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INTRODUCTION

Logistics during conference period

NO MOBILES during presentations

Daily Program:
Start:
Breaks:

End:
Dinner:

8.30am each day

10.00am (20 minutes)

11.20am (10 minutes stretch break)
12.30pm (1 hour)

2.30pm day 1 (10 minutes stretch break)
3.30pm day 1 (20 minutes)

3.00pm day 2 (20 minutes)

4.50pm day 1 (10 minutes stretch break)
5.20pm day 2 (10 minutes stretch break)
7.00pm (end of day 1 and day 2)
7.30pm (to 11.00pm) on day 1 only

—
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INTRODUCTION

BOOK PRIVATE MEETING WITH CON LIVISSIANIS

Before start of Day 2: 7.30am
Lunch: 1.00pm and 1.15pm
Before Dinner of Day 1: 7.15pm and 7.30pm

-—
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INTRODUCTION

Summary of on-line skills test results (no names) by section:

Corporate Governance

Risk Management & Internal Controls
Duties & Responsibilities

Profit & Loss Reporting

Balance Sheet Reporting

Cash Flow Reporting

Budgets

Ratio Analysis

9. Key Performance Indicators (KPIs)
10. Foreign Exchange

11. Accounting

O e g e =
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INTRODUCTION

Feedback Form to be completed at the end of each day. For example Day 1 is:

Introduction

Corporate Governance

Risk Management & Internal Controls
Skills

Case Studies: Corporate Governance — Enliven Limited
Risk Management — Palmalat (ltalian Dairy Company)

B

>




 
	7


	[image: image7.png]WORLD POPULATION
STATISTICS

~




	
8




	[image: image8.png]CORPORATE
GOVERNANCE

R





	9


	[image: image9.png]CORPORATE GOVERNANCE

The inordinate amount of time required by
directors to ensure transparent disclosure,
compliance and strong internal controls has
taken the focus off performance of the board,
executives and the company.

o
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...what does it mean?

o
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Organisation for Economic Co-operation
and Development (OECD)

Principles of Corporate Governance
(Revised April 2004)

o
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...what happened?

o
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9/11 attack on
World Trade Centre New York

R
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YEAR 2001

March 2001 collapse of HIH (Aust — Ins Co.)

May 2001 collapse of One.Tel (Aust — Tele Co.)
9/11 attack on World Trade Centre New York

Nov 2001 Collapse of Enron (US — Energy Co.)
(N.B. July 2002 WorldCom collapse (US - Tele Co.)
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WHY?

HIH - false reporting, greed and poor management

. One.Tel — poor management...ran out of money....

paid AUD523 million for Australian Spectrum licences
Enron — irregularfillegal accounting procedures
WorldCom —fraud........ inflating revenue and under
reporting costs
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1. September 2008 collapse of Lehman Brothers
(US Financier)

2. October 2008 collapse of Royal Bank of Scotland
(UK Financier)

3. November 2008 collapse of Allco Finance Group
(Aust Financier)
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1. January 2009 US Government lends Bank of America
US$ 118 Billion to buy Merrill Lynch and support US
financial market stability (US Financier)

2. January 2009 collapse of Satyam
(India — Computer Services Co.)
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WHY?

. Lehman Brothers — losses from large positions in
sub-prime and other lower-rated mortgage tranches

. Royal Bank of Scotland — overpaid for investment in
Dutch Bank and bad debts

. Allco Finance — could not re-finance large debt book

. Bank of America — rescue the US financial market

. Satyam — provided false and misleading reports,
understated liabilities and overstated debtors
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Australia
UsA
UsA
UsA
Australia
Australia
UsA

UsA

India

Corporate Collapses

Mar 2001
May 2001
Dec 2001
July 2002
Sept 2008
Nov 2008
Nov 2008
Dec 2008

Jan 2009

Jan 2009

HIH Insurance — Loss USD 4.5 Billion
One.Tel — Loss USD 1.5 Billion

Enron Corporation - Loss USD 74 Billion
WorldCom — Loss USD 11 Billion

Lehman Brothers — Loss USD 129 Billion
ABC Learning — Loss USD 1.0 Billion

Allco Finance Group — Loss USD 1.0 Billion

Bernard L Madoff Investment Securities
LLC — Loss USD 12 — 20 Billion

Bank of America — L oss USD 20 Billion for self
USD 118 Billion for Merrill Lynch

Satyam — Loss USD 1.9 Billion
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1. USA — Sarbanes Oxley Act 30 July 2002

2. Aust — ASX Principles (Ten) of Good Corporate
Governance & Best Practice Recommendations
31 March 2003

Revised to Eight Principles August 2007

3. Standards Australia AS 8000-2003 Corporate Governance
23 June 2003

4. Revised OECD Principles of Corporate Governance
April 2004

5. India — Corporate Governance Voluntary Guidelines
December 2009
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GOVERNANCE

WHAT DOES IT MEAN?
Consists of the sets of processes, customs, policies,
laws, institutions affecting the way people direct,
ad ster or control a corporation.

Also includes the relationships among the many
players involved (the stakeholders) and the corporate
goals. The principal players include the shareholders,
management and the board of directors.

Other stakeholders include employees, suppliers,
customers, banks, and other lenders, regulators, the
environment and the community at large.
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THE KEY ISSUES?

