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· Opening Remarks

· Congratulations to the Bulgarian CG Task Force on progress that has led to today’s launch of the National CG Commission. 
· Only country to have taken this step thus far in SE Europe, closely mirrors similar steps in Germany (and you’ll be hearing from Christian Strenger later today), The Netherlands and Austria.
· I commend the  Bulgarian Stock Exchange and Financial Supervision Commission for its support in these efforts, particularly in the establishment of the CG Commission.
· I would also add the various organizations, institutions and companies that have actively participated in the CG work in Bulgaria to date.   Especially commendable in that it has all been undertaken by their representatives in their own personal time, pro bono.
· This has been a very rewarding exercise for the Global Corporate Governance Forum and the International Finance Corporation, with generous support particularly from the World Bank office here in Bulgaria.
· No doubt we have encountered one of the worst crises since the great depression

· Virtually every thoughtful analysis of the crisis has cited macroeconomic imbalances, regulatory failure and various flaws in the intersection between economic and regulatory policies – this, as we have observed, has been particularly severe in the banking sector.
· To put this in context, the write downs estimated by the IMF are equal to 37 years of official development assistance at its 2008 level.  This is 13% of Global GDP. 
· Governments have so far provided upwards of $8,900bn in financing for banks – this, apparently, is less than a third of their needs. 
· In its most recent estimates, the IMF projected 2009 growth of minus 1.3 percent for the world, minus 3.8 percent for the advanced countries - and is predicting a tepid recovery in 2010.
· While some countries are indicating what seems to be the start of a recovery, I am not personally convinced that we are through this yet. 
· I think current concerns here in Bulgaria are evidence of this! 
· Yet again….This crisis demonstrates that regulations do not guarantee ethical behavior and good governance
· Probably most disturbing is that the causes of this crisis are not novel: we’ve seen it in 1990’s (Asian crisis) and repeated far too often in the 2000’s (Dotcom Bubble, and numerous corporate scandals mostly in the US – first Enron and now the banking sector).
· Another significant feature is that this crisis started in the very markets that have largely been responsible for setting the international standards of corporate governance, now followed worldwide by countries such as Bulgaria.
· While the reasons for the crisis seem to be multifaceted, and in some ways complicated, it is also evident that directors and boards have not been blameless.
· The work of the Bulgarian CG Task Force in developing corporate governance guidelines for boards provides an important foundation for companies in Bulgaria seeking to navigate through the crisis here in Bulgaria.
· An important component of any CG Code is not  simplly the compliance with its rules and recommendations, but to use the guidance it provides to build stronger and economically sustainable companies and more effective boards.
· The development of the CG Scorecard in 2008 following the introduction of the Bulgarian CG Code in 2007 is an important part of this process.
· The establishment of the National CG Commission, therefore, is very timely.
· One key objective is to provide guidance on the application of its recommendations, and this is very important. 
· What is evident from recent studies (notably GovernaceMetrics in the USA which covers a wide range of companies worldwide) is that companies with acknowledged and tested good CG practices have been able to engage the financial crisis gripping the world with much greater assurance.  In fact, during the current downturn, companies falling into the category of being better governed have consistently produced shareholder returns in excess of 9%, but of the 4, 200 companies assessed by GMI globally, only 90 fall into the highest category of CG ratings.
· The point is, there is still a lot of work to do out there – not just in Bulgaria!
· The European approach of “comply or explain,” as followed by Bulgaria, but under the regulators’ supervision, has worked well ─ until now. However, recent problems, especially in the UK banking sector, have come to question this approach.
· On the other hand, the draconian requirements of Sarbanes-Oxley in the US haven’t prevented the problems there that  started the current global crisis.  
· This is going to present some interesting challenges for international standard setters, and national regulators.  Therefore the guidance and work of the National CG Commission should play a valuable role in contributing to finding the “right” balance of mandatory regulation and voluntary compliance.
· Where were the directors? The importance of board members’ skills is yet again reinforced 

· Ineffective Board oversight
· Flawed incentive schemes through compensation arrangements
· Ineffective Audit Committee oversight
· Poor application of other board committee processes, such as compensation 
· Inadequate internal controls and risk management practices 
· Absence of shareholder challenges
· Generally, failure to understand and manage the complexities, especially in the financial sector
· But, are we expecting too much of directors, particularly non-executive directors? 
 SHAPE  \* MERGEFORMAT 


 


