

Whilst nowadays this is caught up in age discrimination legislation, there are circumstances where the appointment of a director is limited by age. Typically, age can be set by law (70-75 in most countries) although this can be changed by the shareholders), by the Articles of Association or by the listing rules of a stock exchange jurisdiction. Outside directors tend to be older than executive directors.
Agency Theory
A theoretical approach to corporate governance with statistical resonance:
“Agency theory involves a contract under which one or more persons (the shareholders) engage another person (the directors) to perform some service on their behalf which involves delegating some decision making authority to the agent. If both parties to the arrangement are utility maximisers, there is good reason to believe that the agent will not always act in the best interest of the principal.”
Ergo, since directors act in their own interests and not in the interests of the shareholders, a system of checks and balances is needed. There is anecdotal evidence for this, based on aggregated published data with rigorous insight. However the practicalities of this are more complex; board behaviour is not set by contractual relationships but by interpersonal behaviour, group dynamics and political intrigue. Also there is an alternative, stewardship theory, which asserts that directors act responsibly with integrity and independence.
Agenda
 3 approaches, and which one depends on board style:

· Routine, where the meeting follows the pattern of the previous meeting – apologies, approval of previous meeting minutes, matters arising, substantive content, any other business

· Chairman-led, where the Chairman determines agenda, setting optimal time for discussion

· Professional chairman approach where the Chairman seeks advice on the agenda, usually from the company secretary or other directors
Alternate director
Sometimes the Articles of Association allow for the appointment of alternative directors. These are used where, due to the disparate nature of the business, not all directors can get to every board meeting. The alternative is appointed to stand in their place, with all of the rights, duties and responsibilities that this entails.
American Depositary Receipt
A vehicle for foreign companies obtaining listings on a US stock exchange. In return for a fee, an investment bank issues an ADR, and holds a matching of real shares in the foreign company.

Annual General Meeting
A properly convened meeting of the voting shareholders of a company. Part of the formal corporate governance of the company, it is the opportunity for the directors to demonstrate their accountability to the owners. Statute requires certain things to be decided at the AGM – (re)appointment of auditors and directors and the approval of the annual report and accounts and the proposed dividend. The detailed rules concerning notice and voting are set out in the Articles of Association. Some small companies are allowed, following a vote by the shareholders, to dispense with the need to hold an AGM.

Articles of Association (AofA) 
The formal set of rules by which a company is run. It’s a document registered with Companies House on incorporation and is an important part of corporate governance, and so directors need to be aware of their contents, particularly with regards to what can and cannot be done by the company. The AofA can be changed by the members at an ordinary meeting.
Asian Values
Business and governance practices rooted in strong work ethic, a commitment to saving and a family-centric culture (Asian values) are used to explain the success of Asian business. An opposite view, crony capitalism, is used to explain the negative aspects of Asian performance.

Associate Director

A title afforded to senior managers who are not formal board members, often seen as a performance reward or status recognition. However, even though they may not be statutory directors, third parties can assume them to be so if they reasonable think that they are so.

The Association of British Insurers
A body that represents the collective interests of the British insurance industry, it takes a high corporate governance profile by monitoring corporate activities by measuring them against codes of good corporate governance conduct and advising on shareholder activism and proxy voting. It has issued guidelines on the information its members would like to receive from companies in which they invest and their research has established a link between company performance and good corporate governance. See also the National Association of Pension Funds.
Audit
Companies are required to have an audit by external, independent auditors who report to the shareholders that the annual report and accounts presented to them by the directors show a true and fair view of the state of the company’s affairs. Some jurisdictions require quarterly accounts to be audited and others do not require an audit of very small companies.
Audit committee
A board sub-committee through which issued raised during the course of the audit can be raised with the directors as well as other aspects of the important relationship between the board and the auditor without the proximity of powerful executive directors such as the CEO or CFO. Audit committee members are made of non-executive directors, meet 3-4 times each year, receive the auditors recommendations for the improvement of internal controls and usually negotiate the audit fee.
All codes of corporate governance recommend audit committees and they are a condition for listing on the NYSE. Scandals over the years have resulted in calls for more powerful audit committees, potentially resulting in a European Two Tier Board structure. Some commentators criticise this as interfering with management’s legitimate responsibilities.

Auditing Practices Board
Established in 2002, this body leads the development of auditing practice in the UK and Republic of Ireland by establishing high standards of auditing, meeting the needs of the users of financial information and ensuring public confidence in the auditing process. The APB forms part of the UK’s Financial Reporting Council.

Auditors

Formally appointed by the shareholders (but recommended by the Board or the Audit Committee), auditors form an important part of the corporate governance framework. Auditors report on whether the annual report and accounts of the business form a true and fair view, and where they don’t the auditors can qualify their opinion in the audit report. Where shareholders disagree with this opinion, the auditor can be subject to legal action from shareholders; usually this arises because the company has failed and the auditor is the final (insured) resort – Deep-Pocket Syndrome.
Auditors are appointed independent of the company and its management, however high-profile cases have questioned this independence, particularly where the auditor generates fees for other work in excess of the audit fee itself or where members of the auditors staff leave the audit firm and join the client’s staff, particularly at partner level. Some authorities recommend that after leaving an audit firm, a partner should wait for 2 years before joining a client and others cite auditor rotation as getting around the problem.
Aufsichtsrat
The upper supervisory board of the German two-tier board has half of its members drawn from shareholders and half from employees, so it represents a “partnership” between labour and capital.
B
B Shares
See A and B shares and dual voting rights.

Backdoor listing
See shell company.

Big four
There are 4 global accounting firms that audit almost all global corporations – Deloitte, KPMG, Ernst & Young & Pricewaterhousecoopers. A number of government and regulatory bodies have been reviewing the implications of this dominance under competition policy and the possible effect of one of the going out of business.

Board assessment
Management assessment is a routine practice in most large companies, but the most significant organ of the company – the board – has been subject to assessment only very recently. Today, most corporate governance regimes call for the assessment of the capability of the board and its committees as well as the performance of individual board directors. The following questions go to the heart of board performance assessment (see board development):
· How does the board define its role and duties?

· How does the board priorities its responsibilities?

· How effectively does the board monitor company performance?

· Does the board have sufficient independence to perform its duties properly?

· Does the board have the right mix of skills to achieve its goals?

· Does the board have the right size and structure?

· Does the board oversee auditing functions to minimise risk?

· How does the board best structure and use its nomination committee?

· What is the board’s role in determining director and executive compensation?

· How does the board conduct CEO appointment and succession planning?

· Are the board’s decision-making processes effective?

· Does the board have a process for evaluating whether it’s achieving its goals?

· Can the board make course corrections if necessary?

· Does the board communicate effectively to investors?