1. Processes and systems +
2. Action...direct, control, administer +

3. Principal Players...shareholders, management, board of
directors +

4. Other Stakeholders...employees, suppliers, customers,
banks, other Ienders regulators, environment and
communlty-

ACHIEVE YOUR CORPORATE GOALS
WHAT ABOUT ETHICS AND MORALS?

>
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INDIVIDUALS OF DIVERSE.......

Nationality

Culture

Religion

Age

Education and
Socio-Economic status

cooooo

will have different values, goals and perceptions of
acceptable behaviours, all of which emanate from their
personal ethics, but which may differ from those of the
organisation.
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	[image: image29.png]WEST v’s EAST CULTURE

WEST: Code of Ethics which will define in
writing the expected values and
behaviours

EAST: Trust and Inclusion to foster
positive culture

>
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ROLE & RESPONSIBILITIES OF THE BOARD

1. Strategic direction

2. Approval of budgets, performance objectives and corrective action when
required

3. Compliance with applicable laws

4. Appointing and removing CEO and evaluate performance against
predetermined criteria

5. Ratifying appointment and removal of CFO and Company Secretary
6. Review and ratify systems of risk management and internal controls
7. Ensure that policies on key issues are in place
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ROLE OF CHAIRMAN

Provide leadership

Prepare the meeting agenda

Facilitate the effective contribution of all directors at board meetings
Ensure accurate minutes are kept of each meeting

Ensure good information to be able to undertake effective decision making
Be the mentor to the CEQ

Commence annual process of board and director evaluation

Promote respect between the board and management
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ROLE OF INDIVIDUAL DIRECTOR

Act bona fide in the best interests of the entity
Exercise powers for their proper purpose
Retain their discretionary powers

Avoid conflicts of interests

o e e

Act with care, skill and diligence
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INDEPENDENT DIRECTOR must.....

Be a non-executive director

Not be a substantial shareholder of the company

In the past 3 years not been employed as an executive of the company
In the past 3 years not given material advice to the company

Not be an officer of a material supplier or a customer of the company

Not have a material contractual relationship with the company other than as
a director of the company

Not have served on the board as to interfere with their ability to act in the
best interests of the company

Be free from any interests that would interfere with their ability to act inthe
best interests of the company
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	[image: image35.png]INDEPENDENT DIRECTORS

o BSE Independent Directors Database

o KPMG 2009 Poll

Y
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EXEMPLAR GOVERNANCE MODEL

Social
Sustainabilty || Responsibilty
H H
[ Players
[Government R Employees
+ Processed  [sdministe Board of |,_| Gupblers | [Corporate
e Systems | | Direct T Reaators | (et
egulations,
2 H 1 hareholders
i & i) | Tamialion] Remuneratio] | Community
commitee || commitee| | commitee
Skills J
Financial Non
Reports | | Financial
Reports

Risk






	37


	
[image: image37.emf]

	38


	[image: image38.png]eyeémplar

BC

Sustainability Je—s|

EXEMPLAR GOVERNANCE MODEL

Sacial

Responsibilty fe—s{Environment

H H
[ Players ]
H
[Gavermment _ Emploee
* Processeq  [Administer Board of uppliers | [Corporate
Rules [es +  [es{ Control [e-{Managementesl piractors <] C“ES;?"E:'S fel Goals &
e Systems | | Direct T | e | [P
egulations,
9 1 hareholders
& R Emuneratior] | Community
commitee Comitee

Financial Non
Reports | | Financial
Reports

g

Risk





	39



	[image: image39.png]ROLE & RESPONSIBILITIES OF THE
NOMINATION COMMITTEE

The role is to select the best candidates with the competencies required to
balance the board’s experience and expertise.

The responsibilities are:

o Selection, appointment and removal of directors

o Ensure the necessary competencies are available to the board
o Measuring board performance

o Balancing the skills, experience and expertise of the board......
”BALANCE THE BOARD”

:
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Must consider both the intemal and extemal process and address....

o

o

o

ROLE & RESPONSIBILITIES OF THE
AUDIT & RISK COMMITTEE

Integrity of financial reports
Management process supporting the external reports
Appointment and removal of auditor

Risk management

Internal controls

Members are non-executive and majority independent
External auditor attend 2 meetings each year

Minutes of meetings

One financial expert

Continuous financial education of members
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RECOGNITION & MANAGEMENT OF RISK

The Audit & Risk Committee should:

o Oversee the risk management system
o Describe the risk profile

o Protect the management system that identifies, assesses, monitors and
manages risk including internal compliance and control

o Ensure the internal audit function is able to measure effectiveness

o Ensure sign off by the CEO & CFO on a sound system of risk management
and internal compliance and control.
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COMMUNICATION WITH SHAREHOLDERS,
REGULATORS, EMPLOYEES, etc AND COMMUNITY

Type of information that can and needs to be disclosed:

0 Annual reportto include review of operations and activities
Release information by email and on website

External auditor to attend annual general meeting

Annual report to include remuneration of directors and 5 highest paid executives

Annual report to disclose off-balance sheet transactions
Annual report to disclose personal loans to executives

Annual report to disclose beneficial owners, directors or officers of more that 10% equity
Annual report to include internal control report

Annual report to disclose whether the audit committee is comprised of at least one
financial expert

