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CORPORATE GOVERNANCE

i A number of initiatives under this broad haading are now in
train. They are reported Lo tha Fresident s Stearing Fraup
o Long=-Ternism ana Corporata Governance. A1l are relataed in
one way or ahother to the GDjncth? of improving the
relationship betwesen companies and their shareholders,
especially the institutions.

%

Two of the wore significant ones have come from City
aggociations, the Institutional Sharsholdera’ Committae (18U
- & bedy composed of investment manavera ruyzuaan+1ng pension
funds, ;uaurancp companies, unit trusts and investment
brusts) and the Assoclation of Bxi*iﬁn Ingureres {ABX). These
Lwo lnitiatives are at root an attempt to cedily the
attitudes of *nstlnutlmnal investors towards companies on a
numioer of Rey issues. Whilst it weuld be wrong Te think that
investment managers in tha Lnatxtutluns all accept evary worxd
of the documents they have iggued and will adopt or sapporkb
them in every detail, it is likely that the texts will
influence how they cast their votes and more generaily
conduct their re*aticn hips with boavds of lisgted companies.
The CBI Coupanies Committee hasz the rwwpmnan17*”v for
dwfinlnq the UBI's position on these guestions and would
w&*uum@ the views of sembers hefors bringing a paper te the

3 Aftor consultaticn, the IS¢ published o Statewent of Hast
Fraciice on this issge in mid-dporil. Tt i3 being sent to the

chairmen of listed companies, inviting them o acespt ivs
broad thiust and to depart from its provisicong enly iu
special circumstances. The ISC statement contains the
following wain rﬁaummenamwxuﬁs'
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“ The roles of chalzman and chief executive ghould not
aormally be cupblned.
“ Articles ok Inmmrpuruticn should vrovide for a mescivaus

ap wall as a pipiomus nueber of diresctorsz.

@ Non=executive directers should not, under novihal
eirmnmﬁtnnue@, be oiffered participaticn in share thmmﬂ
schemes nor should they be entitled to any compenegatio
for loss of oftice.

v Nen-gxecutive directeore should helid other directorships
in the same industry only with the aporoval of the
board.

¥ Service contracis should be approved by a compensation
cormibltes.

& The compensatoon compittee should be sppointed by the
board, conaisbing solely oz mainly of non-executive
dlieLLQLﬁ, its composition shovld be disclogsed in the
Annual report,

o

Briei bicgraphical detaile of esch dirsctor shbould be
aéf out in the annual report mhwwimq the directer’s
relevant experience and scitability.

Oun the advice of the Companies Committes and after diecussion
at the March meeting of the Pregident’s Committes, thae CBI
has welcomed this Statement as g contcibubion ko tha
corporate governance debate, adding thabt, whilst there in =
glace for a statement of good practics, ﬁﬂﬂh a benohmark
would not automatically ensure success or prevent failure:
soma wall-wmanaged and successful companies de not adhers Lo
all or even most of the ISC recommendations; while mome
companies which adhered to them all have axperisnced trading
difficulties,

The CHI has alsoe warned of the potential diaamwﬂn*aqwn wihioh
could result from proposals which suggest a btwoe-tier QWHTm
stracture. There is a clear risk of thas whers one group
dirsctors 1s prescribed & rolse which sonsists of heving a
SUpervigory or monitoring funetion over others. Such 2
coneapt gWLLm e without ammxuypw representation on fhﬁ
board) appears in the Commission’s propossdls for a Fifth
Company Law u1raa*mv and a Buropsan Coxpany wt&h@tm* The
CEL belleves that structures of this kind are not compatihle
with bhe UK's unitary board system.

We Lope that members of the President’'s Committes would
Bupport this pcant]un and urge that it should be dmwnnyuﬁ

where relevant in discussions with institutional investors.



PHE RESPONSIAILITIEE OF INSTITUTIONAL SHAREHOLOBIE
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The remainder of this paper invites the Presideast’s Compities
tn look st some issues the CRI needs to addiess in framing &
response to the ABI discussion document (swmary attacnped) an
the role of institutional shareholders, The BRI paper will

most probably go on to the YSC who will develop it and igsus
it as its owm.

The ABI paper proposes tbat institutional sharsholders should
take a more sctive role in the companies in which they nvest
ard that communication should exceed formal oechanisme, guch
as the receipt of regulaxr reports and accounts and attending
annial meetings. The papaer alludes te the difficuities wf
communicating business plans which may contain
price-sensitivs information ana the possibilicy of becoming
“insiderg” under curcent proposais to enact The ED Directive
on Insider Dealing into UR law (& coagern that the UBL has
put to the DTI).

he peed [cr improved communication betwsen the management o
a cogmpany and lts owners has been a aurong CBI messaus in
recent vears and this aspesct of the papax is likely to be
wall received by the institutionz and cozporate sector allke.

