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Güler Manisali Darman 

Vice-Chair, ICC Commission on Financial Services and Insurance

ICC held its fourth Corporate Governance Roundtable in Prague on 18 April 2007.  The emphasis of the roundtable was mainly on the corporate governance developments in the region, the New Member States of the European Union. There were four panel discussions and two keynote addresses by Miroslav Singer, Vice Governor of Central Bank of the Czech Republic and Ludwik Sobolewski, President of Warsaw Stock Exchange.  

This roundtable is part of a series of conferences organized by the ICC to explore how to improve the corporate governance practices of national and international companies.  As part of this project, the roundtable explored what are developments in corporate governance practices in the new EU countries of Eastern Europe together with the liberalization of trade and privatization; what are the expectations of the global investment community; and finally, what are the challenges in corporate governance of non-listed companies given the role they play in the overall economy.

The Roundtable was co-chaired by Charlie Heeter and Guler Manisali Darman, the two Vice-Chairs of the ICC Commission on Financial Services and Insurance. Charlie Heeter when opening up the Roundtable gave brief information about the past Roundtables held in Beijing, Istanbul and London which were all very successful, and said that ICC was very pleased with the level of participation in Prague. He expressed his gratitude to all participants, particularly to Miroslav Singer, Vice Governor, Central Bank of the Czech Republic and Ludwik Sobolewski, President, Warsaw Stock Exchange for their participation and valuable contribution.

Miroslav Singer, Vice-Governor, Central Bank of the Czech Republic delivered a very enlightening presentation about the past situation and the present developments in the capital market of Czech Republic http://www.iccwbo.org/uploadedFiles/M%20%20Singer%20-%20Opening%20presentation%20SVVB.ppt. He said that, in the 1st half of the 1990s the capital market suffered from a lack of experience (both management and retail shareholders), and there were little public interest. But capital market has transformed to a more organized, more transparent and better-regulated system today and therefore it has been enjoying growth since 2004. Two Codes of Corporate Governance (based on OECD Principles) were published in 2001 and 2004. Since 2002, former Czech Securities Commission (now CNB) has recommended compliance with Code - through statements in companies’ annual reports-. However, compliance is voluntary and cannot be enforced, and it is in companies’ own interest to comply. So far only 13 companies have declared compliance with the Code. Among the current challenges for the Czech capital market are the forthcoming
 MiFID and Basel II which all will be put into effect in 2007. Scope of the engagement of pension funds in the market, takeover bids and squeeze-outs are also among the important issues.
The first panel was entitled “Investor Interests in Corporate Governance in the Region.”  Anne Simpson, Executive Director of International Corporate Governance Network, Richard O’Toole from Goldman Sachs, and Kavi Chawla, Principal of Nur Advisors discussed the topic from different perspectives. Ann Simpson challenged the question why investors should come and invest in the region, already having the opportunity to tap on capital in London, Hong Kong or any other developed capital markets. She remarked three important issues regarding what the investors want. And she said they need to be given an opportunity to invest, the size and the quality of the capital markets should be attractive and the markets should be liquid enough. She draw the attention to the immense amount of writing in laws and regulations that could end up in complex set of regulations. Pattern of ownership in the region is also a concern for the foreign investors, for controlling shareholders who have close ties with the government officials may have privileged access to all sorts of information. All these may constitute drawbacks in foreign listings. She advised the local investors to invest their funds, in other words, put their hands also under the stone to facilitate the development of the markets in the region. Richard O’Toole from Goldman Sachs defined corporate governance as the balance between strong management on one hand and shareholders on the other hand. He also said that the concentration in the ownership structure in the region is a drawback for the investors. He warned about the managers gaming the rules but not actually complying with the rules which eventually lead the corporate governance practices as merely box-ticking exercises. Kavi Chawla from Nur Advisors, a US based strategic analyst stressed the importance of faith in the “numbers” especially in transition economies.  Transparency and disclosure are focal issues in the investments in the region. As Kavi Chawla put it forward real investors want real credible companies. 

It is agreed that, there is a lot room for the ICC to play in the region in terms of raising awareness about all these challenges and meeting the expectations of the global investment community of the region. The ICC could deliver real practical case studies as guidance, and can select specific sectors of importance to the region to begin with. ICC corporate governance website is an important tool already available for this purpose. 

