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A necessary evil?

There are two points to consider in assessing the usefulness of corporate governance:

· It’s a necessary evil, just like auditors and employment laws

· It’s aimed at only a small, albeit important, group of people running a small number, albeit important, companies.

· It’s overly burdensome on businesses and their directors (particularly for non-executive directors who are supposed to know all that is going on and to “control” the executive directors)

The reports that make up the Combined Code are indicative of these, referring to the fact that it only applies to this narrow church, and indeed it’s something that’s imposed by the bureaucratic on the unwilling.
However, corporate governance doesn’t apply just to listed companies; it applies to ones that are not listed, private companies, companies limited by guarantee, partnerships etc. In addition, business grow, merge, raise funds from external sources, float, become private and disappear and at each stage have different corporate governance responsibilities. Perhaps one of the most challenging businesses for corporate governance is the family business.
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Characteristics

Whilst this defines corporate governance, its characteristics can be summarised as follows:

The application of an external standard to internal management processes
An external standard provides a shared framework for comparison, particularly if external financiers are looking to pick and choose between investments. Whilst codes set standards, they provide mechanisms for sharing good management and leadership practice – particularly important for fast changing and fast growing smaller organisations. Codes pass on the experience of those that have gone before so that the lessons of the past are learned and not repeated.
A way of holding management to account for their actions
This is based on the agency principle under which shareholders appoint directors as their agents and that as agents they will be tempted to act in their own interests whilst purporting to be acting in the interests of their principals, therefore they need to be held to account. By holding to account, the combined effort of managers will be greater than that achieved individually.
Structures that separate responsibilities, especially where conflicts of interest might otherwise arise
Internal controls seek division of duties and in the case of corporate governance, this is the separation of management of the company (by the CEO) from management of the board (by the Chairman) or by setting structures to avoid conflicts of interest (by sub committees of boards (see assessment of the board). Such conflicts are more likely to happen in private rather than listed businesses. For example, a CEO could be married to the FD, father of the sales director, major shareholder, trustee of a family trust that owns shares and of course he will be an employee.
Ensuring the identification and safeguarding of the interests of a wider group of stakeholders
Corporate governance draws management attention to, and obligates them to take account of, the interests of stakeholders that might not otherwise worry about. In a small business, the director / manager / shareholder is likely to be the same but their respective interests could be very different. But there are other stakeholder interests that the Companies Act 2006 now levies on companies, as outlined in the legal requirements of directors and the more complex the web of different stakeholders becomes, the more important becomes corporate governance. 
Ensuring independent expertise is introduced into decision-making processes at the very top of the organisation
The non-executive director represents an important aspect of corporate governance in that NED’s are an important independent challenge to the executive members of the board. The Higgs Report (2002), which is now enshrined in the Combined Code, was about the role of NED’s. For the smaller business, a NED will provide an inexpensive (compared to an advisor) source of:

· Experience, to ensure that in their battle with the day-to-day, the directors do not lose sight of the bigger picture
· Connections to the outside world and to stakeholder groups not represented in the business

· Greater objectivity into management decision making
· A first-line challenge to management’s thinking
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Key elements of corporate governance

Corporate governance defines the topic in different ways and the implications of these definitions help to understand the key elements:

· Objectives: what the organisation is for and how it discharges its objectives

· Finance: where it comes from, the uses to which it is put, and how the interests of the providers of finance are safeguarded
· People: particularly those of position and influence inside the organisation, and how they should relate to the organisation

· Stakeholders: other people and organisations, often not as close as those on the inside of the organisation, but keenly interested nonetheless, and the interrelationships that they have with the organisation, those within it and between each other.

· Rules: laws, codes of conduct and guidelines. Drafted (usually but not always) by external agencies to protect investors in listed companies, but being applied increasingly to a broader range of stakeholders in other sorts of organisation
· Performance measurement and management: how systems and structures are used to direct and motivate individuals in the organisation, both with and against their better judgement

· Values and culture in the organisation: intangible elements that influence how individuals within an organisation behave

· Transparency: the availability of information about an organisation and its performance, and the extent to which this information is shared inside the organisation and with the outside world, how much, how often and in what form

· Growth and complexity: recognition that the governance agenda changes as the organisation grows and grows up, and that one size does not fit all

· Structures and power: who should report to whom in an organisation and how. Different ways of structuring management. How power should be exercised and by whom and what checks and balances should be put in it.
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