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INTRODUCTION 

 

This document, the Corporate Governance Screening Tool for Banking Organizations (hereinafter referred as “Screening Tool”), describes the 

corporate governance screening process that will help banks to assess corporate governance in their client companies.  

 

This document is not a scoring or rating tool. The main goal of the Screening Tool is not to purely assess the corporate governance of a bank’s 

client, but to make the bank aware of the risks that can arise in dealing with a company with poor corporate governance practices. The bank, 

however, should know that even if a client company does comply with corporate governance best practice this will not eliminate market, 

operational or financial risks or risks of errors in managerial decision-making.  

 

Compliance with the best corporate governance practices mentioned in this Screening Tool does not mean that there will be no risks associated 

with internal control, board practice etc, as this is only a short assessment which cannot detect all potential and/or existing problems. This 

Screening Tool can only help the loan officer to highlight any key areas of concern and detect major problems. 

 

This Screening Tool refers to corporate governance structures composed of one governing body – the Board of Directors (BoD). The BoD comprises 

both executive management (EM) and non-executive directors (NEDs). However, when conducting corporate governance assessments, the bank 

should be aware that some companies have this one-tier structure – with one Board of Directors consisting of executive directors (managers) and 

non-executive directors (oversight), while others have a two-tier structure, with both a Supervisory Board (oversight) and a Management Board. 

Therefore, the notions of Board of Directors, executive management and non-executive directors are used in this document not to identify legal 

constructs but rather to label the management and oversight functions within a company.  

 

 



4 

 

CORPORATE GOVERNANCE SCREENING PROCESS 

 

1. Initiation of the Screening Process 

 

Once a request for a loan exceeding a certain amount
1
 is requested by a client company, the bank personnel who deal with this client should 

initiate the screening.  

 

There are a number of alternatives that the bank could consider to perform the screening. The first alternative is to have the screening performed 

by the personnel of the credit department. Secondly, the bank could create a separate department/division that will perform the screening once it 

is required. Finally, the bank could engage a third party organization with experience in delivering such kinds of services to perform the screening 

on the bank’s behalf. In all cases, the decision needs to be made based on the nature of the operations of the bank and the frequency of 

transactions that would require corporate governance screening. For the purposes of this Screening Tool, we assume that one of the first two 

options is chosen, and that person is referred to as the ‘assigned bank employee’.  

 

The loan requested by the client company should not be provided until the screening process is complete. The screening process should start 

before pre-approval of the loan at the bank’s Credit Committee. 

 

2. Collection of Information 

 

Management of the client company should assign a responsible person who will coordinate the screening process within that company. This 

individual will be the contact person for bank staff and should be in a position of higher management. Bank staff should provide the contact person 

with the list of required information (see Appendix 1).  

 

Once the company’s documents are received, they should be reviewed by the assigned bank employee and analyzed based on the bank’s corporate 

governance screening tools. The assigned bank employee should conduct preliminary interviews/discussions with company managers, directors 

and shareholders, discussing general corporate governance issues and asking more detailed questions in the areas where he/she perceives a 

potential problem. The assigned bank employee should also collect information from other sources (for example, the media, internet) on any 

corporate conflicts in which the company is or may have been involved. 

 

The assigned bank employee is expected to critically and analytically consider the client company’s corporate governance practices based on the 

documents reviewed and interviews performed. Both parties should provide each other with complete and reliable information to prevent 

                                                           
1
 The bank should define the type of services and particular transactions as well as the thresholds for each service/transaction that will fall within the scope of this Screening Tool. The minimum 

thresholds could differ depending on the nature of such services or transactions. 
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misunderstandings and to avoid erroneous assessments; the value of any assessment is only as good as the comprehensiveness and quality of the 

information provided by the company to the bank. 

 

3. Report 

 

Using the Screening Tool, the assigned bank employee should assess all information received from the client company and prepare a short report 

(see Appendix 2 for report sample) based on his/her observations and findings. It is recommended that this report be included as an integral part of 

the credit memorandum or loan approval documentation. The report should include information about the risks arising from any issues discovered 

during the screening process. The bank may want to include conditions precedent or loan covenants if it is not happy with any specific areas of the 

corporate governance of the client.  