Board corporate governance policies
Increased focus on corporate governance has led companies to articulate and sometimes to publish them. For examples, General Motors include guidance on:
· Selection and composition of the board

· Board membership criteria

· Selection of new directors

· Extending the invitation to a potential new director to join the board

· Resignation policy relating to majority voting for directors

· Director orientation and continuing education

· Board leadership

· Selection of Chairman and Chief Executive Officer

· Chair of the directors and corporate governance committee
· Board composition and performance

· Size of the board

· Mix of management and independent directors

· Board definition of what constitutes independence for directors

· Former chairman and chief executive officer board membership

· Directors who change their present job responsibility

· Limits on outside board membership

· Meeting attendance

· Term limits and retirement age

· Board compensation

· Loans to directors and executive officers

· Share ownership by non-employee directors

· Executive sessions of independent directors
· Role of the presiding director
· Access to outside advisors

· Assessing the board’s performance

· Ethics and conflicts of interest

· Confidentiality

· Board’s interaction with advisors, institutional investors, press, customers etc

· Board’s relationship to senior management

· Regular attendance of non-directors at board meetings
· Board access to senior management

· Meeting procedures

· Selection of agenda items for board meetings

· Board materials distributed in advance

· Board presentations

· Committee matters

· Board committees

· Committee performance evaluation

· Assignment and rotation of committee members

· Frequency and length  of committee meetings

· Committee agenda

· Leadership development

· Formal evaluation of the chairman and chief executive officer

· Succession planning

· Management development
The most important factor governing a successful board is the quality of the board itself – board meetings must not be solemn affairs and there is no absolute magic formula. Every company has its own culture and metabolism and different types of business require separate types of management style and approach from the board.
Board development
Businesses have a tendency to outgrow their boards: successful board in the past does not guarantee success in the future. As the strategic situation facing a company changes, new thinking and perhaps new people are needed, yet few boards have plans for director succession and development and even fewer have a strategy for board development to ensure that the board evolves in line with proposed changes in overall corporate strategy.
If a board can motivate managers, it will bet the best out of them. If it cannot stand up to the chief executive and his cronies over their pay, then it will struggle to control then when they want to buy this dud rival or diversify into that dead-end business.

Board meetings
Boards of directors can meet when and where they want, subject to anything in the Articles of Association. Some boards have few meetings, either because the directors meet regularly on an informal basis so that the board meetings become an occasion for formalising decisions taken or because the activities of the company do not require more meetings. Professional boards however usually has a schedule of regular meetings, often monthly (see board styles).
Board performance
Compared to the past, shareholders, particularly institutional shareholders, have increasingly higher expectations of the boards of companies in which they invest. Boards need to establish criteria for their own performance, monitor their achievements and take remedial action when necessary.

Board structures
At its simplest, board structure distinguishes those directors who hold management positions in the company and those that don’t – executive directors and non-executive or outside directors (NED’s). A further distinction can be drawn between the NEDs that are genuinely independent of the company (other than holding their directorship and possibly a non-significant shareholding) and those who, though not employees, are in positions that might affect their independence and objectivity (see independent director).
The following diagram structures a business where all of the directors are members of the management team, not all members of the management team are board members and there are no outside board members – the all-executive board:
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Typically, this structure is adopted by:

· Start-ups and family-owned businesses
· Subsidiaries of public companies

· Large Japanese companies

The drawback of this structure is that the board monitors and supervises its own performance, requiring the directors to wear the 2 hats – as managers of the functional parts of their parts of the business and as directors responsible for the governance of the business; they should not wear their manager’s hat in board meetings.

The next stage is for the appointment of non-executive directors but with a majority of executive directors, as shown in the diagram below. As companies evolve, boards appoint NED’s for different reasons:

· In private companies, there may be a need for additional expertise, knowledge or skills to supplement those of the executive directors
· Where there are outside financing interests, they may be appointed as nominees for that investor (note that these directors still owe a duty of care to the company)

· To secure relationships with customers or suppliers or others in the added-value chain
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In listed companies that adopt the “Anglo-Saxon” model, it’s usual for the board to comprise of a majority of NED’s:
[image: image3.png]



However, once there’s a majority of NED’s, some would argue that the board is no longer a unitary board for the purposes of the governance process and that it is moving towards the power structure of a two-tier board:
[image: image4.png]



The important thing is how boards work, what they do and how they behave rather than how they are structured and what sort of committees are employed.
Board styles
The Chairman influences how the board goes about its business most of all, and so boards vary enormously in style, however these influences can be summarised as the extent to which directors are concerned for their interpersonal relationships at board level and their tough-minded concern for the work of the board:

[image: image5.emf]Concern for board relations

Country-club board Professional board

Rubber stamp board Representative board


· Country club board: boards where issues take second place to interpersonal relationships are often old-established (often family) companies that have been successful in the past. Meetings often have rituals with legends, myths and boardroom icons. Meetings follow the same pattern, long-established traditions revered and innovation discouraged
· Professional board: a proper concern for equal consideration of relationships and issues is based on sound leadership from the Chair. Discussion is tough-minded but with mutual understanding and respect between board members.
· Rubber stamp board: where either variable is deemed important, meetings are a formality and in fact may not take place because one person dominates and takes decisions for themselves or because key players see each other frequently and decisions are taken in the management context. Sometimes, these are “letter box” or off-shore companies
· Representative board: these boards are representative since often directors represent the interests of different shareholders. The board behaves much like a parliament of diverse interests, with issues becoming politicised and discussions adversarial with importance attributed to balance of power.
Bullock Report
This resulted from an enquiry into industrial democracy initiated in the 1970’s in response to the EU 5th Directive requiring member states to adopt the German style two-tier board structure. The report rejected the requirements of the directive but instead recommended that companies adopt work councils to achieve worker representation. Business interests were highly critical of both the Directive and the Report.

Business roundtable
An association of US CEO’s interested in corporate governance. Following Enron, it published the “Principles of Corporate Governance”, suggesting that successful governance needed a CEO of integrity and a strong and ethical “tone at the top” set my senior management. It recommended a code of conduct that enable employees to report potential misconduct without fear of retribution, principles largely superceded by the Sarbanes Oxley Act.
C
Cadbury Report

Concern about audit and regulatory issues following high profile corporate collapses in the 1980’s led to the establishment of this committee. To avoid potential domination of companies by overpowerful chief executives or overenthusiastic senior managers, it recommended:

· Wider use of independent non-executive directors
· The introduction of audit committees
· A separation of roles between the Chairman and the CEO
· The use of remuneration committees
· The adherence to a detailed code of best practice

The code requires that all UK listed companies report to shareholders on their governance practices under the threat of delisting for non-compliance. Contrary views:
· Recommendations lacked teeth. Delisting would disadvantage the very people that the report set out to protect, the shareholders

· NEDs would erode the unitary board concept (the report made them very powerful) as it would go too far towards the two-tier approach

The proposals were ultimately incorporated into the UK Combined Code.

CalPERS
The California State Employees Pension Fund set the trend for shareholder activism in the US and now focuses on international corporate governance, publishing its set of global principles in 1996:

“All markets should develop an appropriate code of best practice, by which directors can regulate themselves,. Such a code should be representative of the best governance practice in the market”.

These markets included Germany and Japan where it argued that changes were necessary if these countries were to attract overseas capital. The Fund lost money in Enron.

Catalyst
One of the roles a director can play (see conformance roles).

Cecil King Clause

1968: in line with its Articles of Association, the board of International Publishing removed its Chairman, Cecil King. Many Articles now include such clauses, sometimes requiring unanimity, sometimes not. Some argue that it is still difficult to remove underperforming directors because to achieve the necessary support, directors have to declare their position, which could in turn out their own tenure in jeopardy.
CEO
The chief executive officer is the top member of the management hierarchy. This US term is used globally in preference to the UK equivalent, Managing Director. In unitary boards, the CEO is typically a member of the board; in the US, the CEO is also the Chairman of the board (duality), contrary to most codes of best practice in corporate governance.

