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TOPIC 28
CORPORATE GOVERNANCE

28.1
Meaning: 

It refers to the system by which companies are directed and controlled. (Cadbury Report, 2000).

It is a set of processes, customs, policies, laws and institutions affecting the way a corporation/ company is directed, administered or controlled.

28.2
PRINCIPLES OF GOOD CORPORATE GOVERNANCE.

i)
Transparency. This is where stakeholders are able to know what transpires or takes place in the various departments of the organization. It relates to disclosure of relevant information to different stakeholders.

ii)
Accountability. This implies that the responsible employees will be expected to account for the positive or negative outcomes for the portion of work directly under their control. The in charge of governance are required to provide accountability and in case things go wrong they should be held liable.

iii)
Rights and equitable treatment of shareholders. Organizations should respect the rights of shareholders and help them to exercise those rights.

iv)
The role and responsibility of the board. The members should have a variety of skills and a high degree of understanding to deal with the various business issues.

v)
Integrity and ethical behavoiur. Organizations should develop a code of conduct for their directors and executives that promote ethical and responsible decision-making. Integrity is a broad principle that but generally covers honesty, fair dealing, straight forwardness, etc.

28.3
PARTIES/ STAKEHOLDERS IN CORPORATE GOVERNANCE

i)
The owners or the shareholder of the company

ii)
The board of directors. Theses are elected by the shareholders from amongst themselves but at times they elect from without because of their technical expertise.

iii)
Management staff. These include the managers and departmental heads.

iv)
The government.

v)
The community in which the corporation is located.

vi)
The external auditors.

vii)
The employees of the company dealing in the operation of the business.

viii)
The customers.

ix)
The creditors /suppliers.

28.4
DUTIES AND RESPONSIBILITIES OF THE MAJOR PLAYERS IN THE 


CORPORATE GOVERNANCE
i)
The owners/ shareholders


They contribute capital by buying ordinary shares.


They elect the board members or directors.


Recommend for any change in business activities.


Carry out voting at the AGM.


Monitor the performance of the business.

ii)
Board of directors


Design financial plans, policies and draw objectives of the company.


Appoint managers and senior employees.


Handle meetings.


Mobilize funds for the company.

iii)
Management staff


Carry out the day-to-day running of the business.


Design operational procedures, strategies, rules and regulations for the company.


Implement the board policies.


Prepare plans, budgets and implement them after they have been approved.


Evaluate their operational procedures, strategies in line with the objectives of the business.

iv)
Other stakeholders


The government is responsible for preserving law and order to allow business to run smoothly.


Customers buy the products of the company.


Suppliers supply the inputs of the organizations e.g. raw materials, energy, equipment etc.


Employees carry out the various activities of the company.


External auditors audit the financial books and statements made by the accountants e.g. the balance sheets, profit and loss statement, etc.

28.5
IMPORTANCE OF GOOD CORPORATE GOVERNANCE


Adding value to the business corporation. This is in terms of profits and other related issues like increased salaries and wages, government taxes etc.


Helps improve on the access of capital e.g. through investors who add in more capital in an organization.


Helps to create a good corporate image and reputation within the public.


Helps to create a sense of constitutionality and separation of powers within the corporation.


More bank lending as a result of greater transparence and financial strength that the corporate governance achieves.


Enables the development of capital markets in an economy.


It creates confidence in those involved in carrying out business.


Helps in improving on the performance of the various business organizations through healthy competition.

28.6
TOOLS FOR GOOD CORPORATE GOVERNANCE

The following are the tools for good corporate governance;

a.
Company vision, mission, goals and objectives.

1.
Vision. This is a mental image of the possible and desirable future state of the company. It states what the company would like to be in the long run. An example of a vision could be; “To be the leading educational institution in Uganda and in East African region producing highly successful and respected people in the different aspects of life”.

2.
Mission. This outlines the broad direction that it should and will follow in persuit of its vision. An example of a mission would be; “To provide top quality secondary education that nurtures in the students a zest for life, a spirit of enterprise, community service and leadership”.  

3.
Goals. This is a target that the company or one intends to achieve in a given period of time using the available resources.

4.
Objectives. These are targets that must be achieved a short period of time.

b.
Strategic business plans, annual plans and budgets. Planning is looking ahead into the future and making decisions like targets budgets etc that will enable the organization achieve its goals. Plans made by the top management may cover a period of 5 to 10 years.

5.
Business plan. Management should plan ahead of the firm so that future opportunities are identified and taken advantage of. Business plans are well focused and take a period of 3-5 years.

6.
Annual plans. These are made for a duration of one year. They set out targets to be achieved, the activities to be implemented and when, and their financial implications.

7.
Budgets are;

o
A statement of income and expenditure over a given period of time.

o
Widely used means of planning and controlling actions at every level of an organization.

o
Stated in monetary terms.

o
The major means of coordinating the activities of an organization.

c.
Operating financial management, management information system, human resource development policies, procedures and guidelines. The operations of a good corporate governance include the following;

8.
Financial management. This refers to the routine functions which are performed within the firm to ensure efficient use of funds such as;

o
Supervising daily cash receipts and expenditures.

o
Banking surplus cash balances.

o
Record keeping and production of operating and financial reports to aid in decision making.

o
Custody of the firm’s valuables like funds.

o
 Making the firm’s investment policies, insurance policies, assets utilization as well as routine operating policies. The financial manager has to be involved in the allocation of funds within the firm in particular planning and budgeting.

9.
MIS (Management Information System). This is a formal method of making available to management accurate and timely information necessary to facilitate the decision making process and enable the organization’s planning, control and operational functions to be carried out effectively. It provides information about the past, present and projected future and about relevant events inside and outside the organization.

10.
HRD (Human Resource Development). An effective HRD policy includes the following;

o
Recruiting of staff.

o
Training of staff.

o
Motivating staff.

o
Considerable staff remuneration.

o
Staff retirement packages

o
Staff leave policies.

11.
Board Manuals. These should have formulated policies, goals and objectives of the organization e.g. organization and employment manuals which explain the relationship between employees and the organization.

28.7
CORPORATE ACTION PRACTICED IN CORPORATE GOVERNANCE                                                 

a). Dividends. These are earnings of shareholders out of the profits generated by the company during a given financial year.

b). Right issue. This is the right to purchase new shares issued to currently ordinary shareholders in proportion to their existing voting rights in the company. The shares are issued at par or at a reduced price to the existing shareholders.

c). Bonus issues. These are extra shares issued to the ordinary shareholders in proportion to their holdings. The directors of a limited company may decide issue more shares to existing shareholders against the reserves or profit and loss account balance. In this case, the shareholders are not supposed to make any payment
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