 

4. Discussion of Recommendations with Client 

 

If the corporate governance in the client company is at a level acceptable for the bank, but nevertheless the report contains certain deficiencies in 

terms of corporate governance practices, it is recommended that bank staff organize a meeting with the management of the client company and 

provide recommendations on the improvement of corporate governance at the client company. Alternatively, such a list of recommendations could 

be provided in written form (see Appendix 3 for a sample of recommendations). Bank staff should only make recommendations that make sense 

for the company given its size, ownership structure, and motivation to improve corporate governance.  
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COMMITMENT 

 

Key risk: Commitment is the foundation for sound corporate governance. If the company is not entirely committed, it means that its corporate 

governance is simply window-dressing. In this case the risk of poor governance is higher than it may first appear. A company that is not committed, 

or poorly understands its corporate governance duties is likely to disregard key areas of risk and accountability, including its responsibility to 

creditors, thus increasing the likelihood of loan default. Commitment to sound corporate governance is often best observed at the level of senior 

management and boards by seeing how the “tone from the top” disseminates through the company.
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Commitment 

Key Elements of Best Practice 

The basic formalities of corporate governance are in place:  

� the company’s governance structure includes the General Meeting of Shareholders (GMS), a Board of Directors (BOD) that comprises both 

executive management (EM) and non-executive directors (NEDs) who provide oversight over management. The Company may alternatively 

have a two-tier Board structure with a Supervisory and Management Board.  NEDs meet without management on a regular basis. Plurality of 

opinions and joint decision-making is ensured within each governing body of the company.  

� the company has internal policies and procedures regulating at a minimum:  

� the rights and treatment of shareholders (by-laws on the GMS); 

� the duties and responsibilities of the BOD and the EM (by-laws of the BOD). 

� The company has additional policies and functions required by best practice, such as:  

� internal audit function; 

� policy on related party transactions (RPTs) – engaging in business relations with management or Board members or associated individuals 

for goods and services on behalf of the company; 

� succession planning policy;  

� dividend policy; 

� corporate governance code or set of policies on corporate governance addressing, at a minimum, the rights and treatment of shareholders, 

the role of the BOD, NEDs and EM, transparency and disclosure;  

� code of conduct and/or ethics. 

� The company has a board committee and/or an officer (for example, a corporate secretary or governance officer) responsible for: 

� ensuring compliance with legislation, regulation and internal documents;  

� periodic review of internal documents, policies and procedures; 

� communication among the various governing bodies of the company; 

� organizing BOD and EM meetings and GMS; etc. 

� The company has a plan to improve its corporate governance and respective provisions are contained in its strategic or business plan, and/or 

money has been allocated for this purpose to hire, for example, an external consultant on corporate governance issues or a corporate secretary 

to manage the manage the relationship among shareholders, directors and management. 

� The company meets all applicable recommendations of the national Corporate Governance Code.  

� The company respects stakeholders’ rights. 

� The company ensures implementation of, and regularly reviews, adopted policies and procedures and takes timely measures on further 

development of its corporate governance in line with best practices.   
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Documents to review  

 

• Company Charter 

• By-laws on the GMS, BOD, Board committees, remuneration 

policy, RPTs, etc. 

• Code of Conduct and/or Ethics 

Questions to ask and issues to clarify Risks 

� Does the company have all policies and procedures in place as 

required by legislation and regulation? 

Absence of internal policies and procedures will increase the risk of 

improper functioning of governing bodies, and consequently risks related 

to legitimacy of adopted decisions. It will also confuse responsibilities of 

the governing bodies and may result in lack of reporting lines between 

them. This can lead to conflicts, deadlock, lawsuits and/or reputation risk 

and ultimately poor company performance, all of which may impact the 

company’s ability to repay the loan.   

� Does the company have additional policies required by best 

practices, such as:  

� Internal audit function 

� Policy on RPTs 

� Succession plan 

� Dividend policy 

� Corporate Governance Code  

� Code of Conduct and/or Ethics 

In the absence of an internal audit function, the company will lack 

adequate control over the management-built internal control system and 

thus be at greater risk of violating laws and internal procedures, and 

exposed to a higher risk of fraud and misfeasance. Moreover, the 

company’s financial reporting may be unreliable and misleading.  

Absence of a policy regulating RPTs increases the risk of misuse of 

company assets. 

Absence of a succession plan will increase risks related to the business 

continuity of the company’s operations.  

Absence of a dividend policy will increase the risk of shareholders’ 

dissatisfaction and consequently reputational and business risk. 

 In the absence of a Corporate Governance Code and Code of Conduct 

and/or Ethics, the company may face greater risks related to unethical or 

inappropriate behavior on the part of its officials and employees.   
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� Does the company have a board committee or an officer (such as a 

company secretary) responsible for corporate governance issues?  

� Does this board committee/officer perform preparation for the 

upcoming BOD, EM and GMS meetings? 

� Does this board committee/officer assess compliance with 

legislation and internal policies and procedures?  