0 Permit electronic distribution of notices and annual reports and authentication of proxy
appointments and submissions of proxy forms.
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	[image: image46.png]“FAIR REMUNERATION”
ROLE & RESPONSIBILITIES OF THE
REMUNERATION COMMITTEE

The Remuneration Committee must:

o

Adopt remuneration policies that are transparent and attract and maintain
talented and motivated directors and employees

Disclose details of fee or salary to each director and 5 highest paid
executives

Openly declare new agreements incorporating individual and business
performance with key executives

Vote when required on remuneration issues
Declare remuneration committee members.

v s
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	[image: image48.png]RECOGNISE LEGAL & OTHER OBLIGATIONS TO ALL
LEGITIMATE STAKEHOLDERS

1. Code of Conduct to guide compliance with legal and other obligations which
complements risk management practices

2. Ability for employees to alert management of misconduct
3. Creates a culture of good governance
4. Compliance periodically evaluated

vl
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PERFORMANCE AND EVALUATION

Performance Evaluation must consider:

o Performance of board, board committees and key executives

o Induction program, training and education

o Management information that is timely, high quality and effective
o Easy access to the Company Secretary
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COMPANY WEBSITE

The Company Website should be the reflection of the written guidelines used
by the board and executives to run the business and include:

1. Summary of the Board Charter

2. Statement of delegated authority to management

3. Procedure for selection, appointment and re-election of directors
4

. A description of the process for performance evaluation of the board, its
committees and individual directors and key executives

o

Charter of the Nomination Committee

6. Summary of the role, rights, responsibilities and membership requirements
for the Nomination Committee

7. Nomination Committee’s policy for the appointment of directors

8. Summary of the Code of Conduct that provides ethical and responsible
decision-making and recognises the legitimate interests of stakeholders

—
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COMPANY WEBSITE cont’d
9. Summary of the trading policy

10 Audit Committee Charter
11 Procedure for selection and appointment of external auditors

12 Procedure for rotation of external audit engagement partners

13 Policies and procedures to guide compliance with Listing Rule disclosure
requirements

14 A description of arrangements made by the company to promote
communication with shareholders

15 A description of the company’s risk management policy and intemal
compliance and control system

16 Charter of the Remuneration Committee

17 Summary of the role, rights, responsibilities and membership requirements
for the remuneration committee

;
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	[image: image53.png]CO-OPERATION NOT ENFORCEMENT

GOOD CORPORATE GOVERNANCE

SIZE OF BUSINESS
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'DIRECTOR INDEPENDENCE

PuBLIC USTED
COMPANY

~FAMILY OWNED
COMPANY

SIZE OF BUSINESS
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SMALL
~FAMILY OWNED
‘COMPANY

LARGE
PUBLICLISTED
COMPANY

DIRECTOR STATUS

OWNERSHIP
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REPORTING REQUIREMENTS
TO STAKEHOLDERS

SMALL
FAMILY OWNED
COMPANY,

LaRGE
PUBLICLISTED
COMPANY,

SIZE OF BUSINESS.
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WHAT INTERNAL CONTROLS?

womors st

swaLL
FAMILY OWNED
COMPANY

RISK MANAGEMENT
& INTERNAL CONTROLS

DIRECTOR KNOWLEDGE
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	[image: image59.png]CORPORATE GOVERNANCE
CASE STUDY No.1

ENLIVEN LIMITED

<~
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	[image: image61.png]THE CORPORATE DNA STORY

each company has its own DNA

Culture
Obijective

Board of directors
Management

Staff
Size
Products

Markets

Location

Internal controls
Risk management
Efficiency levels
Financial reporting
Compliance levels

...it is unique to each company
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	[image: image62.png]GOOD CORPORATE GOVERNANCE

... will not be possible without the following
being addressed:

1. The skills of the directors, committee members, key
executives and staff

2. The risk management and internal controls
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RESPONSIBILITIES OF THE BOARD

Usually the board will be responsible for:

. Overseeing the company, including it's control and
accountability systems

. Reviewing and ratifying systems of risk management and
internal compliance and control, codes of conduct and
legal compliance
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	[image: image64.png]THE BOARD SHOULD ESTABLISH A
NOMINATION COMMITTEE

Responsibilities of the committee should
include:

= An assessment of the necessary and desirable
competencies of board members
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	[image: image65.png]DISCLOSE THE PROCESS FOR
PERFORMANCE EVALUATION OF THE
BOARD, ITS COMMITTEES AND
INDIVIDUAL DIRECTORS

The Nomination Committee should take responsibility for
evaluating the board’s performance.

Directors and key executives should have access to

continuing education to update and enhance their skills
and knowledge.





	66


	[image: image66.png]Directors, committee members and CEQs should be
tested for practical capabilities (core competencies) and
CFEOs, key executives and staff should also be tested for
basic skills (numeracy and comprehension/spelling) to
ensure the integrity of the financial and non-financial
information communicated to the stakeholders.

Directors should also be tested on the meaning and intent
of risk management and internal control processes.
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	[image: image67.png]So that it consists of:
Only non-executive directors
A majority of independent directors
Has at least 3 members

Is chaired by an independent chair who is not chair of the
board

The Audit Committee should include members who are all
financially literate (i.e., are able to read and understand financial
statements); at least one who has financial expertise (i.e., as a
qualified accountant or other financial professional with
experience of financial and accounting matters); and some
members who have an understanding of the industry in which the
entity operates.
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	[image: image68.png]ESTABLISH POLICIES ON RISK
OVERSIGHT AND MANAGEMENT

Risk management and compliance and control:-

Management should establish and implement a system for
identifying, assessing, monitoring and managing material risk
throughout the organisation.