CfD

See Contract for Difference
Chaebol
South Korea: a large conglomerate group of companies dominated by family interests formed after World War II with government involvement. Control based on small shareholdings using cross ownership in small companies. Recently, the government has sought to reduce their power by requiring them to divest some of their interests, but with little success before the 1997 financial crisis. Since, they have found it difficult to complete with other Asian producers because of their tradition of lifetime employment and militant trade unions, so change has been forced upon them.
Chairman
Strictly, the Chairman is the Chairman of the board, not the Chairman of the company. Subject to the Articles of Association, the directors appoint one of their number to chair meetings. There are few statutory requirements of the role and so a range of styles can be found:

· Manage meetings, arrange the Agenda, steer discussions and ensure they reach a conclusion

· Figurehead for the company, influencing strategic direction, managing the board, being concerned with membership, the workings of committees and overall performance as well as chairing meetings.

The UK Institute of Directors believes that holding several Chairman positions is undesirable. Duality is a much discussed subject. Women tend to hold the position of Chairman only in governmental and not-for profit sectors

Chairman’s casting vote
Some Articles of Association provide that the Chairman has an additional vote should the votes of the members or directors result in a tie. Particularly useful if a business is structured so that a tie is possible.
Chinese Corporate Governance
With Marxism, ownership is not a basis for power, even though many businesses are floated on Chinese stock exchanges as state-owed enterprises (SOES). Typically, the state owns the majority with a small minority. The State-Owned Assets Supervision and Administration Committee (SASAC) overseas all state-owned companies, making it the world’s largest institutional stakeholder. Sometimes it acts in the interests of the state to avoid unacceptable economic and social stresses such as unemployment, bankruptcy, corruption, financial pressures on the state economy and undesirable competition. SASAC exercises control over the appointment of senior executives and independent directors in SOES, and in some industries, the state regulates prices.
The China Securities Regulatory Commission (CSRC) regulates corporate governance in the SOES and the securities market. Its unique for of corporate governance requires a main board with at least 1/3 independent directors, an audit committee, a supervisory board with employee, shareholder and state representatives and a Chairman who is a member of the relevant Communist Party committee. In practice, supervisory boards wield little power over the decisions of the main board.
The corporate governance regime in Hong Kong is distinct from China having been based on UK law and being the most advanced in Asia. Most quoted on the HK stock exchange, other than mainland Chinese companies, are family companies. Although the code requires a minimum of 3 NED’s, the secretive, authoritarian and family-centric approach to business does not lend itself to such structures and most see little value in NEDs.
Circuit breaker
Points in trading in stock markets that suspend trading should the market fall a certain distance, giving time for reflection, avoiding panic selling and prevent prices going into freefall.

Classified boards
See staggered boards
Closely held company
A private company in which the shareholders and directors are effectively the same people and where many of the corporate governance checks and balances required to protect the rights of shareholders (the separation between ownership and management) are unnecessary. In some jurisdictions, such companies are exempt from some audit disclosure and filing requirements.

Coalition building

See games directors play.
Codes of best practice
Corporate governance practices came under review following corporate failures in the 1980s being blamed on poor board-level practices. Various reports came to the fore in several countries based on perceived good practice rather than rigorous research into the likely effect. Now there are several times on the subject, including the UK’s Combined Code, those from the Commonwealth Secretariat, the World Bank and the OECD.
Co-determination
A continental European governance process that ensures that significant corporate decisions are taken in partnership between labour and capital, for example the supervisory board in the two-tier system has equal numbers of shareholder and employee representatives and under the Maastricht Treaty, the Social Chapter requires that large multinationals establish works councils to inform and consult with employees about strategic changes affecting employment.
Combined Code
This code of best practice has been adopted in the UK, combining recommendations of the Cadbury, Greenbury, Hampel and Turnbull Reports. Adoption is a requirement for listing on the London Stock Exchange or otherwise state the reasons for non-compliance. Criticisms of the code include its alleged lack of effectiveness and transparency criteria, failing to set targets for directors and not requiring board chairmen to have relevant knowledge and experience of the company’s industry.
Commonwealth Principles for Corporate Governance
In 1999, the Commonwealth Secretariat and the World Bank published 15 principles for corporate governance intended to improve its quality in Commonwealth member states:

· Exercise leadership, enterprise, integrity and judgement in directing the corporation so as to achieve continuing prosperity for the corporation and to act in the best interests of the business enterprise in a manner based on transparency, accountability and responsibility.

· Ensure that through a managed and effective process board appointments are made that provide a mix of proficient directors, each of whom is able to add value and to bring independent judgement to bear on the decision-making process
· Determine the corporation’s purpose and values, determine the strategy to achieve its purpose and to implement its values to ensure that it survives and thrives, and ensure that procedures and practices are in place that protect the corporation’s assets and reputation

· Monitor and evaluate the implementation of strategies, policies, management performance criteria and business plans

· Ensure that the corporation complies with all relevant laws, regulations and codes of best business practice

· Ensure that the corporation communicates with shareholders and other stakeholders effectively

· Serve the legitimate interests of the shareholders of the corporation and account to the fully

· Identify the firm’s internal and external stakeholders and agree a policy or policies determining how the corporation should relate to them

· Ensure that no one person or blick of persons has unfettered power and that there is an appropriate balance of power and  authority on the board which is, inter alia usually reflected by separating  the roles of CEO and Chairman and by having a balance between executive and non-executive directors
· Regularly review processes and procedures to ensure the effectiveness of its internal systems of control so that the decision-making capacity and the accuracy of its reporting and financial systems are maintained at a high level at all times

· Regularly assess its performance and effectiveness as a whole and that of the individual directors, including the CEO.

· Appoint the CEO and at least participate in the appointment of senior management, ensure the motivation and protection of intellectual capital intrinsic to the corporation, ensure that there is adequate training in the corporation for management and employees and a succession plan for senior management

· Ensure that all technology and systems used in the corporation are adequate to properly run the business and for it to remain a meaningful competitor

· Identify key risk areas and key performance indicators of the business enterprise to monitor these factors

· Ensure annually that the corporation will continue as a going concern for its next fiscal year

Company

See joint stock limited liability company.

Company limited by guarantee
A type of corporate entity in which guarantors agree to subscribe to the extent of their guarantee given on incorporation, should the company be wound up. This form of company is adopted by not-for-profit organisations such as academic and educational bodies, cultural and sports organisations or welfare or charitable bodies. Often the amounts guaranteed are nominal and do not expose the members to significant financial exposure. In the joint stock limited liability company, shareholders liability is limited to the extent of their equity stake. Whatever the structure of the equity holding, corporate entities require good governance. 
Company Secretary

An officer of the company who can, potentially, make an important contribution to the board, as suggested in the Cadbury Report:
The company secretary has a key role to play in ensuring that board procedures are both followed and regularly reviewed. The Chairman and the board will look to the company secretary for guidance on what their responsibilities are under the rules and regulations to which they are subject and on how those responsibilities should be discharged. All directors should have access to the advice and services of the company secretary and should recognise that the chairman is entitled to stribg support of the company secretary in ensuring the effective functioning of the board.

In the US, the responsibilities of the equivalent, the Corporate Secretary, include:
· Organising meetings of the board, board committees and shareholders

· Maintaining the corporate and shareholder records and liaising with the securities markets

· The primary liaison  between the corporation’s directors and management

Depending on jurisdiction, the company secretary must be / need not be a real person and in others they are not required at all.

Where a company secretary is an officer of the company, he is empowered to make representations and to enter into contracts on the company’s behalf.