In the second panel moderated by Anne Molyneux, Director, Consultants and Strategists from Australia, Grant Kirkpatrik, senior economist in OECD http://www.iccwbo.org/uploadedFiles/OECD%20-%20G%20%20Kirkpatrick%20presentation.ppt,and Alex Berg, Head of Corporate Governance Policy Practice in World Bank http://www.iccwbo.org/uploadedFiles/World%20Bank%20-%20A%20%20Berg%20on%20ROSC%20Program.ppt, gave detailed information about the OECD Principles on Corporate Governance, and the methodology for assessing their implementation, and the ROSC Program lead by World Bank respectively. Grant Kirkpatrik briefed the participants about the latest pilot Corporate Governance project OECD carried out in Turkey. Capital Markets Board in Turkey is a strong organization yet still lacks sufficient resources to facilitate better governance throughout the country. Concentrated ownership structure that prevails in most of the developing markets, as in Turkey, may not necessarily be bad in itself, and yet may lead to conflict of interest within the market framework. Alex Berg, when discussing the World Bank Corporate Governance ROSC assessments, said that these assessments are voluntary. World Bank uses OECD principles as of 2004 and OECD assessment procedures as of 2006. There is a growing awareness of importance of corporate governance and lots of reforms in almost all countries. Codes are popular. Shareholder recordkeeping systems continue to improve. There are increasingly successful market attempts such as Novo Mercado in Brazil to allow companies to differentiate themselves. However, still scarce number of institutional investors in many countries reduces possible impact of shareholder engagement. What is more, the difficulty with the World Bank assessment is that some of the countries are assessment fatigue and may not call back for a second assessment. Both Anne Molynex and Alex Berg pointed out two important facets of corporate governance, enforcement and redress in addition to implementation.

In the second keynote, Dr. Ludwik Sobolewski, President of Warsaw Stock Exchange (WSE) http://www.iccwbo.org/uploadedFiles/WSE%20-%20L%20%20Sobolewski%20presentation.ppt explained the impressive developments of WSE. The Stock Exchange was established in 1991 and in terms of gains in domestic market capitalization for the 2006, it is one of the leading exchanges like Shanghai or Hong Kong, far up-front then some of the major Stock Exchanges in Europe. There are 297 (including 12 foreign) listed companies. The equity market capitalization of the domestic companies is 136 billion Euro. And P/E ratio (2006, year-end) is 17.7
. The implementation of corporate governance principles on the Polish market started in the autumn of 2002, with all listed companies declaring that they would observe most of the best practice rules. The Best Practices Committee reviewed and amended the set of rules presented to the market in 2002. The document, entitled Best Practices in Public Companies 2005, is the result of extensive consultations within the industry. Dr. Sobolewski stressed that the Corporate Governance Code is not only practical and useful for the market but also strengthens competitiveness and attractiveness of the market, and supports transparency of the market and confidence of domestic and international investor community.
In the third panel, corporate governance reforms in the new member states of the European Union are put on the table. Agata Waclawik-Wejman, from the Polish National Depository for Securities and Györgyi Fekete, Director of Audit, Pannell Kerr Forster Audit Ltd shared their experiences regarding some of the challenges and the developments in the region. Agata Waclawik questioned the transparency of the institutional investors when they act in concert with other institutional investors in Poland. On the other hand, Györgyi Fekete stressed the problem of auditing companies in Hungary and said there were once 6000 auditing companies. Yet with the new Accounting law issued in 2003 quality control is brought to the auditors and the situation is more disciplined now. The corporate law in Hungary is also amended in July 2006. All these developments increased the transparency in corporate governance in Hungary. Ministry of Finance is responsible for Corporate Governance in the country, and there is also an independent institute, but the experts are not yet thoroughly professional. 

In the final and the fourth panel, moderated by Guler Manisali Darman, Vice-Chair of the Commission, Benoit Le Bars from Landwell & Assies, France, Dr. Erik Vermeulen, from Tilburg University, Netherlands, and Simon Wong, Head of Corporate Governance, Barclays Global Investors (UK)  discussed the corporate governance of non-listed enterprises. When portraying the importance of the topic Guler Manisali Darman said that, non-listed companies play as much crucial role in the economy as their listed counterparts. Corporate governance of non-listed companies varies not only from business to business, but also across countries, and in terms of economies of scale. Some of the questions that need answers are; what sort of mechanisms is employed to control the abusive and under-performing managers and shareholders? Given that, controlling shareholders retain the power to appoint and dismiss both the board and management of the company, what sort of mechanisms could be utilized to overcome this challenge? How could expropriation and entrenchment of company assets be prevented? How could transparency and credibility be secured?