Assessment of effectiveness:-

A company will require some means of analysing the
effectiveness of it’s risk management and internal compliance
and control systems and of the effectiveness of their
implementation.
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the integrity of financial statements is founded on a system of
risk management and internal compliance and control which
implements the policies adopted by the board

the company’s risk management and internal compliance and
control system is operating efficiently and effectively in all
material respects.

The integrity of the company’s financial reporting depends on the
existence of a sound system of risk oversight and management
and internal control. The requirement to make this statement
encourages management accountability in this area.
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	[image: image71.png]WHAT IS RISK
How do you manage it?

Risks can expose you to a potential
benefit or loss.

Implementing the risk management process
will enable organisations to minimise
losses and maximise opportunities.
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	[image: image72.png]RISK — What to do?

Introduce control systems

Accept the risk

Transfer the risk
Avoid the risk





	73


	
[image: image73.emf]
	74



	[image: image74.png]INTERNAL CONTROLS

Process designed to provide reasonable
assurance regarding the achievement of
objectives in the following:

= Effectiveness and efficiency of operations
= Reliability of financial reporting
= Compliance with applicable laws & regulations
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CONTROL SELF ASSESSMENTS

Control self-assessment is a judgemental evaluation of

the organisation’s activities by the people involved in the
activities.

Different techniques for control self-assessments are:

= facilitated meeting
= one-on-one interviews
= surveys
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SELF ASSESSMENT

Self-assessment encourages management to assume
responsibility for internal control and business risks.

The results of self-assessment can be used to:

= identify areas where additional internal controls should be
monitored

= identify areas where internal controls can be reduced or
modified

= increase awareness of internal controls

= assist employees in understanding their roles and
responsibilities with respect to internal controls.

;
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LIKELIHOOD & CONSEQUENCES

After the assessment of the risk, the likelihood and its
associated consequences need to be assessed in the
context of existing internal controls.

The likelihood and consequences of an event combine to

produce a level of risk. Deterring the likelihood and
consequences will require some form of analysis.

;
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Take each risk you have identified and examine the
various ways it could happen and ask the following

questions:

= What is the likelihood of this risk occurring?
= Is it almost certain to occur?

= Is it very unlikely to occur?

= Does it fall somewhere in between?
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Having determined a rating for the likelihood of the risk
occurring, consider the impact that the risk will have on
meeting your organisation’s objectives.

Will the impact be:

= Negligible?

= Very high?

= Somewhere in between?
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CONSEQUENCES LEVEL OF RISK
High High Medium Medium
Medium Medium Medium Medium
Low Medium Low Low
High Medium Low
LIKELIHOOD

Determine the consequence rating and enter this in your Risk Register.
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There are essentially 3 types of analysis that can be used
to analyse the consequences and likelihood of an event.

They are:
= Qualitative (words only)
= Semi-quantitative (numerical values used for prioritisation)

= Quantitative (numerical values)
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EVALUATE THE RISKS

Risk evaluation involves comparing the level of risk found
during the analysis process with previously established
risk criteria.

Examine the risks and determine whether or not they constitute
an acceptable risk to your organisation.

The output of the risk evaluation is a prioritised list of risks that
include:

= No concern

= Acceptable but will require close monitoring, and

= Unacceptable and will require a risk treatment process

R
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RATING THE LEVEL OF RISK

LIKELIHOOD | Insignificant| Minor |Moderate | Major (Catastrophic|
1 2 3 4 5

A - Almost Certain H H E E E

B - Likely M H H E E

C ~Moderate L M H E E

D - Unlikely L L M H E

E —None L L M H H

£ = Extrome fisk Immetiate action requred

H= High risk Senior management atention required

1= Moderate isk Managemeni respansibilty must be spetifed

L= Lowrisk Manage by rouiine procedures

Priorities for Treatment:

Level Priority Treatment

Extreme Urgent Must be dealt with immediately

ery High High Should be dealt with ASAP after urgent

Medium Medium Is very important but after urgent and high

Low Low Important but can be managed by routine procedures

Negligible Nane Na action is required

e —
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TREAT THE RISKS

Risk treatment involves identifying:

= the range of options for treating risks
= assessing those options

= preparing risk treatment plans, and

= implementing

The treatment plan should identify:
= responsibilities

= schedules

= expected outcomes

= budgets

= performance measures, and

= the review process

;




	85


	[image: image85.png]MONITOR AND REVIEW

Monitoring and reviewing are an integral part of
the risk management cycle with monitoring being
a regular and ongoing process and reviewing a
periodic process.
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Communication and consultation needs to take
place at each step of the risk management
process.

Those with a vested interest must understand the
basis on which decisions are made and actions
taken.

Vested interests are well represented in Directors,
CEO, CFO, Senior Management and staff.

~
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THE AUDIT PROCESS

The basic components of a general ledger account are:
Opening balance

+ Additions

- Deductions

= Closing Balance
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STATISTICAL ANALYSIS

Trace transactions through intermediate records to source
documents.

Review of the non-financial records.

Statistical analysis begins with the computation of significant
ratios and figures.