Absence of a corporate secretary/corporate governance officer will 

increase risks related to the improper or ineffective conduct of BOD and 

EM meetings and GMS, and thus increase the risk of a possible violation 

of shareholders’ rights which could lead to damaging lawsuits. It will also 

increase compliance risks and risks of miscommunication between 

governing bodies.  

Lack of such internal policies and procedures will also increase the 

amount of management time required to deal with problems arising on 

such issues, thus distracting management from running the company. 

� Does the company have a plan on improving its corporate 

governance?  

� Are there provisions in the company’s strategic plan for 

improvements to its corporate governance? Did the company 

allocate resources for this purpose? And/or did the company hire 

an external consultant?  For what services? 

Having such a plan or hiring such an external consultant is a good 

indicator of the company’s commitment to corporate governance and can 

mitigate certain risks related to improper corporate governance.  

� How easy was it to obtain all necessary documents and information 

from the company?  

� How willing were the company’s representatives to provide all 

necessary information and respond candidly to queries from the 

bank? 

� Are stakeholders provided with the appropriate information about 

the company’s operations in a timely manner? Did any 

stakeholders complain about any infringement of their rights by 

the company or other mistreatment in the last 3 years?    

Commitment is more about attitude and behavior rather than specific 

procedures. The person conducting the assessment should assess not 

only existing policies and procedures but also the intention of the 

company to follow corporate governance best practices. Difficulties in 

obtaining information from the company can be a clear indicator that the 

company is not committed to corporate governance and has problems in 

this area (for example, the company does not use by-laws as guidance but 

merely to demonstrate adherence to compliance requirements).  The 

person conducting the assessment should assess the extent to which the 

employees are authorized to speak freely and whether they are, in fact, 

responding candidly to the questions. 

 

Lack of commitment to corporate governance is also an indicator that the 

company may also lack commitment to its other duties and 

responsibilities, including those owed to its creditors, thus increasing the 

risk of loan default.  
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BOARD PRACTICES 

 

A key risk is that the governance and management of the company is dominated by one person. This could lead to poor decisions being taken 

regarding strategic development and risk management issues of the company, and thus the company could lose market share or ignore/overlook a 

serious risk, which would negatively impact profit and could mean the client is more likely to default on the loan. When management of the 

company is dominated by one person, managers and employees may feel intimidated about presenting conflicting views on company strategy or 

highlighting potential risks.
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Board Practices 

Key Elements of Best Practice 

General  

� The company has a Board of Directors (BOD) that comprises both executive management (EM) and non-executive directors (NEDs).   The 

Company may alternatively have a two-tier Board structure with a Supervisory and Management Board. 

� The company has by-laws regulating the duties and responsibilities of this governing body. 

� The company has written agreements with the members of the BoD regulating their duties and compensation. 

� NEDs meet without management on a regular basis, appoint and dismiss as well as overseeing and evaluating the activity of management. 

� The BOD elaborates the company’s development strategy and establishes the key principles of risk management. 

BOD Composition 

� Number of members, competencies and skills are adequate to fulfill their duties (for example, at least one BOD member is a financial expert). 

� The BOD includes at least one director that is independent (has not been employed by, and is not affiliated with, the company or its related 

parties, is not a major shareholder or relative, and does not have a personal employment or other financial contract with the company). 

� Board chairman is a non-executive or independent director. Board chairman and CEO are separate positions.  

Meetings/Functioning 

� BOD meets regularly – at least once a quarter for the full BOD, and once a month for the EM. Non-executive directors meet separately from 

executive directors at least once a year. 

� Role of the Board: The BOD makes decisions on key strategic issues, provides guidance and oversight to management and is not involved in the 

day-to-day management of the company. 

� Meeting Information: BOD members are provided in advance with, at a minimum, information about major transactions, the company’s risk 

management policies and issues (credit, market and operational risk), and accurate financial and operational reports.  

� Committees: The BOD has specialized committees to address specific topics or conduct more detailed analysis on specific issues (for example: 

Audit, Compensation, Nomination, Strategic Planning and Risk Management) or the BOD addresses these topics as a whole. The extent to which 

such committees are required will depend, in part, on the size and complexity of the company.  To the extent possible, independent directors 

should serve on Audit, Compensation and Nomination Committees. 

Oversight mechanisms 

� EM regularly provides the BOD with reports on the company’s operations.  

� The BOD establishes, and periodically reviews, the company’s policies and its qualitative and quantitative thresholds as to which types/values of 

transactions must be approved at the department, manager and full board levels, etc.  

� The BOD reviews all material transactions and RPTs that involve managers, directors and affiliates of the company. BOD members disclose any 

personal (or other) interests they may have in transactions in which the company is involved and abstain from voting on such transactions.   
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Documents to review 

• Company Charter 

• By-laws for the BOD, board committees, remuneration policy, 

RPTs, etc. 