Confidante
A role that a director can play in conformance roles. 
Conformance roles
There are two principal set of roles that every unitary board of directors and governing body must fulfil: the conformance roles involving executive supervision and accountability and the performance roles, involving strategy formulation and policymaking. Many of the codes of best practice in corporate governance emphasise the conformance roles and under-emphasis the performance roles. The main conformance roles include:
· Judge. Directors playing this role are able to make an objective assessment of a situation. This can be a vital contribution of outside directors who have the opportunity to see board matters from an external and independent point of view. Such an objective evaluation of senior management performance can overcome the tunnel vision sometimes found in those too closely involved with the situation or the myopia brought on by being personally affected by the outcome

· Catalyst. The role is played by a director who is capable of questioning the board’s assumptions, causing change in others’ thinking. Catalysts point out that what appears to be an incontrovertible truth to some board members, is in fact , rooted in questionable beliefs that others have about the company, its markets, its competitors etc. they highlight interferences masquerading as facts and indicate when value judgements rather than rigorous analysis, are being used in board deliberations. Most valuably, catalysts stimulate the board’s discussions with new insights and ideas.

· Supervisor. The whole board is responsible for the monitoring and supervision of executive management. But the call for NEDs, for a separation of the role of Chairman from CEO, and for the use of audit, nomination and remuneration committees emphasises the value of the supervisor role of outside directors.

· Watchdog. Directors casing themselves in this role see themselves as the protector of the interests of other parties, such as shareholders or more often a specific interest group. Representative or nominee directors invariably find themselves in this position, as they look out for the interests of the party who put them on the board. This might be a major investor for a director on the board of an American or British listed company, the employees for a director of a German supervisory board, or the keiretsu group interests for a director on the board of a major Japanese company (see Japanese corporate governance). Each director  has a duty to be concerned with the interests of the company as a whole (that is with the interests of all the members without discrimination), so the watchdog role should be applied with care

· Confidante. Some directors may find themselves acting as a sounding board for other directors, the CEO or the Chairman; a trusted and respected counsellor in times of stress or uncertainty; someone to share concerns with about issues (often interpersonal problems) outside the boardroom. The political process at board level inevitably involves the use (sometimes abuse) of power so the confidante can make a valuable contribution. But it is vital that he or she commands the trust of all directors, otherwise the problem may be reinforced rather than resolved.
· Safety valve. It is a legitimate role for directors to act as safety valves in times of crises to release the pressure, prevent further damage and save the situation. A classic example would be when the company has run into financial problems, management performance has deteriorated and the CEO has to be replaced; another might be where the company faces an unexpected catastrophe. The sensible and steadying counsel of a wise member of the board could save an otherwise disastrous situation.

Contact person
One of the roles that a director can play in performance roles.
Contract for Difference
A form of equity derivative to allow speculation on the movement in a share’s price without owning the share. The contract for difference (CfD) requires payment of the difference between the current price and the price at some future date. CfD’s carry no voting rights, although there have been cases where owners of CfD’s tried to influence a company’s board as though they carried such rights.
Cooking the books

Once the preserve of overenthusiastic accountants, the falsification of records and the manipulation of financial results have reached the boardroom in some prominent companies. Directors of the following companies were all involved in what some of them euphemistically called “aggressive earnings management!” and others saw as financial manipulation:
· Enron: an apparently highly successful US energy trader engineered a set of special purpose entities which took massive debts off its balance sheet

· Worldcom: a massive US telecoms firm, capitalised $3.8bn of maintenance costs, which should have been charged against profits, as fixed assets to be written off over time

· Elan: an Irish pharmaceutical group that sold the rights to royalties to companies it had created with the option to buy them back at inflated prices

· Schroders: a respected financial institution in the City of London overstated profits by £11m by incorrectly recording fee income on bills to clients of its funds management firm

Boards can come under pressure to misrepresent their results from institutional investors looking for profit growth and executives wanting share price rises to cash in their share options. 
Core Competence / Capabilities
The hidden strengths of a business that the directors call upon during strategy formulation. Unlike the more obvious resources that a company has, such as its portfolio of products, its finances and its organisational characteristics, core competences reflect the knowledge in the organisation and its learning capability. A core competence in a financial institution might be its strength in handling derivatives, in a software house its experience in networking applications or in a motor manufacturer its knowledge of electronic controls. Some refer to core competences as core capabilities, broadening the definition to include, for example, the ability of an entertainment company to deliver its video product over cable television, or of a retail chain store to access its suppliers directly by satellite-based electronic data interchange.
Recently, strategic thinking in western companies has emphasised the benefits of identifying the core competencies and capabilities of the firm and building on them to the exclusion of all else. This includes not only the divesting conglomerate businesses, unrelated to the core activities, but also outsourcing other fluctuations so that both financial and management resources  can be concentrated on the activities that are crucial to the company’s strategic performance. Largely, Asian companies do not share their enthusiasm for concentration, seeing business more as a series of trading opportunities, which enable transient networks or inter-trading entities to be created, often with cross-holdings and cross-directorships.

Core values
A statement, typically approved at board level, of the underlying beliefs of a company has about itself and its relations with those involved with it. The core values of a passenger transport company might include statements that it is dedicated to safety, customer service and cost-effective travel, whilst providing rewarding career opportunities and job satisfaction for staff and a reasonable reward for its investors. The articulation of core values can influence the process of strategy formulation and policy making, not least because it defines the playing field, the games that are to be played and the rules by which the company intends to operate. (see also mission statement and sustainable development).

Corporate entity

 The development of the corporate concept in the middle of the 19th Century enabled massive capital formulation, dramatic industrial development and wealth creation around the world. Previously, the only way in which to organise business was a sole trader or partnership, in which, oif the business failed, the debtor when to prison and his family to the poorhouse. The joint stock limited liability company enabled a legal entity to be incorporated with an existence separate from its owners, whose liability for the company’s debts was limited to their equity stake. Such a corporate entity can contract, sue and be sued independently of those who have provided the capital. A dramatically simple and superbly successful concept originally, the notion of corporate entity has now become complex, with many different types of corporate structures, many forms of financial instruments and complicated international corporate networks.
The rise of the modern corporation has brought a concentration of economic power which can compete on equal terms with the modern state – economic power versus political power, each strong in its own field. The state seeks in some aspects to regulate the corporation, while the corporation, steadily becoming more powerful, makes every effort to avoid such regulation.
Corporate Governance

Corporate governance is the exercise of power over the corporate entity and the process by which companies are directed and controlled, as all corporate entities need to be governed as well as managed. The structure, membership and processes of the governing body, typically the board of directors in a joint stock limited liability company are central to corporate governance, as is the linkage between the board and the senior management, and the relationships between the auditors, regulators and other stakeholders.
Corporate governance and corporate performance
See Association of British Insurers
Corporate governance policies
See Board corporate governance policies
Corporate governance ratings
Various organisations have rating systems and keep scorecards on companies’ performance. These include institutional investors such as CalPERS and Hermes investment Management and investing firms such as Davis Global Advisors in the US and PIRC in the UK. Broadly, markets pay a premium for shares that are will rated in their corporate governance policies and practice.

Corporate mentoring
Proposals for making corporate management more accountable to a company’s shareholders, to increase stock returns, control CEO pay, and balance profits with social goals by encouraging minority shareholders to use their voting rights. Following warnings about self-serving directors, financial analysts pushing shares and less than independent auditors, the founder of the project proposes the use of proxy advisory firms paid for by the company, that would give independent voting advice to shareholders.
Corporate planning
An analytical and professional approach to the board’s performance roles. Growing competition around the world during the 1960s meant that firms could no longer sell all they could produce. A market-orientated professionalism began ro emerge. Management consultants offered analytical tools such as portfolio analysis, product mapping, scenario building, SWOT analysis and value chain analysis. Corporate planning departments were created and directors were drawn into the strategic thinking process.
Corporate senate

Modelled on the successful Spanish Mondragon worker co-operatives, Shann Turnbull applied the concept to public companies that he has formed in Australia. He suggests that “most corporations in the English-speaking world are essentially corrupt because their unitary board structures concentrate on conflicts of interest and corporate power”. His alternative is a dual board structure with a corporate senate with not more than three members elected on the basis of one vote per shareholder (not per share). The senate has no proactive power, just the right to veto where it feels the board has a conflict of interest (see also shareholder democracy).