Compared with:

= Prior year results

= External data such as industry statistics
= Budgets
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RATIOS OF AUDIT INTEREST

Typical ratios of audit interest include:

= Inventory turnover

= Gross profit ratio/percentage

= Number of days sales in receivables, and
= Ratios of operating expenses to sales

Similar computations of interest include the correlation of
related variables such as:

= Sales with bad debt expense
= Debt with interest expense, and
= Fixed assets with depreciation
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Top management must delegate to employees the vital
activities of purchasing and selling, custody of
valuable assets, and performance of other duties.

The method used to assign and monitor their duties
and activities is broadly referred to as INTERNAL
CONTROLS.
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	[image: image91.png]Internal control comprises the plan of the organisation
and all of the co-ordinate methods and measures
adopted within a business to safeguard it’s assets,
check the accuracy and reliability of it’s accounting
data, provide operational efficiency, and encourages
adherence to prescribed managerial policies.

A well developed system of internal control might include:
budgetary control
standard costs, periodic operating reports
statistical analysis
a personnel training program, and
an internal audit staff function
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The development, implementation, and maintenance of this
comprehensive type of controls system are a managerial
responsibility,

The 2 types of management controls are:

= Accounting controls, and

= Administrative controls
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Accounting controls combine the plan of the organisation
and all methods and procedures that are concerned mainly
with, and relate directly to, safeguarding of assets and the
reliability of financial records.

They generally include controls such as:

The system of authorisation and approval

Separation of duties concerned with record keeping and
accounting reports from those concerned with
operations or assets custody, physical control over
assets, and

Internal auditing
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	[image: image94.png]ADMINISTRATIVE CONTROLS

Administrative controls comprise the plan of the
organisation and all methods and procedures that are
concerned mainly with operational efficiency and
adherence to managerial policies and usually relate only
indirectly to the financial records.

They generally include controls such as:

Statistical analysis

Time and motion studies
Performance reports

Employee training programs, and
Quality controls

;
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The independent auditor is primarily concerned
with the accounting controls.

;




	96


	[image: image96.png]exemplar

The information systems supply management with
meaningful data necessary to operate the business.

All data processing routines consist of one or more of
the following basic operations:

Recording - original capturing of data or a source document
Classifying — chart of accounts identified by the objects they
represent

Sorting — arranging data to facilitate further processing
Calculating — applying mathematical operations to data
Summarising — comprises a large volume of data e.g. Profit &
Loss Statement and Balance Sheet

Communicating - final results to the user for decision making
purposes
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RELIABLE INFORMATION

Decisions can be no more reliable than the data on which
they are based. The performance of each operation creates a

possibility of error.

The objective of making the INTERNAL CONTROL SYSTEM
an integral part of the information systems is to reduce the
probability of these errors.

;




	98



	[image: image98.png]lar

ERRORS

Errors associated with any of the operations in processing
data may be either unintentional or intentional.
Unintentional errors nay result from:
Weaknesses in people or equipment
Human carelessness
Misunderstanding, and

Faulty judgement

Intentional errors may be attempted by:

= Management to misrepresent information, or

= Employees to cover incompetence or to conceal the
abstraction of assets i.e. fraud
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The independent auditor is concerned with detecting all
material errors that cause misstatements in financial

position and results of operations.

R
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	[image: image100.png]Divide tasks among individual employees and groups
or departments of employees

Utilise organisation charts, chart of accounts, rules,
office memos, manuals, contracts and developed
specifications

Documentation or procedural methods used to record
tasks that have been performed by each employee,
group or department in the business

The independent auditor will test compliance with
system by determining not only that critical tasks were
performed, but who performed them.
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The characteristics of a satisfactory system of internal
control are:
Organisation — the plan of organisation should assign
responsil es and duties to specific persons
Personnel - competent performance requires intelligence,
knowledge and alertness
Sound Practices — operating, custody and accounting are
the 3 main functions of handling transactions in a business
Authorisation and Record Procedures — the double-entry
method of accounting facilitates controls in clerical
accuracy and effective record of accountabi
Documentation — consists of the written specifications and
restrictions for data processing.
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	[image: image102.png]The review and evaluation of Internal Controls have 2
separate but related objectives.

Primary Objective: to obtain support for an expression of an
opinion by the auditor on the financial statements

Secondary Objective: provide a basis for offering
suggestions for strengthening the system for increasing
efficiency of the system, and for improving financial
planning.
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A proper study and evaluation of the internal control
system has 3 important steps:

Obtaining a description of the system — review system
documentation, observing data processing activities and
questioning of personnel about their activities

Clarifying that description by tests and data — trace
transactions from the source documents and initial
recording through whatever intermediate records might
exist to the output in the form of fixed records and reports
Evaluating the weaknesses involved — determine what
control procedures are actually being followed and evaluate
the effectiveness of their controls.
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	[image: image104.png]INTERNAL CONTROLS & MANAGEMENT

Internal Control is the means by which management can
best discharge its primary responsibility for the reporting
of adequate and accurate financial and operating
information to such interested parties as the Board of
Directors, stockholders, regulators and their stakeholders
such as creditors.
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Refer to back of workbook
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Inability to achieve best practice, which is:

“Excellent control that relates to operational performance,
reporting (financial and non-financial) and compliance
which is fully integrated with the organisation’s culture,
structure and business processes.