How much was Lehman’s board monitoring the company’s on-going risk as it began accumulating its portfolio of real-estate assets and securities?
In both 2006 and 2007, the risk committee of Lehman’s board met twice, according to Lehman’s SEC filings.
· According to a recent KPMG study – Never Again? Risk Management in Banking Beyond the crisis - carried out by the Economist Intelligence Unit with 500 Respondents:
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· Corporate Governance principles did not fail -  their application were distorted
· OECD report:  “the financial crisis can be attributed in part to failures and weaknesses in corporate governance arrangements” 
· Financier:  “The speed and severity of the current economic downturn has caused observers to question the role of corporate governance regimes in failing to identify excessive risk-taking at a number of financial institutions. A prevailing question is whether the financial crisis would have occurred had corporate governance standards been higher across the board.”
· The Association of Chartered Certified Accountants published a policy paper, “Climbing Out of the Credit Crunch.”  ACCA asserts that: “While the financial institutions involved may have been in compliance with local requirements and codes, they have ignored the key point – good corporate governance is about boards directing and controlling the organizations so they operate in their shareholders’ interests.”
. 
· A fundamental role of the board is to provide oversight, direction and control, but also to challenge where necessary.  This does not appear to have happened in many  banks, but, I might add, is not necessarily an issue that is unique to banks from my own observations serving in boardrooms and working with boards worldwide.
· The issue of corporate governance is pervasive across all forms of companies; it is not just something that applies only to companies listed on the stock exchange.  It is equally important where public funds and taxes are at risk, notably in State-owned and Municipality-owned companies.
· Equally, and given my own private sector background, good corporate governance practices provides a sound platform on which the board and its directors can supervise the company’s administration and place reliance on management information on which they are asked to make decisions.