Potentially, institutional shareholders have the abi L
exercise a decisive infiuence on the bosrds of diresto
should be in a position to ensure that the board fulfis
role. In practice, however, ingciturions have not

be expert in the management of companies bub vather
salection and management of investments. They coned
thelr primary vesponsibility, which is again stated lo Uho
ABT paper, L& to thelr own policyholders.

One wmajer problem perceived in this situation is that a
significant proporticn of the investment funds of
institutional sharsholders is indexsd: ln obher words,
investment is made in a basket of shaves representilg a oUoss
section of the market. This enwures thal the invespimant
nanager ruas little risk of his fund under-performing against
the market. In other werds, their poviticlio oI investpentsz
i5 often so broad that they cannot be knowlsdgeable abont the
affairs of esch company in which they jovasrt.

Bearing in sind the CBI vesponse to the ISC paper "The Hole
and Duties of Directors’ {(see pavacraphs §& and 5 above)

members’ views would be welcome on the fsllowing:

& Should the CBI gensrally support tne ABT dotument;



“*

The paper states that the institutions’ responsi ibillties
&8 shareholders are qmb{@ct to UWHAF“@“RQ chiigations to
those for whom Lhey Luvest, ﬂthuUﬂﬂ ?ha legal
mbllgﬂt&ﬂh may be clear, Lhe pldBLﬁm 15 4t exists, @ay
be in how they interpret that objectivae. For sxemple,
members may wish to comment on bhe paper’s statement
that in the case oi a cash takeover hid 1t may be that
the insztitutions’ fiduciary responsibilities cannot be
Lgnored.

The paper fails to mention heth the guality mnw guant ity
cf institutionsl anaiysts. Should the GBI make the
point that there 1s a need for an mqu*"‘a number of
ably trained and competent analvets if institubicnes ars
Lo be in & positien tc take & ‘wore active role in tha
companies in which vhey invest, Will instivutions be
willing and able o support the overhead costs lpwoivady

It is proposed that instivutional investors will ac
wiah to receive price-sengitive italormation and will
aceept 1t on an exceptioaal basis as the privce of a
Lmnq~fﬂrm LGL&LLGnﬂhlm. bnmu¢u Lhe CBI quéstion whather
thigs is a reasonsble position? In terms of developing

and a*rpﬂqtfpnlng Long-tetm relaticonships should
institutions pe more willing to become “lnaiderg 7 Tila

i

L8 made more delicate becauge of potential difficulties
under lmp@ndiaq EC law of a proposed wider definition
"price-sensitive information” and the increasing risk

normal business activity falling withlr this category.

Ara there any otner points that the CBY shouid make?




SUMMARY OF ABY DISCUSSION DOCUMENT

The nine principles of good praccice for

gnatehoelders sra:

L. Institutiaonal investors should encourzge cegular,
aystemdatic wqoutact a2t senlor ewscurive Level For  che
purpases of an exchange of views and {afarszesion onm

5 QF Uy Foyen f‘. [y o e ‘[..\, r— .4d - ‘\,“ ',4;:.“, ' o "\,:! T T i“u“"# " -
gtravegy, parformancs, Dbost Gempatziale ad Guaslly  of
MANBZLOSNL
2. Institutigral dovestors will not wish o veueive prige
sengicive iIntormation as a vesult ol such dislogue buv
will scecept 1t on an exceptlonal bssis a4 the polce of a
tong-rers relationship, alghough rhis way vequice  chat
thay suspend their ability to desl) in the sharss.
kW lugtitutional iovestors ace opposed Lo Che crescion of
equity shares which do aot cerry foll woting rig
4. fngtituctional investore should wupport Soards by 2
positive use of votlopg cights, ualess they have good (sod
statud) reasons for dalog otherwige.
S Iostitutinnal investors should talke a posibive Lotsrast
in the composivion of Hoavde of Direciors, wich
referance Lot
5.1 Concentracions of decislos~meklug wower wel fosfumally
constrained oy checks and balances approprier: on the
particular campany.

S.4 The appeiatwent of a cors of Avdcexecutives of
appropriate calibre, nxperiesce apd indepengsace.

6. Institutiongl investors support ths apposiotment of
Remunaratios asd acdit Comuipsess,

7 Institutionsl daventorys eucourags disclosurs of the

ralavant detalls of directors' contracts.
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