Corporate social responsibility
Recognising the social and environmental impact of corporate activities when making decisions, sometimes called “corporate citizenship”. Some companies report social and environmental measures, to indicate the full impoact of the company’s activities, this is known as the triple bottom line (see also ethics and sustainable development).

Whatever the social responsibility gurus may say, business is a force for food in itself: it’s most useful contribution to society is making profits and products. Philanthropy no more canonises the good businessman than it exculpates the bad.
Corporate strategy
See Strategy formulation
Corporate veil

A legal phrase emphasising that a veil effectively surrounds a company whose shareholders have limited liability which creditors cannot pierce in pursuit of their debts. In common law jurisdictions this even applies to subsidiary companies that are wholly owned by a parent company which controls their activities: the holding company may walk away from its subsidiary’s debts. In other jurisdictions, including Germany, creditors may pursue their debts up the corporate chain of dominating companies in a group, thus piercing the corporate veil.

Corporatisation

See privatisation.

COSO Report
See Treadway Commission
Country Club board
A board style in which directors are more concerned with board rituals, their interpersonal relationships and the board culture than with tough-minded decision-making.

Crony capitalism

It was suggested that the economic shocks that hit East Asia in late 1997 were caused by corporate governance based on close links between directors and members of government, the ruling elite or business associates, rather than on sound business logic. This contrasted with the alternative  explanation of pervious business success based on Asian values
Cronyism
See games directors play.

Cross-directorship
See interlocking directorship
Cross-holding
The holding of voting shares by one company in another. The practice us prevalent in East Asia where many companies build networks of alliance and share risk. Cross-directorships are often found where there are cross-holdings of shares. Some jurisdictions prohibit a subsidiary company holding shares in its parent, so that the device cannot be used to prevent a hostile takeover bid and thwart the market for control (see also Japanese corporate governance).

Crown jewels
A takeover defence used by some boards targeted in a hostile takeover bid in which they contract with another part to licence or acquire a right in significant company assets. The aim is to reduce the attractiveness of the company to predators. The terms of such an arrangement often allow the other part to buy out the company at a predetermined price should the takeover materialise or obtain damages in lieu.

D

D&O Insurance
See Directors and Officers Insurance
Deep-Pocket Syndrome
With financial distress or insolvency there is little point in creditors or shareholders suing the company. Instead, they are better off suing someone covered by indemnity insurance such as directors or auditors for them to pay that which they are legally entitled to from the company (see also directors and Officers Insurance and litigation).
Dematerialisation
The process of replacing the title to shares traditionally recognised with hard copy share certificates by electronic means, enabling the electronic transfer of title without the cumbersome tracing, handling and exchanging of pieces of paper. In an electronic share transfer system, shareholders give their authority to a company-sponsored share nominee

Descent from heaven
Amakaduri, Japanese fro descent from heaven refers to the practice prevalent in some major Japanese companies of appointing retiring bureaucrats from the regulatory bodies to well-paid sinecures, including directorships, when they retired. The same process can be seen in other countries including France where members of the grandes ecoles fraternity move readily from government to corporate service (see regulatory capture).

Dictum Meum Pactum
“My word is my bond”, the motto of the old London Stock Exchange. A quaint reminder of a world now gone, replaced by one in which weasel clauses are written into contracts to avoid responsibility agreements are ignored or renegotiated, and parties are sued as necessary.

Director

A director is a member of the board of directors formally nominated and appointed by the shareholders in a properly convened meeting of the company in accordance with its articles of association. Some people may have a job title including the word director without being formal members of the board. Such titles are often given as rewards or to add status to executives in dealing with the outside world. Such directors, unless they hold themselves out to be actual directors, have none of the rights and responsibilities of legally appointed directors (see associate director).
Directors and Officers Insurance
The need for personal indemnity by directors against the threat of litigation has become important in many parts of the world as directors find themselves subject to legal challenges. Legal action by shareholders and others alleging malfeasance, breach of duty, negligence or other actions in damages actions companies, their boards, their auditors and particularly against individual named direcots has been increasing. Directors and office insurance policies provide protection against claims for damages, including the costs of fighting such actions, typically called B&O insurance, these policies should not be confused with E&O insurance, which protects against errors and omissions in contracts. In some jurisdictions directors have to pay their own premium since, it is argued, a company may not use its own funds to protect its directors from their own negligence.
Directors’ contracts
The Greenbury Report criticised the practice of giving directors rolling contracts of 3 or more years and proposed that they should run for no more than a year. This meant that directors who performed poorly and were replaced did not receive a massive golden handshake on the termination of a long-term contract. However, the basis of contracts for CEOs remains a subject of debate in the US and the UK, particularly where incompetence sometimes seems to be richly rewarded (see directors’ remuneration).

Directors’ duties

Company law sets out the following:

Compliance and loyalty
· A director must exercise powers honestly and for their proper purpose and in accordance with the company’s constitution and decisions taken lawfully under it.
· Subject to that requirement, he must (so far as practically possible) exercise powers in the way that he believes in good faith is best calculated in the circumstances, taking account of both the short and long terim consequences of his acts, to promote the success of the company for the benefit if its members as a whole.
· The circumstances to which he is to have regard for that purpose include, in particular (as his duties of care and skill may require):

· The company’s need to foster its business relationships, including those with its employees and suppliers and customers for its products and services;

· The impact on its operations on the communities affected and on the environment; and

· Its need to maintain a reputation for high standards of business conduct

Independence of judgment

· A director must not (except as lawfully permitted under the company’s constitution) restrict his power an exercise an independent judgement

· But this does not prevent him doing anything to carry out an agreement entered into an accordance with its duties

Conflict of interest
A director must not:

· Authorise, procure or commit the company to enter into any transaction in which he has an interest unless the interest has been disclosed to the relevant directors to the extent required under the Companies Act; or

· Use any property, information or opportunity of the company for his own or anyone else’s benefit, nor obtain a benefit in any other way in connection with the exercise of his powers, unless he is allowed to make such use or obtain such benefit by the company’s constitution, or the use  or benefit has been disclosed to the company in general meeting and the company has consented to it.

Fairness
A director must act fairly as between the company’s members.