• Most recent BOD and EM meeting agendas and minutes; materials 

distributed to BOD members prior to the last meeting(s). 

Questions to ask and issues to clarify Risks 

� Does the company have a BOD with non-executive directors who 

oversee management?  

 

� If not who oversees the management? 

 

� Does the company have a group of Executive Management (EM)? 

 

Absence of a BOD can mean a major lack of oversight over management. 

An ineffective BOD may lead to poor strategy and direction, and weak 

controls that may result in poor performance and inability to repay loans. 

Management of the company may depend on one person, often called 

the Chief Executive Officer (CEO). Such management, as a “one-man 

show”, may however lack the benefits of brainstorming and fail to obtain 

a diversity of professional opinions, thus often leading to poor decision-

making. Managers and employees may not feel comfortable presenting 

dissenting views to one CEO. 

Meeting/Functioning 

� How often does the BOD meet?  

 

� Does the BOD discuss/make decisions on such issues as: 

� Strategic planning 

� Major transactions 

� Internal control and risk management 

� Management reports 

� Auditor reports 

 

� Are the meetings properly minuted? 

 

If the BOD meets very often (for example weekly) and discusses issues 

that are typically decided by management, it is most likely too involved in 

day-to-day management and not focusing on broader strategic issues. If 

the BOD meets infrequently (for example once a year), it is most likely not 

fulfilling its role or adding value. 

If the BOD does not discuss the mentioned issues, it means that it is not 

fulfilling its duties appropriately and there is weak oversight over 

management.  

The activities of BOD meetings should be properly documented in the 

form of minutes.  Lack of detailed minutes often demonstrates a weak 

corporate governance system. 

� Are NEDs compensated for their work? If NEDs are not compensated, this is often a “red flag” that NEDs do not 

play a meaningful role or actively participate in decision-making.  

� Does the BOD have the following committees: 

� Audit Committee 

� Compensation 

Absence of specialized committees may significantly limit the BOD’s 

flexibility and responsiveness to immediate challenges. However, in small 

and medium companies it is possible that the BOD does not have such 
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� Nomination (and Corporate Governance) 

� Strategic planning 

� Risk management 

committees. The key attention here should be paid to the BOD’s 

responsibilities which should include these areas. 

� What are the quorum requirements for BOD meetings? Absence of appropriate requirements for a quorum at BOD meetings may 

raise questions about the legitimacy of decisions taken, thus causing 

corporate conflict among board members and shareholders, and even 

lead to litigation.  

� Do BOD members receive all necessary information and in 

sufficient time prior to meetings? 

Lack of advance information provided to BOD members will lead to poor 

decision-making at board meetings.  

Composition 

� Does the company have people with the appropriate mix of skills 

and experience on the BOD to run the company effectively? 

 

� Is the person responsible for the running of the BOD (Board 

Chairman) different from the CEO/person responsible for the 

running of the business? 

Lack of experienced and skilled persons on the BOD will substantially 

diminish board efficiency, and ultimately company performance, as well 

as lead to a lack of strategic vision and direction. 

If these two positions are concentrated in one person there is a risk of too 

much unfettered control being vested in one individual, leading to a lack 

of alternative opinions and potentially poor decision-making.  

� Are there any independent members of the BOD? 

 

� Are the independent directors truly independent and/or adding 

value to the BOD? Do they actively participate at the meetings (for 

example, proposing issues and asking questions? 

Absence of independent directors may hinder a board from forming 

unbiased and fully-informed opinions, and in preventing conflicts of 

interests. Without (an) independent director(s), the board may fall short 

in possessing a broad and objective understanding of the company’s 

current business processes and its strategic development. 

Oversight over Management 

� Does the BOD set policies on issues such as: 

� Control and risk? 

� Approvals for material transactions? 

� Information disclosure?  

� Are BOD members and senior management required to disclose 

their interests in transactions discussed at meetings? 

� Has any board member ever abstained from voting because of 

conflicts of interest and RPTs? Does the company have by-laws 

regulating conflicts of interest and RPTs? Ask about cases 

where the BOD was dealing with above-mentioned issues, and 

if possible review the minutes of the applicable meetings. 

Absence of such policies can lead to unclear operational practices and 

poor control and risk management.   

