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CORPORATE GOVERNANCE
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A number of initiastives under this broad haadiag are now In
train. They are reported Lo the Fresident s Stearing Praup
on Long=-Ternism ana Corporata Governance. All are relatad in
one way or anotber to the cobiective of ilmproving nhe
relationship betwesn companies and their shareholders,
eapecially the institutions.

Two of the wore significant ones have come Lrem Civy
agsociations, the Institutional Shareholdera’ Committos (i8¢
- & bedy composed of investment managers rnyzusantlng pension
funds, ;naurancp companies, unit trusts and investment
truata; and the Assoclation of British Insurers (ABI}. These
Lwo lnitiatives are ab root an attempt to codifly Che
attitudes of #natlnutlmnal investors Towards companies on &
nuwper of key issues. Whilst it wenlid be wrong oo think Lhat
investment managers Lo the thtxtutluns all accept evary word
of the documents they have izsued and will adopt or supposth
them in every detail, it is likely thay the tcxra will
influence how they cast their votes and more ganergily

conduct their re*aticﬂ hips with boavds of ¢¢3baﬂ companies.
The CBY Gmmpaniﬁs Commitiee has the vesponaibility for
&mfiuxrq the CBI's position on thess guestions angd would
welicome the visws of members hefore bringing a paper te the
f‘Bi G . " P
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Aftmr copsultaticn, the I8¢ publiszhed a Shatement ¢ f Hant
¥ ~iae on thiz issge in mid-dpril. Tt 13 being sent to the

ﬁhﬁxfmﬁﬁ of listed mam@mn;ﬁay inviting thew o aﬁwwﬁf KR
broad thrust and to depart from its LWGVAﬁlﬂ”3 enly in
special clircumstances. The IEC statement contains “he
folliowing main r“hbﬁ'ﬁnﬂmwluﬁﬂ“
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" The roles ol chaloman and chief sxecotive sheouid oot
aormally be comblned.
# Articles ok fnmmrpurat‘mm ghould provine Tt L i

ap well a® a piniomus nueber of diresctorz.

@ Non=executive directers should not, under novbal
Gixﬂﬂﬂﬁﬁﬂnnﬁ%, be wvifered participaticn lu share dptmmﬂ
sohumas nux should they be entitled to any compsngatioc
for loss of office.

@ Non=uxecutive directors should hold other directorships
in the same industry only with the approval of the
board.

¥ Service contracis should be approved by a compensation
commitlies.

& The compensation compittee should be asppointed by the
poard, consisbing aulpiy o mainly of non-execubtive
dleLwaﬁ, its composition should he disclosed in the
aunual rsport,

o

Brief bicgraphical detaile of esach dirsctor should be
aéf ouat in the annual report showing che director’s
relevant experience and soitablility.

Gu the advice of the Companies Committes and after diecuszion
at the March meeting of the President’s Committes, the COBY
haz welcomed this Statement as g contribubion to the
corporate governance debate, adding that, whilat there isp =&
glace for a statement of good practics, such a benchmark
would not automatically ensure success or prevent failure:
soma well-managed and successful companies do not adhere to
all oxr even most of the ISC recommendations; while moms
companies which adhered to them all have axperisnced trading
difficulties,

The CHL has also warned of the potential dxﬂawwﬂn*aqwa whioh
could result from proposals which suggest a bwoe-tier board
structure. There is a clear risk of thas where one group o
dirsctors 1s prescrxibed & role which sonsists of having a
supervigory or monitoring function over others. Bucsh 2
conceapt gWLLw ar without employes representation on tlier

board) appears in the Commission’s proposals for a Fifth

Company Law ulraa*xv and a Buropsan Coxpany wt&hmu&w Thes
GO belleves that structures of this kind are not compatihie
wihh Lhe UK s unitary koard system.

We hope that members of the President’s Committes would
support Lils pmaatxmn and urge that it should be ﬂmwnaguﬁ
where relevant in discussicos with institurtional investors.
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The remainder of this paper invites the Presidest’s Commities
tn look st some issuses the CRI needs to address in framing &
responsa to the ABI discussion decument (sSummiary attacned) an
the role of institutional shareholders. The ARL papar will

most probably go on toe the Y8C who wiil develop it and lssue
it as its own.

The ABI papsr proposaes that institutional sharsholders showlid
take a more sctive role in the companies in which they dnvest
and that communication should sxceed formal oechanisms, guoh
as the receipt of regulaxr reports and accounts apd attending
annial meetings. The paper alludes te the difficuities wf
commuaicating business plans which may contain
price-sensitive information ana the possibilicy of becoming
“insiders” under curcent proposais to enact the ED Direstive
on Insider Dealing into UR law (& concern that the UBL bas
put to the DTI).

the need for improved communicaticn betwsen the management of
a cogmpany and 1ts owners has heen a aurong LB mesgaus in
recent vears and this aspscot of the papex ig likely to be
wall received by the institutionz and corporate sector allke.