Care, skill and diligence
A director must exercise the care, skill and diligence which should be exercised by a reasonably diligent person with both the knowledge, skill and experience which may reasonably be expected of a director in his position and any additional knowledge, skill and experience which he has
Directors’ liability

A misunderstood topic. Unlike shareholders, directors’ liability is not limited by incorporation of a joint stock limited liability company. Directors are not automatically liable for the debts of the company, provided that they have not acted negligently o0r made it appear that they accepted personal liability. But a director can be personally liable for the firm’s debts if he or she knew that the company was insolvent or allowed it to continue to trade. Disqualification from serving as a director can result (see disqualification of directors). Also, directors can be fined if they mislead auditors or fail to file various documents with the companies’ registrar.
Directors’ remuneration
A hot topic. For some years, institutional investors in the US and UK have been challenging the remuneration packages available to some directors, particularly when they seem to reward failure. In the Netherlands, Norway and Sweden, shareholders have a binding vote on directors’ remuneration; in the UK, the shareholders vote is advisory and non-binding; in the US, shareholders struggle to have the issue included on the proxy form. Today, the UK Combined Code requires a remuneration committee made up of independent non-executive directors and whose chairman should respond to questions from shareholders at the AGM, that the annual reports should include names of all directors and their rewards, that contracts last no more than a year to avoid excessive golden handshakes and that share option schemes for directors should be linked to long-term corporate performance.
However, the code has not reduced claims of excessive remuneration, sometimes for failure on a massive scale. The Association of British Insurers and the National Association of Pension Funds have issued guidelines on directors’ remuneration:

· The responsibility for setting directors’ contracts lies primarily with the remuneration committee

· In lined with the Combined Code, contracts should be set with reasonable notice periods

· Boards should make sure that executives show leadership by aligning their financial interests with those of the company

· The level of remuneration received by senior executives already factors in the risk associated with their role. Boards should ensure that contracts do not include additional financial protection in the event of poor performance leading to termination

· The remuneration committee should carefully consider the commitments (including pension contributions and all other elements) that directors’ terms of appointment would entail in the event  of early termination
· Directors contracts should ensure that severance payments arising from poor corporate performance should not extend beyond basic salary

· Companies should disclose clearly they key elements of directors’ contracts on their website and summarise them in the remuneration report

· Companies should fully disclose in the remuneration report the constituent parts of any severance payments and justify the total level and elements paid

(See directors’ remuneration report and remuneration racheting).

Directors’ remuneration report
Quoted companies must publish directors’ remuneration reports and put them to shareholder vote at the AGM and contain:

· Details of the members of the remuneration committee and anyone who advised it.

· A statement of the company’s policy on directors’ remuneration for the future
· Details of individual directors’ remuneration, giving details of the performance criteria in incentive schemes, pensions and retirement benefits, their service contracts; and

· A line graph for the past 5 years showing how the company’s performance has compared with competitors’.

Although shareholders vote on the report, the outcome remains advisory. However, the withdrawal of exceedingly generous remuneration proposals, following opposition from a significant body of shareholders suggests that the idea of shareholders influence can work.
Directors’ Annual Report and Accounts
Almost all company law jurisdictions now require directors to submit regular reports and accounts to all shareholders (the exceptions are generally tax havens such as the British Virgin Islands). The form and content of such reports and accounts have been progressively widened and sharpened through company law and by regulatory requirements.
Disclosure

Directors have a fiduciary duty not to make a secret profit out of their position as a director. For example, a director or a close member of his family might be involved with another company which was bidding for a contract or have a personal interest in a company being considered for acquisition. Any such interest must be disclosed before the director takes part in any board decision-making on the matter. The Chairman and fellow directors can then decide on the appropriate action, such as asking the director to leave the meeting, not participate in discussion or having noted the interest, allowing participation in the decision-making. Directors should make sure that any interest declared is minuted, in case there is a subsequent legal challenge.
Disqualification of directors
Most company law jurisdictions provide for the disqualification of directors if they are unfit to serve. Causes include theft, fraud, failure to meet the requirements of companies’ legislation, or running a company that has trading whilst insolvent and without a reasonable change of paying its creditors.

Divide and rule

See games directors play
Dominant director
Sometimes a director reflects the entrepreneurial drive of one person, often the founder. In such cases, the dominant director often overshadows the board, though directors are able to offer advice which might be heeded. But although dominant directors may take their companies to the highest  levels of achievement, unless they can cope with the succession problem, they will ultimately fail. Unfortunately, experience suggests that dominant directors have great difficulty in working with a potential successor.
Dual listed company

Two companies, each of which is separately listed, linked by agreement into a group.

Dual voting rights
Some jurisdictions forbid companies issuing classes of share with different voting rights. Some stock exchange listing rules also forbid them. Where they are allowed, shares with different voting rights can be used to preserve the overall power of a founding family or other incumbent interests when issuing additional shares threatens to dilute their control of the company (see also A and B shares).
Duality

One of the continuing debates about the unitary board is whether the roles of chairman and CEO should be separate or combined. In the US, most listed companies combine the roles, giving considerable power to the head of the company. In the UK the Cadbury Report advocated separation and in Australia they are usually separated,. The arguments in favour of splitting the roles are that two heads are better than one and, more importantly, that duality provides essential checks and balances. Shareholders, particularly if there are minority interests, may find that a dominant leader who is both chairman and CEO has no one to keep him under control. The alternative view is that single-minded leadership can produce better performance. Research into the alternatives seem to show that under single leadership a company can do better, at least for a while, but where the subtle relationship between the chairman and the SEO works well, major companies thrive better in the longer term. An extension of the duality agreement is whether a CEO should ever be appointed Chairman after retirement; it often happens. Proponents talk of retaining his experience, but newly appointed CEO’s more typically fear that their predecessor may not be able to let go of the managerial ropes when occupying the chairmanship.
Due diligence
The process of making sure that a company’s prospectus of similar description of a company’s worth is accurate, not misleading and prepared with care. Usually carried out by a form of accountants, due diligence is an essential prerequisite of issuing shares, privatisation and valuing companies.

Duty of care

Most legal systems impose on directors a duty to exercise reasonable care, diligence and skll in their work, through statute, case law or regulation. Directors are expected to bring to their director-level responsibilities the degree of caer that could reasonably be expected, given their qualifications, know-how and experience. The interpretation of what constitutes reasonable care obviously depends on the background of the individual. If a director were a qualified accountant, engineer or lawyer, the degree of care would take some qualifications into account. But even if directors have no such qualifications, the standard of professionalism how expected of them throughout the world is significantly higher than it was few years ago. Courts can act if fraudulent or negligent behaviour is alleged or where there are apparent abuses of power or suppression of the interest of minority shareholders. For example, courts will give a ruling if it is alleged that the directors have negotiated a contract that is detrimental to the interest of the minority. But broadly, courts will not act to second-guess board-level business decisions taken under circumstances of normal commercial risk, should they subsequently prove to have been ill-judged.
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Empire building
See games directors play
Employee director

See working director
Employee representation

See working director
Employee share ownership

Employee share ownership is sometimes advanced as a means of ensuring employee commitment. Instead of capital hiring labour, employees use capital. The governance processes of such companies typically involve employee nominated members. Employee share ownership plans (ESOP) are most advanced in the US, partly because US tax laws allow ESOPs generous tax reliefs. In the UK, the John Lewis Partnership is the most frequently cited example of employee ownership.

Enterprise risk management

See risk management.
Ethical funds

Investment finds, such as mutual and unit trusts, run by institutional investors, dedicated to investing in companies that meet certain ethical criteria, such as providing environmental benefits or not trading in weapons, polluting processes or deforestation. Thus far, such funds wield little power other than raising awareness. ,
Ethics

As markets and business have become global and more open to international scrutiny, more attention has been paid to corporate ethics. Well-publicised financial scandals across the world, such as Enron, HIH Insurance and Maxwell, have focused the spotlight on corporate social responsibility. Environmental tragedies, such as Union Carbide’s plant explosion in Bhopal which killed and mained many people, or the Exxon Valdez oil spill in Alaska, sharpened this focus. Increasingly, public opinion demands that boards of directors exercise considerable powers for good or harm with responsibility and in the interests of the many who can be affected, rather than solely in the interests of shareholders and short-term bottom line. Understandably, some directors feel that their hob is to make sure that the company is profitable, while obeying the law, and that if a society wants companies to behave in a specific way it must pass legislation to that effect. But ultimately, a directorship is a position of trust, demanding absolute integrity, including the ability to make moral judgements, recognising the broader and longer-term societal interest that can be affected by board decisions, and distinguishing the company’s interest from personal interests.