The lack of procedures on conflicts of interest and material transactions 

may cause serious conflicts among the senior management, BOD and 

shareholders of the company. The company may become involved in 

allegations of, or actual, fraud and other misfeasance, which may 

significantly damage its reputation and credibility in the market and cause 

financial harm to the company. Instead of pursuing the company 

interests, RPTs may sometimes serve the interests of certain persons 

(directors, managers, etc.). This can cause financial and reputational 

losses for the company. 
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THE CONTROL ENVIRONMENT 

 

A key risk is that a company without an established internal control system is exposed to higher risks and consequently, to potential losses. 

Financial statements may be unreliable and misleading; fraud and abuse become more likely; compliance uncertain; risks unmitigated, all of which 

can negatively impact the performance of the company and its ability to repay the loan. 
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The Control Environment 

Key Elements of Best Practice  

General 

� The company has an internal control (IC) system effected by the BOD, management and other staff.  

� The company has an internal audit (IA) function that provides independent, objective assurance and consulting services designed to add value. 

� The company has an Audit Committee (AC) responsible for assisting the BOD in the oversight of the preparation and presentation of financial 

statements, financial disclosures, internal controls and the IA function, as well as oversight over the external audit process. 

� The company has a qualified independent external auditor (IEA) that performs an annual audit on the financial statements of the company and 

expresses opinion on them. 

Internal Control (IC) and Risk Management (RM) 

� The risk assessment of the company is based on established objectives and analyzes the relevant risks to achieve these objectives.  

� The company has a control system - i.e. formal policies and procedures that provide reasonable assurance that management directives are 

carried out; operations are effective and efficient; financial reports are reliable; and the firm complies with applicable laws and regulations. 

� Pertinent information related to controls is identified, captured and communicated in an appropriate form and timeframe. 

� The IC system is appropriately evaluated and improved by the IA– i.e. the quality of the system’s performance is assessed over time. 

� The company has a strong Risk Management (RM) process effected by the BOD, management and other staff to identify and manage risks. 

Internal Audit (IA) Function 

� The IA function is defined in a company IA by-law – a formal document that defines the function’s purpose, authority and responsibility. 

� The IA tests, opines and makes recommendations on improving the IC system, undertakes a risk assessment (RA) and opines on the RM system. 

� The BOD provides the final approval of the IA by-law. Chief Internal Auditor (CIA) reports directly to the AC/BOD 

� IA function is independent of management and is objective in performance of its work. 

� Each of the internal auditors possesses knowledge, skills and other competences needed to perform their individual responsibilities. 

Audit Committee  (AC)  

� AC oversees the IA function to make sure that IA tests and opines on the IC and makes recommendations for improvement. 

� AC is comprised only of independent members, with appropriate skills and experience including financial literacy; one is a financial expert. 

� AC is provided with resources to hire outside audit, financial, legal and other advisors. 

� AC has no less than four meetings per year, one in each quarter, held to coincide with key dates of the financial reporting and audit cycle. 

Independent External Auditor (IEA) 

� The company conducts an open tender for provision of external audit services on a regular basis. IEA is changed every 3 years. 

� General Meeting of Shareholders (GMS) selects the IEA and determines its compensation which is not dependent on audit results. 

� IEA at least annually discusses with AC/BOD any disciplinary or regulatory findings about the audit firm or any other important issue that came 

to their attention during the performance of their work. IEA is present at the Annual Meeting of Shareholders if requested. 

� IEA provides Management Letter to the company – i.e. letter of the IEA containing conclusions regarding the firm's accounting policies and 

procedures, internal controls and operating policies, evaluation of present systems, noting issues and recommendations for improvement. 
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Documents to review 

• Minutes of meetings of the BOD, AC 

• IA by-law and reports generated by the Internal Audit function 

• IEA Management Recommendation Letter and response 

• Reports of audits performed by regulatory entities, if applicable 

Questions to ask and issues to clarify Risks 

Internal Control (IC) 

� Does the company have documented policies and procedures 

for IC? 

� Does the BOD understand and exercise oversight 

responsibility related to internal control (IC)? If yes, how? 

� Are responsibilities of the Chief Executive Officer (CEO) for 

the IC system reflected in the company’s written documents 

(charter, by-laws, etc)? 

� Is IC explicitly or implicitly part of the job description of each 

staff member? Do all employees feel responsible for 

maintaining IC in their respective areas of work?  Has the 

company set up a mechanism by which staff may privately 

communicate concerns regarding violations of law within the 

company? 

� Is IC regularly evaluated by both: (1) internal audits and (2) 

self assessments (by management/BOD)?   

Lack of formalized IC may result in under-achievement of performance and 

profitability goals as well as failure to prevent losses by fraud or incompetence.  

If the BOD does not understand IC it cannot effectively provide oversight. At the 

same time, if an IC culture is not integrated in the overall operation of the 

company, IC will not be able to comprehensively fulfill its goal and function. 