Potentially, institational sharehnldars have the ability to
exvercise a decisive infiuence on the boards of dire
should be in a position to ensure that the board fulfiia it
role. In practice, howaver, ingtituticens have not olalmed to
ba expert in the management of companies bub ther in the
salechion and management of investments. They consider thav
their primary responsibility, which is again stated in thu
ABT paper, L& to thelr own policyholders.

One major problem perceived in this situation is that a
significant proporticn of the investment funds of
institutional shareholders is indexsdy lo obher words,
investment is made in a basket of shares representing a Cross
gection of the market. 7This enwures thet the wpwegbmanc
nanager ruas Little risk of his fund under-performing against
rhe market. In other words, their portfcolio or investhenits
is often so broad that they cannot be knowlsdgeable abont the
affairs of each conpany in which they jovast.

Bearing in wind the CBI response to the ISC paper "The Hole
and Dutles of Dirvectors’ {(see pavagraphs & and 5 above)
mewers’ views would be welcome on the following:

4 Should the CBI gensrally support tne ABT dogument;



“*

The paper states that the institutions’ responsibillties
&8 shareholders are mnhgﬁmt to uvukrﬂd“mq chiigations to
those for whom nhey Luavest, ﬁihnuuﬂﬂ the legal
mbilgﬂt&ﬂh may be clear, Lhe plmmxem 15 it exists, @ay
be in how they interpret that objectivae. For sxemple,
members may wish to comment on bthe paper’s statement
that in the case of a cash takeover bhid 1t may be that
the institutions’ fiduciary responsibilivies cannot be
Lgnored.

The paper fails to mention heth the guality mnw guantily
of institutionsl avalysts, $Should the GBI make the
point that there 1s a need for an adeguats number of
ably trained and competent analvets if institubicns ars
to be in & positicn to take & ‘uwore active role Lo the
m@mpaHLEb in which they invest’., Will instirtutions be
willing and able to support the overiead costs 1DVOLVacy

It is proposed that instivutional invaators will oo
wigh to receive price-gengitive ilnformation and will
aceept 1t on an exceptioaal basis as the prive of a
Lman*me relaticaship. Should Mh@ CBI gquestion whather
this is a reasonsble position? In terms of developing
and s*rwwqﬁ%Pnlng Long-term relationships should
institutions pe more willing to become ‘lnsiders’? Tila

.

Ly made moere delicate becaunge of potentiasl difficultise
under imp@ﬂﬁiaq EC law of a proposed wider definition
"price-sensitive information” and the increasing risk

normal business activity falling withir this category.

Ara there any otner points that the CBY should make?




SUMMARY OF ABY DISCUSSION DOQCUMENT ATTRCHMENT

The nine principles of good praccice for Lagirouelonal

gsnaveholders sve:

L. Imstitutrional investors should encourazge vegular,
aystesatlic cougact a2t senior ewscucive Level For  the
purpases of an exchange of views and {aformssion on

S 4F 0 B rc F YL 1"’ i “,L‘I L 1y l“i’l‘m' { i3 I’\l’i IR i i‘\“"' "
stravegy, parformancs, Dbhosr Geamveranle aad guailiy of
mAGAgement
2. Institutioral dovestors will not wish o veueive price
sengicive iIntovmation as a vesult ol sueh dislogua buv
will sceept 1t on an exceptlonal bssls 84 the polce of s
tong-rerm relacionship, alchough this way vequice  chat
thay suspend their ability to desl in the sharss.
kW lustirutional iovestors ace opposed Lo Che crescion of
equity shares which do wot carry foll woting rig
i Ingtitutional lonvestors shouid wupport Boards by 2
positive use of votiap cights, unleas thay have good (sod
statued; reasons for dalng otherwise.
S Institutional investors should tabe a posibive Lotsrsast
in the composivien of Roavds of Diveciors, wich LA L
referance Lol
5.1 Concentracions of decislog~meklug wower wel forfumally
constrained oy checks and balances approprierz oo tha
particulay company.

Sv4 The appeilatwent of a core of nvncexecutives of
apprapriate callbre, sxperience amd independ@ics.

. Institutiongl investors support ths appoliotment of
Remunaration and acdit Commipoess,

E Institutionsl daventocry eucourags disclosure of the

ralavant detalls of directors' conoracis.
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Ha ln ail investeent decizlon-maiing lostituotlouel love

have a fiduciary responsibility o those oa whose

they are lovestiog, which oust Gvend

skhe

consfderations.
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