Statement by the British-North American Committee
on

Issues Concerning Effective Corporate Governance

It is two years since the financial services sector of many of the world's leading

economies were plunged into disarray.

The uncertainty this generated meant that individual and institutional investors
were very reluctant to participate in the financial markets resulting in a dramatic
decline in asset values, credit becoming largely unavailable and, as a
result, liquidity became very difficult to generate. Rapid intervention by national
governments, directly and through central banks and regulatory agencies, was
undertaken in an attempt to restore confidence in the markets and to keep a

number of financial institutions solvent. Some were allowed to fail.

The long term effects of this financial crisis and the impact of the aggregate cost
of government interventions is still being determined but austerity programmes

are being implemented in many countries.

A related and not surprising consequence of this financial crisis is the erosion of
public confidence in the senior management of financial institutions and the
questioning of the competence of the regulators who provide oversight. In
addition, the crisis clearly demonstrated that risks existing as a result of the
global interdependence of the markets and the complexity of many of

the financial instruments that are sold to investors were not recognised.

A wide variety of inquires have been initiated to help us to understand better
"what went wrong". The general public is expecting changes to be introduced to
avert a repeat of the recent confusion. Reforms are being debated nationally and
internationally. Some have already been legislated. The process of translating



these reforms into specifics and then being implemented by the different
regulatory agencies will take many months. The issues are very complex. The
implications of what has been proposed have to be carefully evaluated in order to
be sure they will be appropriate and effective and not have unintended

consequences.

Members of the British - North American Committee have discussed these issues
at their recent bi-annual meetings. We now feel that sufficient time has elapsed
for us to express a considered view on some of the reforms required to minimise

the likelihood of the problems reappearing.

First, we feel that greater transparency should be required in both the balance
sheet and income statements of financial institutions. This should include
the disclosure of more information provided on asset quality, liquidity (including
projected requirements and sources) and contingent liabilities. The reporting of
revenue and operating income by different business activities within the
organisation should be more detailed so the potential volatility of results of
specific activities can be better understood. In addition greater disclosure should
be required in the marketing of financial products in order to provide investors

with a better understanding of the potential risks.

Second, there isa need to strengthen regulatory oversight. Overlapping
regulatory responsibilities among different agencies should be eliminated and,
where appropriate, the size and competence of their staffs should be
increased. While there is good coordination of activities among central banks
regarding the implementation of monetary policies, and regulators have good
working relationships with their counterparts in other nations, we feel that
consideration should be given to formalising this cooperation in the regulatory
examination of large global financial institutions. Ultimate responsibility and
accountability should be established in order to ensure completeness of the
oversight and ensure the timely identification of risks that could have global

implications.



Third, of critical importance is restoring public confidence in the way financial
institutions are run. This is primarily the responsibility of the Board of Directors
of those companies. The competence and diverse experience with governance
practices in Canada, United States and United Kingdom of many BNAC
members provides the basis for what we are suggesting as being necessary to

restore this confidence.

- Board members should have a good understanding of a company's business,
history and operations. We feel that establishing restrictive terms on the length of

service for directors are not generally conducive to sustaining an effective board.

- A clear balance of power at the top of any organization is a key to developing
an open and trustworthy corporate culture. We recommend the separation of the
roles of chairman and chief executive officer. An independent and competent
chairman must be familiar with the essentials of the business in order to bring an
objective view of an "outsider". He has to be able to understand and influence
decisions of the CEO.

- Board members should be selected by a nominating committee and be
chosen based on their ability to work as part of a team while contributing their
relevant expertise and experience. The reasons for their selection should be fully
disclosed to shareholders who elect them to the board.

- An important responsibility of the CEO should be to ensure that Board
members are provided regular reviews of business segments and their respective
revenue, net income and risk contributions. The CEO should also make sure that
they are fully able to understand the key balance sheet and external factors that

influence those numbers.

- Management's assessment of the risks to the company's financial
performance should be a regular topic on board agendas. It is the board's
responsibility to ensure to their satisfaction that the risks are mitigated and that



procedures are in place to monitor and manage them. Independent assessment
of the risks should be periodically presented to the board by regulators

and accountants in executive sessions.

- Problems can arise when there is a disconnection between shareholders,
CEOs, and the chairmen. Boards should requirethe CEO and his senior
management periodically to present and comment on the assessments of

significant shareholders and respected investment analysts.

- Executive compensation should be based on and structured to reflect the
performance of the company over a three to five year horizon focusing on its
financial strength and market competitiveness. Factors to be considered should

include:

a) An evaluation of the salary structure of the company as a whole, and
whether the differentiation of salaries between the various layers of
management is appropriate.

b) A determination on whether salaries are competitive in the market place.

c) Total remuneration packages which reflect longer term individual
performance.

The public perception of the competence and trustworthiness of a company's
senior management and its board is critical to its long term viability. When this
does not exist, its investors, customers and the markets in which it operates will
begin to withdraw support. The inevitable result is that employees of those
companies and communities in which they are based will be economically
impacted. Certain segments of the financial service industry have shown how
quickly this can happen and how other companies in the same sectors can be
affected.



Finally, we believe that it is essential that commercial organisations set out their
core ethical values as the basis for generating and sustaining a culture of
integrity in the way they conduct their businesses. While most corporations are
(rightly) concerned about making adequate returns for their shareholders, they
should also be concerned about making their organisations good ‘corporate
citizens’ and sustainable in the longer term. The way an organisation ‘does its

business’ clearly matters.
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