The integrity and ethics of a positive control environment would be affected if 

the CEO does not assume “ownership” of the system, and when (s)he does not 

set the “tone at the top”. 

The system of internal controls will be compromised if there is no effective 

implementation of IC in a broad sense, including the possibility of company 

personnel to communicate upstream significant information or knowledge of 

violations of law or similar activities in the company without fear of retribution. 

 

Without regular evaluations, the IC would not function effectively and 

efficiently.  

Internal Audit (IA) Function 

� Is IA a continuous and permanent activity in the company? 

� Is IA independent and objective? 

If the IA function is not continuous and permanent it would not be able to 

consistently provide assurance and consulting services.  

If IA is not independent and objective its ability to carry out its responsibilities in 

an unbiased manner will be threatened.  

If the IA by-law is not adequate, the purpose, authority and responsibility of IA, 
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� Is the IA by-law adequate and comprehensive? 

� Has the written scope of IA responsibilities been reviewed by 

the AC or BOD for adequacy? 

� Do internal audit staff possess appropriate level of expertise? 

as well as IA position in the organization, would not be properly established. 

If the IA responsibilities are not reviewed by the AC/BOD, the IA activities might 

not remain relevant for the company.  

If the key audit staff do not possess an appropriate level of expertise, they will 

not be able to effectively carry out their professional responsibilities. 

Audit Committee  (AC) 

� Has the BOD recently reviewed the adequacy of the AC by-

law? 

� Are AC members functioning independently of management? 

� Do AC members possess an appropriate mix of expertise in 

the following areas: financial reporting, risk assessment, 

internal audit and/or operational controls?  

� Does AC oversee the appropriateness, relevance and 

reliability of operations and financial reporting to BOD, as 

well as investors and external users? 

If the BOD does not regularly review the AC by-law, it is not able to properly 

exercise its function of coordinating the internal audit (which ultimately lies with 

the BOD). 

If the AC is not in reality independent of management, it will not be able to 

assist the BOD in its role of oversight of management.  

The AC is not able to effectively monitor the control environment if it does not 

understand it. 

If AC does not oversee these aspects, there is a risk that IA is ineffective, which 

increases the risk of fraud, non-compliance, legal liability and ultimately losses 

which could mean the company is unable to repay debt, and could also lead to 

reputation impairment which could also reflect badly on the bank. 

Independent External Auditor (IEA) 

� Is the hiring of the IEA approved by shareholders / BOD with 

the advice of the AC? 

� Does IEA formally meet at least annually with IA and 

AC/BOD? 

 

 

� Are IEA and/or leading partners in IEA regularly rotated? 

� Does AC/BOD review and track the formal process of review 

and follow up of the Management Letter of IEA? 

If shareholders/independent directors do not approve the IEA, its independence 

could be in question, putting at risk the quality of the external audit. 

Without a formal meeting between the AC/BOD and IEA, the AC/BOD cannot 

evaluate the work of the IEA, review disputes between management and the 

IEA, and discuss with IEA and management non-audit services purchased from 

the IEA. NOTE: if non-audit services purchased from IEA are of significant 

amount, this might be an indication of non-independence of IEA.  

No rotation of auditors and/or lead partners affects the independence of the 

IEA, thus hampering the reliability the IEA findings. 

The added value of the Management Letter cannot be achieved without 

appropriate corrective action. 
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TRANSPARENCY AND DISCLOSURE 

 

A key risk is that the company defaults on the loan due to poor credit risk assessment based on insufficient disclosure of material information 

and/or inaccuracy of the financial data provided. 
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Transparency and Disclosure 

Key Elements of Best Practice 

General  

� The company has policies and by-laws for timely and accurate preparation and disclosure of financial and non-financial information. 

� The company has set up mechanisms that ensure implementation of these policies and by-laws. 

� The company discloses the name of its independent external auditor (IEA) as well as all mutual relations with IEA. 

� The company transparently discloses its ownership structure; ultimate beneficial owners are known. 

� The company goes beyond legal requirements and ensures availability of relevant information to all stakeholders using the Internet and other 

means of communicating to its audiences. 

Disclosure policies 

� All disclosure requirements under relevant laws are complied with.  

� Financial statements are prepared in accordance with an internationally accepted system of accounting, preferably IFRS. 

� The company has a disclosure policy that ensures full, timely and equally available disclosure of material information to a) regulators, b) 

shareholders, and c) public. 

Financial disclosure and Annual Report 

� The company discloses the following financial information regularly: results of the financial and business activity; financial and economic ratios 

of the company; market capitalization, liquidity and obligations; capital structure, including working capital; and composition, structure and 

value of fixed assets. 