· The guidance provided by the Bulgarian CG Code provides a sound foundation for guiding boards of companies in Bulgaria.
· As with all CG Codes, there is always room for improvement, but corporate governance is a process.  As the existing CG Code finds its way into companies in Bulgaria, I am sure the National CG Commission will look to enhance the existing provisions as part of its objectives – and to provide the necessary guidance, as already mentioned.  
· A corporate governance framework is a set of market mechanisms that are closely linked
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· Forum’s Global Role  
· The Forum is both proud and pleased with its association with the corporate governance initiatives here in Bulgaria.
· As with all our work  worldwide, our role is to facilitate the necessary expertise and technical resources to help countries institute corporate governance reforms, BUT ensuring always, that the process is owned and led by the local stakeholders.
· The Forum operates off limited resources, funded by a number of European governments, Canada and Japan.  We seek to not only assist with putting in place appropriate corporate governance standards in mostly developing countries and emerging markets globally – and are  in engaged in more than  50 countries worldwide – but also work extensively with institutions engaged in director training and the training of financial journalists among other things.
· We also depend a great deal on the advice and guidance of our Private Sector Advisory Group, like its TITLE Christian Strenger here today, to bring practical and well-seasoned perspectives to our work with countries like Bulgaria.
· We also find that Bulgaria’s participation in our work in in the former Soviet countries to SE Europe and Central Asia be very compelling. 
· Some expectations in regulatory shifts
· No doubt there is huge political pressure in the advanced economies for regulators to intervene further and the upcoming G20 discussions in Pittsburgh this month will no doubt focus on this considerably. Question is how much, and in what way?
· Concern I have is how much of this will translate into further revisions to international standards.  And, what will the impact be  on many countries already heavily burdened with requirements to adhere to the existing standards and perhaps without the same level of complexity.
· To my mind, at least, I think we are still at some distance in  understanding the full impact of what’s y taking place,.   While the crisis in the advanced economies has emphasized  the financial sector, – in the developing and transition economies, the consequences will likely be felt more in all sectors of their economies, as we are already seeing. 
· For this reason, we are likely to see new rules particularly focused on the financial sector.  We will  need to carefully consider how any of these maytranslate into responses in the wider business sector.
· The focus, for the moment, seems to have two main trajectories – (1) how to tighten regulation of the financial sector and how some governments are going to have to manage their new found ownership of some of the world’s major banks insurance companies, and (2) how to address some of the public indignation at the seemingly excessive levels of remuneration of bank executives.
· Peripheral issues will likely center on concerns with conflicts of interest prevalent in the credit ratings sector – who seem to have become convenient scapegoats – and regulating issues relating to board structures and operation, rules that will advance shareholder access to corporate decisions (especially in the US where shareholder rights are weak) and impose obligations on shareholders to exercise more effective oversight of their ownership responsibilities (a criticism in the UK and The Netherlands).
· The point being, not all these issues have the same significance universally. Therein lies the challenge.
· Back to Basics (PSO issue 12 DB)
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· So, Where to from Here?
· In coming to a close of my address, let me share with you some practical observations for your consideration. Unfortunately time will only allow me to provide a very short reference to each.
· The role of the Board Chairman is going to become ever more critical, especially in the financial sector where independence alone is not sufficient – he or she has to know something about the business!  Particularly in casting the board’s business and ensuring that the focus of its work properly identifies and analyses issues strategic to the business and its oversight. NB: Mention Nestor Study!
· The sheer practical implications of this are going to place pressure on Boards to separate the roles of Chairman and CEO, where this is not already in place.
· When I talk about boards, these issues apply equally to companies that follow either the one-tier or the two–tier structure.
· Notional independence to accommodate corporate governance rules is no longer sufficient.  Boards must think carefully about the competencies that they require to competently supervise the business. 
· This will have particular consequences for the selection of individuals that can competently fill critical positions on board committees – an area I believe has been found seriously wanting in this crisis!  In the financial sector, I would expect some measure of regulatory intervention in this area, e.g. prescribed skills and experience.
· Non-executive directors are going to have to spend much, much more time on their responsibilities, and therein rests many f issues I unfortunately don’t have time to cover.  This not only has implications for more frequent meetings of boards and committees, but also the time for preparation PLUS getting out and looking at the business and meeting management.  What we in South Africa call “kicking the tires”- even in banks!
· It will also impact fees paid to NEDs.  A thorny issue often!
· More time must be devoted to board training and induction, particularly in complex sectors like banks. NB: What one director told me!
· Boards are going to have to be much more intuitive over compensation, although they should not  worry greatly about some of the draconian measures being considered in the US in the banking sector, and the unforeseen consequences of this!
· More importantly, I think we are reaching a point where board committees will require their own budget to hire experts to advise them independently on highly complex decisions. This will be particularly germane to Audit and Compensation Committees. Another area possibly for regulatory intervention in some markets.
· Risk management has been highlighted as a major failing, and will require considerable deliberation – from the establishment of a Risk Committee to be composed only of ‘risk literate’ directors, to be independently ‘audited,’ and to report to shareholders separately from the auditor’s report on the risk-management practices of the board to the entire role of risk processes and its oversight in companies. 
· I strongly agree with KPMG’s recent study advocating that risk management be mainstreamed as a strategic component of any business, and not simply a perfunctory role. NB: Banco Santander’s approach!! 
· This brings attention to a lot of structural and operational issues, which in the banking sector are likely to be prescribed,.  From a practical point of view, however, there are questions about how the risk management and internal audit functions should interact, and how their reporting lines should perhaps be more effectively aligned to assure effective oversight and monitoring. 
· This not an issue that should only concern banks, I might add!
· An important element of this all, is that Boards will need to focus much more on risk identification rather than risk measurement – this requires  a much more intuitive approach, as opposed to a perfunctory one.  NB: Some European banks’ obsession with terrorist strikes, and not what happens if the housing market fails!
· Something we are not hearing much about is the question of building strong value systems founded on clear ethical guidelines and practices. This very often defines the quality of decision making and business judgment.
· I’ve tried to focus on some, but certainly not all, issues that might warrant careful re-evaluation in this crisis. The disturbing fact, as I highlighted at the beginning of my talk, is that it is somewhat a case of déjà vu – we seem to have seen it all before, and it remains all too simple.
· “Boards must re-establish and enforce the standard that risks are to be undertaken for the benefit of their constituents, not for the personal gain of management.”  –George Vojta ( Chairman of the advisory board of the Yale School of Management Millstein Center for Corporate Governance and Performance; Chairman and CEO of Westchester Group LLC, and former vice-chairman, Bankers Trust Corp.)
Talking points for Phil Armstrong
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The Lehman Brothers’ Board Example: 


»Nine of them are retired. Four of them are over 75 years old. One is a theater producer, another a former Navy admiral. 


»Until the 2008 arrival of former US Bancorp chief Jerry Grundhofer, the group was lacking any financial knowledge


»The board’s members include John Macomber, 80 years old, a former McKinsey & Co. consultant and chief executive of chemical-maker Celanese Corp; John Akers, 74, former IBM chief; Thomas A. Cruikshank, 77, chief executive of Halliburton Co. prior to Vice President Dick Cheney; and Henry Kaufman, 81. 


»Other members include: Sir Christopher Gent, 60, the one-time chief of mobile-phone company Vodafone PLC; theater producer Roger S. Berlind, 75; former Telemundo Chief Executive Roland Hernandez, 50; Michael Ainslie, 64, former chief executive of Sotheby’s Holdings; Marsha Johnson Evans, 61, one-time head of the Red Cross and a former Navy rear admiral.


»Until 2006, Lehman’s board included Dina Merrill, the 83-year-old actress once featured in movie “Desk Set,” as well as “Caddyshack II.”
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