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I am supported on the platform by representatives of our sponsors who
set up our Committee in May of last year in the wake of concern at the
low level of public confidence in financial reporting and auditing.

Lo pddidion-

I am delighted to have the whole Committee here to support the launch of
the Report. We have a strong Committee whose recommendations will carry
weight with those to whom our Report is addressed. This is an
opportunity for me to thank them, and our hard-working secretary, for

the way in which they have all contributed to the Final Report|which is

very much a team effort. We will all be available to talk to you

individually after the conclusion of the formal proceedings.

The central recommendation of the Report - as in the earlier draft - is
that the boards of all listed companies registered in the United Kingdom
should comply with the Code of Best Practice set out in the report. The
Code is to be underpinned by a London Stock Exchange disclosure
requirement, whereby companies will be required to state in their annual
report whether they are complying with the Code and to give reasons for

any areas of non-compliance.

So that people are quite clear about the content of the Code, we have
published it as a free-standing document, separate from the full report.
It is addressed to companies, and copies are being sent today, along
with the full report, to the chairmen of all listed companies. Our
recommendations to the accounting profession, shareholders and
Government are contained in the full report which also sets out the

reasoning behind the Code.

The final version takes account of the considerable weight of informed
comment on our draft from well over 200 bodies and individuals.
Although there were detailed criticisms, the great majority of
respondents have supported the Committee’s broad approach and this has

given us a clear mandate to proceed.



The case for the Code \S/iagﬁj
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Boards must be free to drive their companies forward, buthxercise that
freedom within a framework of effective accountability. Oﬁr proposals -
in line with our remit - are designed to support that framework. They
are not radical or untested but ##¢fdrawp on the experience of

successful and respected companies.

The planks on which the Code is based are the need for disclosure and
for checks and balances. Disclosure ensures that all those with a
legitimate interest in a company have the information which they need in
order to exercise their rights and responsibilities towards it. In
addition, openness by companies is the basis of public confidence in the
corporate system. Checks and balances guard against undue
concentrations of power and make certain that all the interests which

boards have a duty to consider are properly taken into account.

The Code avoids prescription as far as possible. For example, it does
not lay down precisely how the posts at the head of a company should be
structured. What it sets out are the governance principles, and leaves
companies to decide how to meet them in the light of their own

particular circumstances.

The system will not, however, lack teeth. It has to carry conviction to
achieve its aims and this is why the Code has to be underpinned by the
disclosure requirement. It is not compliance which is subject to the
listing rules, however, it is the statement OE_EEEEEEEEEE' Compliance
is a matter for shareholders. It can only be so, if the shareholders
know precisely where their boards stand in relation to the Code. So the

statement of compliance is crucial.

Changes to draft report

D)

A number of detailed changes have been made to the Code ansthe rest of
the report,in response to points made by consultees, but they are
changes of emphasis and clarification rather than radical revisions.
The most frequent criticism has been that the Committee’s proposals on

non-executive directors, taken as a whole, will undermine the unitary



nature of the UK board system. This is not the Committee’s intention.
The report now spells out the Committee'’s support for unitary boards and
the collective responsibility of all directors for the governance of the
company (paragraphs 1.8 and 4.3). It clarifies the role of non-
executive directors within the unitary board (paragraphs 4.4 to 4.6) and
the relationship between the board and its audit committee (paragraph

4.36). In addition

* the recommendation that there should be a procedure for
obtaining independent professional advice now extends to all

directors, not just the non-executives (Code 1.5)

* the report makes clear that all board members should have the

right to attend audit committee meetings (paragraph 4.35c)

* the proposal that the chairmen of the audit and remuneration
committees nguld be responsible for answering questions at the
A
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out clearly that boards will require a minimum of three non-executive

Code now spell

directors (paragraph 4.11 and Code 4.3).

Other changes to the draft report in response to consultation comments

that I would highlight are as follows:

* a clearer definition of "independence’ (paragraph 4.12 and Code
2.2)
* greater emphasis on the role of the company secretary

(paragraphs 4.25 to 4.27 and Code 1.6)

* greater emphasis on the internal audit function as an integral

part of a company’s system of internal control (paragraph 4.39)

* a new recommendation that institutional investors should
disclose their policies on the use of their voting rights

(paragraph 6.12)



* identification of issues for the Committee’s successor body to
review in greater depth, including the rules for the disclosure
of directors’ remuneration, and the procedures for putting

forward resolutions at general meetings (page 57).

