AN EFFECTIVE GOVERNANCE STRUCTURE TO SUSTAIN A STRONG CONTROL
ENVIRONMENT

In a follow up to the article on Control Environment in the previous edition of the Windsor
News, this article looks at the basic governance structure required to sustain a strong
control environment.

Corporate governance is the process by which companies are directed and controlled
with the objective of increasing shareholders value and satisfying stakeholders. This is
achieved by establishing a system of clearly defined authorities and responsibilities which
results in a system of internal control that is regularly tested to ensure effectiveness. The
concept of corporate governance is embodied in various codes including the Code of Best
Practice for Corporate Governance issued by the Centre of Corporate Governance with
the underlying principles remaining the same.

Respective Responsibilities of the Shareholders’ and the Board

The shareholders’ role is to appoint the board of directors and the external auditors. This
role is extended to holding the board responsible and accountable for efficient and
effective governance.

The board in turn is responsible for the governance of the organisation. It is also
responsible for conducting the business and operations with integrity and in accordance
with generally accepted corporate practices, based on transparency, accountability and
responsibility.

Board of Directors

To be effective, a board should comprise both executive and non-executive directors with
at least one third being non-executives. The board should be chaired by a non-executive
director. All non-executive directors should be independent of management. The board
should be composed of members who possess varied and extensive skills in core areas
of the business, management, accountancy and information communication and
technology. Directors should be required to disclose all areas of conflict of interest to the
board and be excluded from voting on such areas of conflict. The board should also have
access to the company secretary and legal counsel.

The board is overall responsible for the development of internal financial control which
provides safeguard against material mis-statement and fraud thereby ensuring the fair
presentation of the financial statements. In addition, the board is also responsible for
identifying current and future risks and ensuring that the necessary systems and controls
are in place to enable such risks to be measured, controlled and effectively monitored.

The chairman’s role on the other hand should be to provide leadership to the board
without limiting the principle of collective responsibility for board decisions. He acts as the
link between the board and the managing director and should play a lead role in



consensus building between the board members, the managing director and senior
management.

Whilst providing the overall leadership, the board delegates the authority for day to day
management to the managing director and retains the overall responsibility for financial
and operating decisions and monitoring performance of senior management.

The board should meet regularly, at least quarterly and have a formal schedule of matters
reserved to it. Board papers should generally be circulated two weeks prior to the board
meetings.

As a pre-requisite new board members should undergo a formal induction process to
ensure that they are fully conversant with the organisations’ policies, structure and
corporate governance principles. In addition, the board should develop a formal
evaluation mechanism whereby each director and the board as a whole are evaluated
annually against pre-set performance benchmark.

To effectively fulfil its responsibilities, the board usually delegates certain responsibilities
to sub-committees, with the chairman of each sub-committee reporting to the board on
the committee matters. The key board committees are:

» Board Audit Committee
The committee should ideally comprise non-executive directors and be chaired by a
professional accountant. Its functions include:

e Monitoring and strengthening the effectiveness of management information and
internal control systems.

e Review of financial information and improving the quality of financial reporting.

e Strengthening the effectiveness of internal and external audit functions, and
deliberating on significant issues arising from internal and external audits.

e Increasing the stakeholders' confidence in the credibility and stability of the
organisation.

e Monitoring instances of non-compliance with the International Financial Reporting
Standards and applicable legislation.

» Nominations and Remuneration Committee

The committee usually comprises both executives and non-executives with the key
function of developing and reviewing human resources policies and approving senior
management appointments and remuneration.

In a contemporary business environment the above structure at a minimum will ensure
that the organisation has an effective oversight function which will not only monitor
controls but also ensure that risks are reviewed regularly in light of changes in the
business environment.



An Article by Ashif Kassam, Managing Partner, HLB Ashvir Appearing in the Windsor
News April - June 2007 Edition (A Quarterly Publication of the Windsor Golf Hotel &
Country Club).



	Respective Responsibilities of the Shareholders’ and the Board
	 
	Board of Directors
	 Board Audit Committee
	 Nominations and Remuneration Committee