Dr. Vermeulen from Tilburg University Holland http://www.iccwbo.org/uploadedFiles/E%20%20Vermeulen%20-%20presentation%20on%20Disclosure.ppt, when discussing the corporate governance of non-listed companies, specified three types of agency problems. The first one could occur between the managers and the shareholders as could be with the listed companies. The second one could be between the controlling shareholders and the minority shareholders and finally the third one could be between the company itself and the creditors. All these agency problems stem from information asymmetries, because all three former bodies are capable of reaching information more than the latter ones. Therefore transparency and disclosure become highly valuable assets in good governance of non-listed companies too. The 4th and 7th EU Directives about the financial statements are very clear and robust about the disclosure practices. The financial statements should give a true and fair view about the company. Disclosure of off-balance sheet items, internal control and risk management structures are ratified in May 2006 in EU. Dr. Vermeulen revealed a highly interesting picture regarding the IFRS practices in non-listed companies. The definition of SMEs threshold differs from country to country, but of the 50 countries that permit or require the IFRS, there are many emerging markets such Zambia, Zimbabwe or Kenya. All these findings once again, confirm the facts that were discussed through out the Roundtable; there could a lot of writing in law, but at the end of the day, there is always a challenge for corporate governance practices to be only box-ticking exercises. Regarding the enforcement of good governance in non-listed companies, which is highly associated with disclosure, chambers could play an important role and the role of the market participants as gatekeepers can be enhanced. 
Benoit Le Bars from Landwell & Assies, France http://www.iccwbo.org/uploadedFiles/B%20%20Le%20Bars%20Landwell%20on%20Non-Listed%20Entreprises.PPT approached the topic from a more legal perspective. He said that most of the major companies in Europe are non-listed and they are in all the areas of economic life. Corporate governance of non-listed companies is a major point in risk management. A lot of the non-listed companies are actually family-owned and sustainability is assured through long-term management. The basic issue is to get out of the “one man - all powers” system
. He pointed out a different perspective regarding the agency cost and said that the first place of conflict is the family itself for there can be problems of majority voting in the family. Transfer of control remains a basic challenge. In assuring good governance for the non-listed companies best practices rather than hard laws, shareholders agreements, committees, shadow boards, organizational charts for companies can be useful approaches. 

Finally Simon Wong, Head of Corporate Governance, Barclays Global Investors from UK, asked the question, what is the incentive to “change” in the governance structure of non-listed companies? And who needs protection in the governance of non-listed companies; the shareholders, the creditors or the company itself especially in family-owned companies? In the brain storming discussion he led, he clarified that; actually, “bargaining power” is the key criteria in defining the “one who needs the protection”. Once the problem is defined as such, the criteria and the tools in assuring good governance could be more transparency for the creditors, family forum for the family-owned companies, and special voting rights for the minority shareholders. He also raised the question how to ensure the independent directors to protect the information in non-listed companies. From that end, the role of independent directors in non-listed companies differs than their counterparts in listed ones. All these discussions reveal that there is a lot room for the ICC to play in corporate governance of non-listed companies.

The main outcome of the roundtable is that there has been considerable amount of progress in terms of regulation, but still a lot room for development from the business perspective excluding the different level of developments of capital markets. Since in most of these countries, state-owned enterprises prevailed formerly, global investment community expects more transparency, more collaboration with the local investment companies, and less challenges in terms of agency cost and entrenchment. The roundtable also affirmed the need for development of good governance practices for non-listed companies, which is still in the early phase of discussion, given the size and the number of these companies in all countries. 

ICC could with or without collaboration of other organizations, such as EU regulatory bodies, auditing companies, investment groups or regional business associations can emphasize more heavily in the region in promoting and enhancing the understanding of good governance practices. These could be in the form of conferences, seminars, and mini-roundtables with real practical case studies. Release of guidance in global best practices targeting/stimulating convergence may also help.

Victor Chu, Chair of the ICC Financial Services Commission, in his closing remarks of the Roundtable, said that he was very pleased with the lively discussions and valuable contributions of the participants. He added that ICC would keep on organizing such Roundtables all around the world to enhance the understanding of good governance and stimulate self-compliance of the companies. Furthermore he stressed the importance of good governance of private equity funds, hedge funds and institutional investors which ICC intents to discuss in the forthcoming Roundtables.
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