Control is timely, pervasive and anticipatory. Internal
control is the responsibility of everyone in the
organisation, supported by education, training andfor
explanation and performance evaluation procedures.”
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Corporate performance is enhanced where there is a
board with the appropriate competencies to enable it to
discharge its mandate effectively.

1. Board of Directors

2. Individual directors

3. Audit Committee

4. CEO, CFO and other senior executives
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	[image: image108.png]INTEGRITY OF INFORMATION

1. Assets & Liabilities Balance Sheet

2. Revenue Profit & Loss Statement
3. Expenses Profit & Loss Statement
4. Cash Flows Cash Flow Statement

5. Significant Events

6. Comparison Past & Future

7. Trend Analysis

8. Key Performance Indicators  Exception Reporting

9. Commitments/Contingent Liabilities

10.Questionnaire
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INTERNAL CONTROLS - BALANCE SHEET

+ASSETS

Stock - raw materials Intangibles
Stock - finished goods Prepayments
Work-in-progress Fixed Assets
Stock-in-transit Loans
Overstated 227
- LIABILITIES
Accounts Payable Bank Loans
Contingent Liabilities Other Loans
Provisions
Understated???
= EQUITY
Issued Capital Reserves

Unappropriated Profiti(Loss)
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INTERNAL CONTROLS - P & L STATEMENT

+REVENUE

Sales

- COST OF SALES

Direct Labour

Direct Overheads

Purchases —raw materials, finished goods
ROSS PROFIT

+ OTHER INCOME

Interest Received

Consulting Fees

OPERATING EXPENSES

Warehouse Selling Expenses
Customer Service Marketing
Foreign Exchange Finance & Administration

ARNINGS BEFORE INTEREST 8 TAX
~Interest Expense
= PROFIT BEFORE TAX - Income Tax = PROFIT AFTER TAX
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INTERNAL CONTROLS
CASE STUDY No.2

PALMALAT SpA

“~
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KEY SKILLS FOR DIRECTORSHIPS

OECD PRINCIPLES OF CORPORATE GOVERNANCE &
STANDARDS AUSTRALIA AS8000-2003

3.2.6 BOARD SKILLS
1) SKILLS and EXPERIENCE, and
2) OPERATIONAL or TECHNICAL EXPERTISE, including

EXECUTIVE EXPERIENCE and LEADERSHIP
EXPERIENCE




	114


	[image: image114.png]INDIA CORPORATE GOVERNANCE
VOLUNTARY GUIDELINE December 2009
I. BOARD OF DIRECTORS

B.1 Attributes for Independent Directors

Integrity

Experience and expertise

Foresight

Managerial qualities, and

Ability to read and understand financial statements
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	[image: image115.png]HIGH PERFORMING BOARD

“Boards that work: A new guide for directors™
G.Kiel & G. Nicholson 2003

WHAT TO LOOK FOR IN A DIRECTOR

Leaders

Visionaries or strategic thinkers
Practical people

Analytical people

Communicators who can deal with stakeholder
groups
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	[image: image116.png]HIGH PERFORMING BOARD

“Boards that work: A new guide for directors™
G.Kiel & G. Nicholson 2003

DIRECTOR COMPETENCIES
can be broken down into:
= Job related skills

= Personal qualities
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HIGH PERFORMING BOARD

“Boards that work: A new guide for directors™
G.Kiel & G. Nicholson 2003

Job related skills:

Strategic expertise

Accounting and finance

Legal

Managing risk

Managing people and achieving change
Experience with financial markets
Industry knowledge
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HIGH PERFORMING BOARD

“Boards that work: A new guide for directors™
G.Kiel & G. Nicholson 2003

Personal gualities:

= Integrity

= Curiosity and courage

= Interpersonal skills

= Genuine interest in the organisation and its business
= Instinct

= An active contributor
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Australian Institute of Company Directors
(AICD) view

“Australian boards need to be multi ed and have
competencies that match the strategic direction of the
company to maximise company performance. Different
professional skills, industry backgrounds and life
experiences can all contribute to a more fertile mix in the
boardroom.”
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	[image: image120.png]DIRECTOR PERFORMANCE

Increasing pressure on boards by:

Shareholder associations

Communities representing the environment
Financial institutions

Next generation shareholders and managers

for ALL PUBLIC AND PRIVATE COMPANIES and

= Financial markets

for PUBLIC COMPANIES
i.e., Boards are changing their directors more frequently
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	[image: image121.png]INDIA CORPORATE GOVERNANCE
VOLUNTARY GUIDELINE December 2009
Il. RESPOSIBILITIES OF THE BOARD

D. Evaluation of Performance of Board of Directors,
Commiittees thereof and of Individual Directors

The Board should undertake a formal and rigorous

annual evaluation of its own performance and that of its
committees and individual directors.