Conclusion - role of shareholders

o Snim wp
We are looking to shareholders to use their influence as owners to

ensure that the companies in which they have invested comply with the
Code. Compliance statements present shareholders with a ready-made
agenda for their representations to boards. We are, in effect, relying

on market forces to turn our recommendations into action.

We believe that it will benefit the market standing of companies to
comply with the Code and so it will be to their own advantage to do so.
Equally, shareholders will have a direct interest in ensuring that the
companies in which they invest comply, for the same reason. We expect
compliance, therefore, to be brought about primarily through a

combination of the self-interest of boards and shareholder action.

Compliance is however a matter for everyone concerned with corporate

governance. We look not only to the financial institutions but also to

the wide range of other bodies backing our work to encourage the

adoption of our recommendations. We specifically refer, in the Final

Report, to the part which the media have to play in drawing attention to 23,hi—
governance issues of public or shareholder concern. That is why we are '
so pleased to have this opportunity of meeting with you and of

discussing any issues arising from our report which you may want to

raise.



LAUNCH OF COMMITTEE'S DRAFT REPORT

Key points to get across

1 Set report in a positive context: good corporate governance strengthens
not weakens companies. Boards must have freedom to drive their companies
forward but within a framework of effective accountability and safeguards.
Report recognises need to strike balance between entrepreneurial drive and

proper safeguards.

2 Specific nature of Committee's remit: Committee's remit was limited to
financial reporting and accountability. Report looks principally at the
reporting and control functions of boards, at the role of auditors, and at the
role of shareholders. This in no way implies that other functions of boards
(eg leadership) or other governance issues (eg two-tier boards, pension funds,
the short termism debate) are unimportant. They were simply outside our

remit.

3 Why Committee was set up: concern at low level of confidence in financial
reporting and auditing. Some unexpected major company failures, and criticism
over board accountability over such matters as directors’ pay, were the
visible signs of a governance system that was not serving companies or their

stakeholders as well as it should have. Underlying reasons:

*

competitive pressures on companies and auditors

* loose accounting standards

* 1inadequate financial control systems

* confusion over responsibilities

* failure of reports and accounts to give intelligible and balanced

assessments of the position of companies.

3 Core content of the report:

* At the heart of the recommendations is a Code of Best Practice
addressed to the boards of all listed companies. It contains 19 concise
points which will:

* clarify responsibilities
* encourage disclosure
* tighten standards

* strengthen control systems



* encourage balance of interests on board and constructive

challenge

* Chapter on auditing. The report recognises the annual audit as an
essential feature of corporate governance. It contains a series of
recommendations - most addressed to the accountancy profession - designed

to ensure that the audit is objective and effective.

* Chapter on shareholders. The report underlines the importance of a
constructive relationship between companies and their major shareholders
and warmly welcomes a recent policy statement by the ISC. It also
discusses ways in which general meetings could be made more effective in

order to strengthen companies’ links with their individual shareholders.

5 Report is not prescriptive: our approach is directed at establishing best
practice and at allowing some flexibility in the way it is implemented.
Responsibility for meeting the spirit of the recommendations is put on

companies and the bodies to whom they are addressed.

6  But Code has teeth: backed by listing requirement on disclosure.
Immplementation of Code will be monitored. Its terms will be monitored and

updated when necessary.

7 Committee’s strength: wide basis of membership has enabled Committee to
draw on good work which has been done in specific fields and to pull together
a set of recommendations which would command broad support. Committee’s

representation includes members of those bodies best placed to take action on

its recommendations.

8 Essential to get broad support: recommendations need to be taken as a
whole and all groups - companies, shareholders, auditors - have a common
interest in improved working of the corporate system. Concerted effort
required. We look for broad support from all interested parties. Especially
look to the institutional shareholders to use their influence to ensure that
the companies in which they have invested comply with the Code. If broad
support is not forthcoming, will be increasing pressure for legislation and

external regulation which will be less effective.

NDP/keypts 22.5.92
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