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Purpose: To provide an overview of the board’s purpose,
role, and authority -~ ~

Qutline:

= When to Create a Board

= Why Boards Are SO Important

« Understanding the Difference Between the Board
and Management

« Board Size, Composition, and Evaluation

« The Role and Authority of the Board
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But while the law is clear
on when to establish a
DOATNA ....cccrmmmreermmmssmemsstinmsssssssssssasessemmsissisissss
... in practice, it is not
clear what it is
supposed to do.
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= Strong management that simultaneously hold majority

Shares
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= A general lack of understanding of the board's role
within a company c i ,_.g AR T I g

= Lack of experienced directors familiar with their rights &
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So, while boards are
constituted because they
are legally required ...

"
Number of major shareholder representatives on the board q! ' )

The degree of comfort with the CEO's competence -> \-L-':"'ru ¢
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Scope and complexity of the company’s business __, 6 .90 9"

Company's performance results ==

Characteristics of the industry/sector J,M{J S tl}gnju‘y Les
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The stage of the company’s development (early growth, growth,
slagnation, decline)
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"boards often do not
exercise many of the
authorities conferred by
law.
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|« The pnq-llerfdnitary} board
model provides for a structure

in which all direclors

|

"——h' participate in a single board

) comprising both executive and
/)

= non-executive directors in
sy varying proportions,

= This approach to governance
tends to be shareholder-
-| = orientated. It is also called the
=1 _)1 ‘Anglo-Saxon’ approach to
corporate governance, being
\ the basis of corporate
governance in America,
ritain, Canada, Australia and
other Commoanwealth law
countries
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=  Qutsider Model
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. | = Executive Director @ =CEO

@ | = Exec.chaman |

= Non-Exec. Chair | (=) [ = Indepen. Director

| ['= TThe two-lierjboard model

providesTor a structure in

which corporale governance is
exercised 1hr0ugﬂ two boards,
in which the upper board
supervises the executive board |
on behalf of stakeholders .

= This approach lo governance
is typically more societal-
orientated and is sometimes
called the continental-
European approach, being the ‘
basis of corporate governance |
adopted in Germany, Russia,
Indonesia, Holland and to an
extent France

= |nsider Model

. | = Non-Exec. Director |
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. = Executive Director

@ = Exec. Chairman

f;g)l_—__;-' L)——J—"!
Advisory Board
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For example:
= SMEs (LLCs)

* Family-owned

@ -ceo

(j_j = Non-Exec. Chair

Board

D b’/'_.U
= :

_‘"_\l‘wth
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= NGOs : S\.P_ﬂl?jl
= Non-profit B Al
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* Universities
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@ - Non-Exec. Director

= Indepen. Director
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Board of Directdrs

For example:

* Large, publicly listed
companies

= SOEs -
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* Financial ties compromised the independence of Enron's Board
_—_—-—'—"_‘_‘—-———____________________-

* Approval of conflict t of mlerast transactmns

L ):_E._h O L‘;:_:_J_}*Ld | = Excessive Compensation: Lo'a L”"u

— Approved excessive mgmt Compensation packages
= Failure to monitor cash drain caused by annual bonus plans
= Failure to halt a multi- million dollar personal credit line

U L"" Laas CL;‘J I The Board knowingly allowed high risk accounting practices

T [ e S
J'} Lj * Extensive undisclosed off-the-book activity _ *\d.m_ )-_*-i_"-}-—u ol )
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-»Ij-ly' \J—}-l‘ ot 12| The board cannot substitute for talented managers ...

(O -!.J' \-1;}. 4) U<
. but it can influence the company's overall performance.
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Mgmt. cannot run the company wlo corporate strategy. But:

= Mgmt. may help formulate corporate strategy, and
= Mgmt. should take ownership over the final strategy

N ————————L

Mgmt. then runs the company by delegated authority. Yet:
= Has autonomy, independence, and real authority
| = Takes initiatives & deploys resources to pursue objectives

= s justified in expecling rewards

In light of this authority, mgmt. has a set of duties. Notably:

A = The duty of loyalty (e.g. o avoid conflicts of interests)

i = The duty of care (e.g. to provide accurate & limely reports)
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Source: Heidrick & Struggles, Corporate Governance Report 2007, Raising the Bar
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To what extent does the role of a non-executive and
independent director apply to Egyptian
companies?

What criteria for independence should be applied
in Egypt?
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Most common board committees include:
= Audit committee Lepl » i 4
= Compensation committee Ol wd

» Nomination committee Clead o=
: 9D 5=, 4

Other committees may include:
» Executive committee Ve C"-J'
« Strategy committee =0 a4 and
= Corporate governance committee e -
iy pa 4
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Personal Characteristics |

| = Leadership

| = Integrity

= Accountability
[« Maturity
» Woark Ethic
| = Time
| * Interpersonal skills

= Assessment of concerns about performance, the role of the board
and management

—|

‘ . (;o;u;pamnclcs ]

* Industry Experience
= Business Judgment
= Education/Special Skills

- Finance and Accounling,

- Rizk Management and
Intemal Control; or
Strategic Managemeni
Bank products and markets

Sowrce! IFC, August 2003

= Exchange ideas and voice concerns

= Qutside feedback

= Measure of board's contribution to value added the firm

= Allows for basis of determination of compensation

Enhances shareholder confidence in the company

18
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Review and guide corporate

strategy, major plans of action,

risk policy, annual budgets,
and business plans

Monitor implementation and
corporate performance

Oversee major capital

expendilures, acquisitions and
divestitures

Appoint and monitor key
executives

Review key executive and
board remuneration

Ensure a formal and
transparent board nomination
process

Monitor and manage potential
conflicts of interest

Ensure the integrity of the
corporation’s accounting and
financial reporting systems

Monitor the effectiveness of
the governance praclices

Oversee the process of
disclosure
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The duty of loyalty :
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The duty of fair dealing

Tl D L i S | .
The duty of care L{j&a ¥ Jjﬂuﬁl 61 e o¥ Acl—f:hy’
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The duty not to entrench Camplud (S OF Flaws gl
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Monitors
Performance

Disclosure and
Transparency
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