Refer to Exemplar Board Evaluation Process and
Exemplar Guidelines on Board Self-Assessment
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SEARCH FIRMS

What skills do they look for?
Generic qualities — applies to all roles

Specific qualities — applies to an assignment
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GENERIC QUALITIES

Significant executive experience

Exposure to boards and committees as
an executive

Integrity

Honesty
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SPECIFIC QUALITIES

= Industry knowledge and experience

= Functional expertise i.e. accounting, law,
finance, etc

= Understand risk

= Challenge strategic direction, i.e.
communication skills

= Solve complex problems
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	[image: image125.png]To reduce the overall risks for the company
and fellow directors from poor decisions
made as a result of inadequate knowledge of
corporate governance, risk management,
internal controls and financial reporting

An independent, objective assessment of
skills

To identify the training needs of individual
board members

To identify the skill gaps of the board in
general

;
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o Improve economic efficiency

o Enhance investor confidence

o Lower cost of capital

o Enhance reputation through strong business
ethics and awareness of environment and
sustainability

o Subject to law and regulation of country
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CASE STUDY REVIEW IN TEAMS

= Case Study No.1: Corporate Governance
Enliven Limited

= Case Study No.2: Risk Management & Internal
Controls

Palmalat SpA

Each team will write their recommendations on the paper

pinned on the stand near the team'’s table.
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	[image: image128.png]PRESENTATION BY EACH TEAM

= Each team to have 10 minutes to present and
argue their case/recommendations.

= Group discussion
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	[image: image129.png]DINNER 7.30PM TO 11.00PM

= Feedback form
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The following figure illustrates the major components of the

internal control process


[image: image130.wmf]Internal Control Process
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DAY 1:
 CASE STUDIES
Group Presentations

1. Corporate Governance – Enliven Limited (Case No.1)
2. Risk Management & Internal Controls - Palmalat SpA (Case No.2)
CORPORATE GOVERNANCE – ENLIVEN LIMITED

(Case No.1)
Enliven Limited has for some years not performed to expectations, which is clearly reflected in the performance of the share price over the last 3 years.


With the collapse of Enron (2001), WorldCom (2002), HIH in Australia (2001) the lessons were not learnt when Lehman Brothers collapsed in 2008 and so commenced the GFC….Global Financial Crisis. The share market collapsed by 40% but Enliven’s share price was further eroded by 20% because of its poor disclosure record to the market.

Assumption

1) 
Chairperson (Chair No.1 on Board position) is also the CEO for the past 5 years and a director on 3 other public companies. The Chairperson is also the Chairperson for the Nomination Committee.

	Year
	Director Fee
	Salary
	Committee Fee
	Bonus
	Share Options
	Period

	2005
	$200,000
	$1,000,000
	$15,000
	$250,000
	500,000    @ $10.00
	5 years

	2006
	$220,000
	$1,500,000
	$20,000
	$500,000
	500,000    @ $10.00
	5 years

	2007
	$240,000
	$2,000,000
	$30,000
	$1,000,000
	1,000,000 @ $10.00
	5 years

	2008
	$240,000
	$2,250,000
	$30,000
	$750,000
	750,000    @ $10.00
	5 years

	2009
	$240,000
	$2,250,000
	$30,000
	$500,000
	500,000    @ $10.00
	5 years


2)  Deputy Chairperson (Chair No.2 on Board position) is a non-executive director for 10 years and prior to that was the CEO for 7 years. Has one other directorship.

	Year
	Director Fee
	Committee Fee
	Share Options
	Period

	2005
	$120,000
	$30,000
	-
	-

	2006
	$130,000
	$40,000
	-
	-

	2007
	$140,000
	$60,000
	-
	-

	2008
	$140,000
	$60,000
	-
	-

	2009
	$140,000
	$60,000
	-
	-


The Deputy chairs the Audit and Risk Management Committees and Remuneration Committee.

3) The COO (Chair No.3 on the Board position) joined the company 3 years ago as an executive and holds no directorships. The COO is also a member of the Remuneration Committee.

	Year
	Salary
	Bonus
	Share Options
	Period

	2005
	$700,000
	$100,000
	200,000 @ $10.00
	5 years

	2006
	$1,000,000
	$200,000
	200,000 @ $10.00
	5 years

	2007
	$1,200,000
	$300,000
	300,000 @ $10.00
	5 years

	2008
	$1,300,000
	$250,000
	250,000 @ $10.00
	5 years

	2009
	$1,300,000
	$200,000
	200,000 @ $10.00
	5 years


4)  The other 5 directors (Chair Numbers 4 to 8 on Board position) are non-executive directors and on the same director’s fee.

	Year
	Director Fee
	Each Committee Fee
	Share Options
	Period

	2005
	$100,000
	$10,000
	-
	-

	2006
	$110,000
	$15,000
	-
	-

	2007
	$120,000
	$20,000
	-
	-

	2008
	$120,000
	$20,000
	-
	-

	2009
	$120,000
	$20,000
	-
	-


Director 
No.4: 
Non-executive for 6 years – member of Audit Committee

No.5: 
Non-executive for 3 years – members of Audit Committee

No.6: 
Non-executive for 2 years – was an audit partner 2 years ago and currently a member of the Audit Committee

No.7: 
Non-executive for 1 year – was CEO of a major customer and currently a member of Nomination Committee and Remuneration Committee

No.8: 
Non-executive for 15 years (75 years old) – currently a member of Nomination Committee and Remuneration Committee

5) The CFO (Chair No.9 on Board position) for the last 8 years attends board meetings as does the company secretary (Chair No.10 on Board position) for the last 5 years.