� Through its annual report, the company discloses information on its strategy, financial results and notes on financial statements, risk 

management, related party transactions (RPTs), corporate governance and corporate social responsibility (CSR), as well as remuneration to: 

members of the BOD; management; and external auditor. 

� Management’s Discussion and Analysis is a part of the company’s annual report.  

Material information  

� There is a clear definition of what constitutes material information and procedures for handling of such information and internal rules that have 

been set up and communicated to relevant staff. 

� There is a clear definition as to what constitutes confidential information. 

� The company makes disclosure of material information (such as financial and operating results, shareholdings and ownership structure, 

foreseeable material risk factors and governance structures and policies) as required.  
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Documents to review 

Company Charter 

By-law for information disclosure 

Annual Report 

Audited financial statements for at least 3 last years 

Company’s website (and/or websites of relevant stock exchange or 

securities regulator) 

Questions to ask and issues to clarify Risks 

� Does the company have policies and by-laws and relevant 

mechanisms that ensure timely and accurate disclosure of 

information?  

 

 

 

� Does the company disclose all the engagements with the 

Independent External Auditor? 

 

 

 

 

 

� Is the company’s ownership structure transparent? 

 

 

 

Lack of systematic disclosure can indicate possible illegal behavior, tax 

evasion, lack of commitment to transparency and hence risk of court 

action by regulatory institutions, shareholders, creditors and other 

stakeholders. All this can have negative impact on the company’s ability 

to repay its loan. 

 

Independence of the external auditor might be questioned if the external 

auditor provides other consulting services to the company and/or if the 

same external auditor has been providing audit services to the company 

for a number of years. Financial dependence of the auditor on the specific 

company fees can reduce its willingness to point to deficiencies in 

financial statements and hence contribute to poor financial reporting. 

  

Opaque ownership structures are often used to conceal the identity of 

the owners of interests in underlying pools of assets and tend to be 

associated with perceptions of tax fraud, self-dealing, money laundering, 

illicit capital export and other unsavory business practices.   

Disclosure Policies 

� Does the company observe all regulatory requirements related to 

information disclosure? 

 

 

� Are the company’s financial statements prepared in accordance 

with IFRS? 

 

 

 

Non-compliance with law can lead to civil and criminal liability of the 

company and its directors and prevent the company from servicing the 

loan. 

 

If the company is not reporting in accordance with IFRS, there is a risk of 

inadequate basis for preparation of financial statements and hence 

improper basis for evaluation of key performance indicators that come 

from the analysis of financial statements.  
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� Does the company disclose RPTs and material off-balance sheet 

activity? 

 

 

If the bank does not inform itself on significant RPTs and off-balance 

sheet activity, it may be unable to make an informed decision as to the 

state of the company’s business, financial performance and other 

operational matters.  

Financial Disclosure and Annual Report 

� Has the company disclosed in the last three years regularly its full 

financial data based on IFRS and audited by International Standards 

of Auditing? 

� Does the Company’s Annual Report contain information on: 

o Management’s Discussion and Analysis;  

o Company strategy; 

o Financial and operating results; 

o Key risks; 

o Ownership structure; 

o RPTs; 

o Environmental and CSR issues; 

o Remuneration to the BOD and the management? 

Poor assessment of credit/liquidity/foreign exchange/default and other 

risks due to a lack of relevant information from the primary source of 

financial data can negatively affect the pricing of the loan and can 

increase chances of default.  

 

 

 

 

The inability of the loan officer to understand the company’s strategy and 

key business risks can lead to a poor assessment of the company’s 

potential for generating future revenues and repaying longer-term debt. 

 

Material information 

� Is there a genuine understanding within the company of what 

constitutes material information, and can key people distinguish 

between confidential information and material information that 

other stakeholders should be aware of? 

Companies should be clear as to what constitutes confidential 

information and should not stretch this definition so widely as to 

withhold material information from investors/creditors and other 

relevant stakeholders.  

 

Material information is such that its omission or misstatement could 

affect economic decisions taken by the users of information. Withholding 

of such information hinders proper risk assessment for the bank. 
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SHAREHOLDERS’ RIGHTS 

 
A key risk is that shareholders are not treated equitably and their rights as shareholders are infringed. They could sue the company (and its 

officers) and consequently damage its reputation. As well as resulting in high costs, this is likely to reduce the company’s market share and 

potential investors/creditors will be reluctant to provide further financing. As a result, the company may be unable to repay its existing loans.
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Shareholders’ Rights 

Key Elements of Best Practice 

General  

� The company has written policies on shareholders’ rights as well as procedures on convening and conduct of the general meeting of 

shareholders (the GMS). 