The European Union has rejected a regulatory approach to corporate social responsibility, emphasising instead its voluntary nature. But it does encourage companies to include social and environmental information  in their annual reports through a set of voluntary guidelines. The UK’s Companies Act 2006 requires boards to be aware of the social and environmental impact of their decisions (see also sustainable development).
Ethics codes

Some boards publish a formal code of ethics for their company to supplement their core values and reinforce more informal understanding that typically exists in companies about “the way things are done around here”. The UK-based Institute of Business Ethics provides guidelines.

European Company

The EU permits companies that operate in more than one EU country to be incorporated in the EU rather than in a single state. Known by the Latin phrase Societas Europaea, such companies may adopt a unitary board or the two-tier board model of corporate governance.

European Corporate Governance Institute
The institute aims to improve governance through fostering independent scientific research and related activities. Formerly the European Corporate Governance Network, it has academic, corporate and ordinary members, the board comprising 11 members, 6 academic and 5 non-academic.

Executive chairman
Sometimes used to describe a board chairman who works full-time in the post, more often the title disclosed a combination of the chairman and CEO roles (see duality).

Executive Directors
Executive directors are board member who are also employed by the company in a management capacity. As executives such directors are employees of the company, with rights and duties under employment law. As directors , however, they are responsible like all other directors under company law as the law makes no distinction between types of director. One of the major challenges to an executive director is to be able to separate the two roles: on the one hand, to perform as a member of the senior management team running the enterprise, and on the other to be a member of the board, jointly responsible with the other directors to see that it is being run well and in the right direction.
Executive supervision
The monitoring of management performance throughout the company is one of the principal elements of the board’s activities. With a unitary board, particularly if the executive directors are in the majority or dominate board proceedings, objective monitoring and evaluation of executive performance may be diluted, so strong chairmanship of the board is then needed. With the supervisory or two-tier board structure, this responsibility falls to the upper, supervisory board. However many unitary boards devote the greater part of their time and effort to this function, with their board papers mainly reporting financial results and recent operating data. Consequently, such a concentration on the compliance and conformance role of the board allows less time for the performance role and responsibilities.
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Family companies
A company in which members of a family exercise control, either because a majority of the voting shares are held by family members or because family interests exercise sufficient influence over affairs to control board membership. Most family companies are closely held companies, but public companies can also be family companies. Typically problems arise when professional managers have to be brought in to supplement family members, particularly if one branch of the family continues to run the company and another does not. To overcome inevitable differences of opinion, some authorities recommend the creation of a family council, separate from the board of directors, to reconcile differences between family members before the matter is considered at a board or shareholders meeting.
Family council
A device for overcoming the difference that arise in family companies. Some family members will be involved in the management of the business and will look to plough profits back into the business whereas others that are not involved will look for dividends and may be concerned about the expense of employing the executive directors. Another conflict can occur where 2nd and 3rd generations expect to provide the senior management whereas the company really needs to recruit professional managers.
FASB

See Financial Accounting Standards Board
Fat cat
This label has been applied to directors in both the US and UK whose remuneration appears to be excessive in terms of the contribution to the company. Golden Handcuffs, golden handshakes, golden hellos, golden parachutes and share options have all been used as evidence of excessive rewards, particularly when see as rewarding failure (see directors’ remuneration)
Fiduciary duty
Directors in most jurisdictions are expected to act with honesty, integrity and candour towards their company, in particular towards the interests of its shareholders. The fiduciary duty is to the company as a whole, to both majority and minority shareholders. This can be difficult for a nominee director who has been elected to safeguard the interest of the nominating shareholder, or where a dominant parent company exercises power over its subsidiary even through there are minority outside shareholders. Common law based on the Commonwealth allows directors to determine the best interests of the whole company, subject to the right of appeal to the courts. Directors of companies incorporated in the US owe specific fiduciary duties to any minority shareholders. In other words, the primary duty of a director is to act honestly in good faith, giving shareholders equal, sufficient and accurate information on all issues affecting their interests. The underlying (and universal) principle is that directors should not treat a company as though it exists for their personal benefit (see also duty of care).
The 7 principals of public lifem drawn up by Lord Nolan, chairing a committee of the great and the good, to guide British government, are highly appropriate to directors fulfilling their fiduciary duty:

· Selflessness – holders of public office should serve the public interest, not seek gains for the friends

· Integrity – they should no place themselves under financial obligation to outsiders who might influence their duties

· Objectivity – they should award public appointments and contracts on merit

· Accountability – they should submit themselves to the appropriate scrutiny

· Openness – they should give reasons for their decisions

· Honesty – they should declare conflicts of interest

· Leadership – they should support these principals by personal example.

Figurehead

On of the roles a director can play (see performance roles).

Filibustering
See meeting manipulation
Financial Accounting Standards Board
The organisation that sets generally accepted accounting principles in the US. After Enron, the FASB was attacked for insisting on standards that are too detailed, allowing companies to stay within the rules but evade the spirit of accounting principles to provide a true and fair view.

Financial analysts

See investment analysts
Financial engineering
See cooking the books
Financial Reporting Council

The independent regulator responsible for promoting confidence in corporate reporting and governance in the UK.  The FRC promotes high standards of corporate governance by maintaining an effective combined code on corporate governance and promoting its widespread application, influencing EU and global corporate governance developments and encouraging constructive interactions between company boards and institutional shareholders. The FRC has a number of constituent bodies – the Accountancy and Actuarial Disciplinary Board, the Accounting Standards Board, the Auditing Practices Board, the Financial Reporting Review Panel, and the Professional Oversight Board
Financial Reporting Review Panel
Ensures that the annual accounts of public companies and large private companies comply with the requirements of the UK Companies Act and applicable accounting standards. The panel can ask directors to explain apparent departures from the requirements and tries to persuade them to adopt a more appropriate accounting treatment. Failing voluntary correction, the panel has the power to seek revision of the accounts through a court order. The panel is part of the UK’s Financial Reporting Council.

Financial Services Authority
An independent, non-governmental body given statutory powers by the Financial Services and Markets Act (2000) to regulate the financial services industry in the UK. The FSA claims to have a risk-based rather than a rules-based approach. In 2000 it took over the responsibility forlisting companies from the London Stock Exchange and publishes the Listing Rules (previously known as the Yellow Book. The FSA is a company limited by guarantee, it is financed by the financial services industry and its board is appointed by HM Treasury.
Fund management
In managing their mutual funds, unit trusts and other investment products, institutional investors have the potential to play a significant role in corporate governance. Some commentators have callex on them to exercise their voting rights, acting as mediator on behalf of all the shareholders, policing recalcitrant boards, attacking excessive directors’ remuneration when necessary and generally supporting the creation of shareholder value. Others are less sure that institutional investors should be involved in such shareholder activism, pointing out that fund managers do not form a homogenous group (see shareholder power). At one extreme are funds which have a purely short-term orientation and at the other are relationship investors, who often seek a seat on the board. Between these  extremes are the majority of fund managers around the world.
G

GAAP
See Generally Accepted Accounting Principles
Games directors play
Although routinely presented as a serious, analytical and ratinoal process, boardroom behaviour is often intensely political, involving interpersonal rivalries, corporate power plays and networking skills. The games include the following:

· Alliance building. A power game played outside the boardroom for ensuring mutual support  within. It is closely allied with log rolling.

