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FEthics, value and corporate governance for listed companies

g

orporate governance are
y systems of rules, prac-

; tices, and processes by

which companies are
" directed and controlled.
Corporate governance involves bal-
ancing the interests of a company’s
many stakeholders, such as share-
holders, investors, management
executives, customers, suppliers,
financiers, the government, and the
community.

Since corporate governance also
provides the framework for attain-
ingacompany’s objectives, itencom-
passes every sphere of management,
from action plans and internal con-
trols to performance measurement,
corporate disclosures, and transpar-
ency practices.

"Bad corporate governance prac-
tices casts doubt on a company’s
reliability, integrity, or obligation to
shareholders; all of which can have
implications on the companies’
financial health, its stock price and
valuation.

Tolerance or support of illegal or
unethical activities can create scan-
dals like the ones we have observed
both locally, and globally. We may
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still remember cases of NICOL,
UCHUMI, Volkswagen, Enron,
WorldCom, Parmalat, to mention
but a few. Some of these companies’
cases were mitigated to serve the
best interests of the public, but for
some it was too late to do anything
meaningful to rescue the situation.
As a result, people’s wealth, pen-
sions, savings got lost.

That is why it is emphasized that
all key stakeholders to the company
- namely shareholders, regulators,
Board of directors, management,
financiers, etc understand well their
role and responsibilities and ensure
they stand in the gates of protection.
However, it should be noted that
among these stakeholders, the board
of directors is pivotal for good corpo-
rate governance, and it have major
ramifications on the sustainability
of company including its share pric-
es, valuations, and investors’ wealth.

Corporate governance is impor-
tant to investors since it shows a
company’s direction and business
integrity. Good corporate gover-
nance helps companies build trust
with investors and the community.
As a result, corporate governance
helps promote financial viability by
creating a long-term investment
opportunity for market participants.

Most companies strive to have a
high level of corporate governance.
As it were, it is not enough for a
company to merely be profitable; it
also needs to demonstrate good cor-
porate citizenship through environ-
mental awareness, ethical behavior,
and sound corporate governance.
Good corporate governance creates

a transparent set of rules and con-
trols in which shareholders, direc-
tors, and officers have aligned incen-
tives.

Corporate Governance and the
Board of Directors

The Board of Directors is the pri-
mary direct stakeholder influenc-
ing corporate governance. As pre-
scribed by the Companies Act, Cap
202, Directors are elected/appoint-
ed by shareholders, and they repre-
sent shareholders of the company
in directing and guiding business
strategies as well as provide over-
sight in its internal control practices.
Directors -- once elected they have
a fiduciary duty to act in ways that
will benefit shareholders, employ-
ees, the government, and the society
at large.

The board is tasked with making
important decisions, such as senior
management executive appoint-
ments, executive compensation, and
dividend policy. In some instances,
board obligations stretch beyond
financial optimization, as for the
case when shareholder resolutions
call for certain social or environ-
mental or governance (ESG) con-
cerns to be prioritized.

Boards are often made up of both
executive directors and indepen-
dent non-executive members. Exec”
utive directors are insiders who may
be major shareholders, founders,
and senior management executives.
Independent directors do not share
the ties of the insiders, but they are
chosen because of their experience
managing or directing or guiding
other such companies. Indepen-
dents are considered helpful for gov-
ernance because they dilute the con-
centration of power and help align
shareholder interests with those of

the insiders.

Itisfor this that the board of direc-
tors must ensure that the compa-
ny’s corporate governance policies
incorporate the corporate strategy,
risk management, accountability,
transparency, and ethical business
practices.

Investors should ensure that the
company they are looking to buy
shares of practices good corporate
governance, in the hope of avoid-
ing losses in cases of corporates
mentioned above. There are certain
areas that an investor can focus on
to determine whether a company
is practicing good corporate gover-
nance or not.

These areas include disclosure
practices, executive compensation
structure (if it is tied only to perfor-
mance); risk management (if there
are checks and balances of making
decisions in the company); policies
and procedures on reconciling con-
flicts of interest (for instance how
does a company approach business
decisions that might conflict with its
mission statement); the members of

the board of the directors (do they
have a stake in profits, do they have a
past that is not ethical?); contractual
and social obligations (how do they
approach areas such as social equi-
ty, or climate change?); etc. so, for
good corporate governance should
be conscious of its: Board composi-
tion, diversity, and leadership struc-
ture; long-term strategy, corporate
purpose, and sustainability issues
within the company strategy and
operations; good corporate prac-
tices and ethical corporate culture;
robust strategy for human capital
management; commensurate com-
pensations; an active and transpar-
ent shareholder and stakeholder
engagements.

For clarity, bad governance prac-
tices may include a company that
do not cooperate sufficiently with
auditors or do not select auditors
with the appropriate scale, result-
ing in the publication of spurious or
noncompliant financial statements;
poorly composed Board of Direc-
tors or unskilled Board members;
poorly structured boards that make
it too difficult for shareholders to
oust ineffective incumbents; poorly
appointed senior executives; execu-
tive compensation packages that
fail to create an optimal incentive
for corporate officers. These are
all areas an investor can research
before making an investment deci-
sion in listed companies, and if they
are shareholders already should use
their power to ensure changes are
made for the better corporate gov-
ernance.
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