1.
Board and Committee Structures

BOARD

	
	
	Executive
	
	

	
	
	Chairperson
	
	

	
	
	(Last 5yrs)
	
	

	
	
	1
	
	

	
	
	
	
	

	COO (Last 3yrs)
	3
	
	10
	Company Secretary

	
	
	
	
	(Last 5yrs)

	Director (15 yrs, 75yo)
	8
	
	5
	Director (3yrs)

	
	
	
	
	

	Director (6yrs)
	4
	
	6
	Director (ex audit

	
	
	
	
	partner 2 years ago)

	Director 
	7
	
	9
	CFO (last 8yrs)

	(ex CEO major customer 
	
	
	
	

	1 year ago)
	
	2
	
	

	
	
	Deputy
	
	

	
	
	Chairperson
	
	

	
	
	(ex CEO
	
	

	
	
	10 years ago)
	
	


NOMINATION COMMITTEE



	
	
	Chair-person
	
	

	
	
	1
	
	

	
	
	
	
	

	Director
	8
	
	7
	Director

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


AUDIT COMMITTEE & RISK MANAGEMENT COMMITTEE
	
	
	Chair-
	
	

	
	
	person
	
	

	
	
	2
	
	

	
	
	
	
	

	Director
	4
	
	5
	Director

	
	
	
	
	

	
	
	
	6
	Director
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2.
Company Statistics

12 months ended 30 June

	
	2005
	2006
	2007
	2008
	2009

	Revenue    ($, 000’s)
	250,000
	300,000
	310,000
	280,000
	250,000

	NOPAT *    ($, 000’s)
	10,000
	15,000
	14,000
	10,000
	8,000

	NTA **       ($, 000’s)
	100,000
	107,500
	114,500
	119,500
	123,500

	Share Price      ($)
	10.00
	11.00
	10.80
	6.48
	4.32


* 
Net Operating Profit After Tax
** 
Net Tangible Assets after distributing 50% of NOPAT as dividends

Questions:

1) If you were elected the Chairperson today, what would you do to improve the relations with the stakeholders and hopefully the share price?










2) Who is considered to be an independent director?














3) Who is responsible for the poor performance?
















4) Should the Executive Chairman, COO and CFO be on contract? What and when should the key elements of their remuneration be disclosed to the market?















5) The current audit fees are $400,000. The audit firm also supplied the following services in 2010: -

IT:






$250,000

Compliance and Internal Control Review:

$200,000

Recruitment of Senior Management:


$100,000

Valuation Services:




$50,000


Should the audit firm continue as the auditor when it provides the other services?

RISK MANAGEMENT & INTERNAL CONTROLS – PALMALAT SpA
(Case No.2)
Recent corporate listings show that the large international corporate’s are paying too much to become the dominant operator in an industry.

Within a few years large write-offs are required when (a new Chairperson/CEO is appointed to clear the deck of past mistakes) the newly acquired business does not perform as expected. However, before this point is reached the pressure on management and the board is enormous which could result in hidden negative issues to protect the share price.

Collusion in unauthorised transactions can easily occur with a board that is controlled by executive directors and a not too fussy external auditor who reports to the CEO.

The Italian food and dairy giant Parmalat (Italy’s 8th biggest industrial group and owner at the time of Australia’s 3rd largest milk processor and dairy producer) reported on December 19, 2003 that Bank of America was not holding $US 4.9 billion ($AUS 6.6 billion) in funds, as it had reported in September 2003.

The announcement trigged an investigation into the financial status of the company, which uncovered 15 years worth of miss-reporting and up to $US 11 billion in unaccounted funds.

Whilst the founder and executive chairman Calisto Tanzi and his family owned just over  50% of Parmalat this does not mean that he could funnel funds ($Euro 500 million) away from Parmalat and into companies controlled by Tanzi. The other 50% of the shares belong to the public. This is the near equivalent of the Christopher Skase and Alan Bond scenes of the 70’s and 80’s in Australia.

The Italian prosecutors have unveiled: -

· a pattern of market rigging

· false accounting and auditing

· fraud

· misappropriation of funds dating as far back as 1992.

The Italian magistrates’ order named two former Parmalat chief financial officers as well as two executives from the Italian unit of auditors Grant Thornton as having masked the company’s problems.






So how does the company protect itself from these outcomes knowing the following:-
Board:
controlled by the chairman (minimal power of independent directors)

Executive Chairman:
not independent (require non-executive chairman)

CFOs:


corrupted by chairman

Auditors:

corrupted by executives (how many years partners in charge?)

Executives:

some corrupted by chairman

Even an audit committee would have difficulty in operating efficiently without independent directors. Francesco Giavazzi, a professor of Political Economy at Bocconi University who has advised previous Italian governments, said Italian corporate boards don’t have enough independent directors.

“In family run companies, independent directors are even rarer so the problem is accentuated” he says.

At that time according to Bloomberg data of Italy’s 50 largest publicly traded companies, only eight don’t have a single shareholder alliance that controls more than 30% of the shares. Of the rest, 16 are controlled by families, 5 are controlled by the government entities, 10 are controlled by other quoted companies, and 10 are controlled by bank foundations.

“On the Italian market in general, there would be a risk premium not only on family-owned companies but also public companies, because often they are owned by another company and you’re just a minority shareholder”, said Peter Braendle at Suisca Portfolio Management who was based in Zurich and helps manage Euro 33 billion.

“Fund managers will be more careful now whenever they don’t understand the structure of an Italian company – they might not buy the shares,” he said.


QUESTION:

So, what would you do as the new Chairman?
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