· Coalition building. Involves canvassing support for an issue informally outside the boardroom so that there is sufficient consensus when the matter is discussed formally inside the boardroom

· Cronyism. Supporting the director’s interests even though they may not be in the best interests of the company or its shareholders. For example, a director declares a personal interest in a contact in tender being discussed by the board; he might even leave the room for the discussion. However board members support his bid because of their relationship, even though it is not the most worthy. Cronyism is sometimes alleged to be the basis of corporate governance in Asia.

· Deal making. A classic game, usually involving compromise, in which two or more directors reach a behind-the-scenes agreement to achieve a specific outcome in a board decision.

· Divide and rule. A dirty game in which the player sees the chance to set one director against another, or groups of directors against each other. An issue in the financial accounts might be used, for example, to set the executive directors, the non-executive directors and the auditors against each other to achieve an entirely different personal aim
· Empire building. The misuse of privileged access to information, people or other resources to acquire power over organisational territory. The process often involves intrigue, battles and conquests
· Half-truths occur when if a director, while not deliberately lying, tells only one side of the issue in board deliberations

· Hidden agendas. These involve directors’ pursuit of secret goals to benefit their own empire or further their own career against the interest of the organisation as a whole

· Log-rolling occurs when director A agrees, off the record, to support director B’s interests for mutual support when it comes to matters of interest to A.

· Meeting manipulation
· Propaganda. The dissemination of information to support a cause. Seen more in relationships with shareholders, stock markets and financial institutions than in board-level deliberations. The regulatory authorities are likely to act if propaganda becomes excessive or deliberately false.

· Rival camps. A game played when there are opposing factions on a board in which hostilities, spies and double agents can be involved.

· Scaremongering emphasises the downside risks in a board decision, casting doubts about the situation so that the proposal will be turned down

· Snowing involves executive directors deluging an outside director seeking further information with masses of data. Confusing the situation and papering over any cracks

· Spinning. An art form developed at government level which presents a distorted view of a person or a situation, favourable to the interests of the spinner. In corporate governance, spinning can be carried out at the level of the board, the shareholders or the media.

· Sponsorship is support by one powerful director for another, usually for their joint benefit

· Suboptimisation. Occurs when a director supports one part of the organisation to the detriment of the company as a whole. Some executive directors suffer from tunnel vision because they are too closely involved with a functional department or a subsidiary company, and from short-sighted myopia because theu will be personally affected by the outcome. An independent evaluation of senioe management performance by outside directors can help overcome such problems.
· Window dressing. To produce a fine external show of sound corporate governance principles whilst covering up failures. Window dressing can also involve showing financial results in the best possible light whilst hiding weaknesses.

Directors with integrity and strong chairmanship will reduce the opportunities for game playing.
Generally Accepted Accounting Principles
US GAAP provide a detailed, legally orientated set of rules for dealing with various accounting situations including the valuation of leases, depreciations and share options. Before Enron, the US felt that its GAAP provided the best approach to measuring corporate financial performance. Since then, there have been moves towards convergence with international accounting standards, which emphasis basic principles of accounting rather than detailed and prescriptive rules and may be less amenable to different interpretations. In 2007, the Securities and Exchange Commission announced that if foreign companies with SEC registered securities used International Financial Reporting Standards issued by the International Financial Accounting Standards Board, they will no longer have to reconcile their accounts with US GAAP. The IFRSB has suggested that, in due course, US standards will move towards IFRS.
Generic Strategy
A description of the overall strategic stance of a business. For example, a company might focus on a specific niche in the market, adopting a high price strategy based on products differentiated by brand characteristics, quality or service; or it might base its strategy on volume, cost-efficiency and market positioning to compete on price with a low-cost strategy. Furthermore, in assessing  strategic options, a company might expand through internally generated growth and in local, regional or international markets, or adopt a genuinely global strategy locating procurement, manufacturing, assembly, sales and marketing, servicing and the provision of finance wherever commercially and strategically viable. Directors need to share a perception of their company’s generic strategies.

German corporate governance 

Public companies in Germany have a two-tier board governance structure: an upper, supervisory board (the Aufsichtsrat) and the executive board or committee (the Vorstand). Common membership of both bodies is prohibited. The supervisory board requires the executive board to presents its proposals and plans to it for comment and approval, then reviews and assesses the subsequent managerial performance. The power of the supervisory board lies in its ability to appoint and remove executives from the executive committee. In the co-determination process a close relationship between capital and labour is thought to be essential. Consequently, supervisory boards have equal representatives of both shareholders and employees. In 2002, the German Corporate Governance Commission launched a code of best practice (Kodex) which provided supervisory boards with more powers over management and external audit, required details of directors’ remuneration (including the criteria for performance-based rewards) and called for more timely information for investors. Not more than two former executives are allowed on the supervisory board. German companies must issue an annual statement, published on line, showing whether they have complied with the code and explaining any discrepancies.
Global corporate governance forum

An initiative of the World Bank and the Organisation for Economic Co-operation and Development (OECD) to promote improved corporate governance. The forum arranges round-table discussions and promotes the OECD principles of corporate governance.
Global reporting initiative
An international multi-stakeholder effort to create a common framework for voluntary reporting of the economic, environmental and social impact of organisation-level activity. The mission of the Global Reporting Initiative is to elevate the comparability and credibility of sustainability reporting practices worldwide. Businesses, accountancy, human rights, environmental, labour and government organiastions are active participants in the initiative (see sustainable development).

Global shares

Invented by the New York Stock exchange to facilitate the Daimler / Chrysler “merger” in 1998. The advantage of global shares over American Depositary Receipts is that they can be traded electronically around the world in many markets and multiple currencies. The Daimler/Chrysler shares began trading on 32 exchanges in 8 countries.
Golden Handcuffs
A term in directors’ contracts which binds them to the company for a given period for a substantial reward.
Golden handshake
A bountiful reward given to directors on the termination of their contracts, often negotiated when the contract was first signed. Such rewards are sometimes criticised because the extent of the handshake bears no relation to the contribution that the director has made to the company – sometimes the reverse (see also directors’ contracts and directors’ remuneration).
Golden hellos
A one-off payment made to a director as an incentive to join a company, typically recognising some of the benefits forgone by leaving the previous company and acknowledging the additional costs and risk involved in the move.
Golden parachutes
A device written into some directors’ contracts or offered on a potential takeover which enables them to float away from the company with exorbitant severance pay.

Golden share

A share in a company that gives overall voting power over that company to its owner, usually if something specific such as a takeover bid occurs. A typical case is a public sector business, such as a power, transport or telecommunications company which is privatised. The government holds the golden share to be able to prevent control passing to a foreign corporation. As business becomes more global, the use of golden shares is decreasing. Moreover, in 2002, the European Court of Justice issued a ruling limiting governments’ use of golden shares on the grounds that such shares acted as a restriction on the market for control.
Governing bodies
All corporate entities need to be governed and the governing body fulfils that need. In the case of a joint stock limited liability company, the governing body is typically the board of directors. In other corporate entities, it may called the council, the senate, the executive committee, even the governing body. Most of the ideas and insights of corporate governance can be applied to such bodies.
Governing director
A phrase used mainly in Australia to describe a director with dominant powers in a private company. Although the legislation requires such companies to have 2 directors, the statutes do not prevent companies from framing their Articles of Association to give all powers to one person: the governing director.

Green mail

Arbitrageurs who buy shares on the possibility of a takeover bid with the intention of bidding up the price to sell at a profit, or acquiring a sufficient stake to block the bidder and force one side or the other to buy the shares a a premium to obtain control, are indulging in green mail
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