� Annual GMS are duly convened and conducted in the company.  

� Shareholders are provided with a right to elect to, and be elected in, the governing bodies of the company. Minority shareholders have a 

genuine opportunity to nominate candidates to the BOD.  

� The BOD ensures the equitable treatment of shareholders regardless of their share ratio. 

� The company implements a fair and consistent dividend policy for shareholders. 

� Shareholders are provided with access to all necessary information about the company and may request extraordinary review of its activities.  

Key powers of the GMS: 

� Approve amendments to, and new editions of, the company charter; 

� Increase and decrease the company’s authorized capital; issue corporate bonds; 

� Elect members to the BOD and the Audit Committee of the company;  

� Approve distribution of dividends and sharing of losses; 

� Approve RPTs where required by law; 

� Approve disposals of a significant portion of company’s assets and take the decision to reorganize and liquidate the company.  

Convocation of the GMS 

� The GMS is convened based on an up-to-date shareholders’ register. 

� Shareholders receive notices on the GMS   in a timely fashion so that they have sufficient time and resources to be prepared for the meeting.  

Notices include the agenda of the GMS, necessary materials and the ballot-papers. 

� Shareholders with a certain percentage of shares, in accordance with local legislation, have an opportunity to add items to the agenda prior to GMS.  

Conduct of the GMS 

� The annual GMS is conducted not later than six months from completion of the financial year, at a time and place accessible for the majority of 

shareholders. Shareholders are provided with adequate voting processes. Procedures allow absentee shareholders to be represented at the 

GMS by power of attorney and their proxy voting rights are ensured.     

� During the GMS shareholders are provided with an opportunity to speak and question board members and senior executives. 

� The GMS minutes are drawn up, sealed and signed by the chairman and secretary of GMS. The corporate secretary is responsible for 

maintaining the GMS minutes and sending copies of the minutes to shareholders.   

Decision making at the GMS 

� The following decisions require a supermajority (normally 75%) of votes of shareholders participating at the GMS: reorganization and 

liquidation of the company; making changes to the charter of the company or its authorized capital, disposal of significant portion of assets. 
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Documents to review 

Company Charter 

By-law on the GMS and Information Disclosure  

Minutes of the recently held annual GMS;  

Materials distributed to shareholders prior to the last GMS. 

Questions to ask and issues to clarify Risks 

� Does the company have written policies and procedures on due 

convocation and conduct of the GMS?  

 

 

� Are minority shareholders treated as equal to majority 

shareholders?  Can they nominate candidates to the BOD?  Did any 

shareholders complain about their unfair treatment by the 

company in the last 3 years? 

 

� Do existing shareholders have preemptive rights in purchasing 

additionally issued shares? (A preemptive right gives existing 

shareholders an advantage over third parties to purchase the newly 

issued shares proportionally to their current shareholdings.) 

 

� Does the company have a clearly defined and adequate dividend 

policy? 

 

Absence of written policies and procedures can lead to poor and unclear 

practices of convocation and conduct of the GMS and consequently, 

result in violation of shareholders’ rights.   

 

Unequal treatment of shareholders may force many small investors to 

exit the company. This might have a negative impact on the company’s 

market capitalization and deprive it from additional cash resources.  

 

Absence of preemptive rights during capital increases results in dilution of 

the existing shareholdings in the company’s capital. Unless voluntarily 

abolished by GMS decision with qualified majority of shareholders’ votes, 

absence of preemptive rights could diminish the influence of shareholders 

and lead to conflict. 

 

The absence or inadequacy of a dividend policy may lead to a negative 

perception of the company in the financial markets. Those investors who 

prefer current income to growth in the stock market will not be willing to 

buy company shares in case no dividends are ensured to them.   

Convocation of the GMS 

� What corporate body/officer is responsible for GMS convocation? 

 

� Does the company prepare a list of persons eligible to participate 

at the GMS? If yes, how? 

 

� Does the company send notices about the GMS to all 

shareholders? If yes, when? 

The BOD (or if it is non-existent - the management board) and the 

corporate secretary should take the necessary actions to convene the 

GMS properly and in accordance with law and best practice.  Ambiguity 

on this issue may result in breach of procedures on convocation of the 

GMS. In cases where shareholders are not duly informed about the GMS, 

or have not been included in the list of participants, they might sue the 

company, complain to regulating authorities and question the legitimacy 

of decisions taken at such GMS.  
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� Is the agenda distributed to all shareholders prior to the GMS? 

 

� Do shareholders receive or have access to all necessary 

information and materials sufficiently in advance of the GMS? 

 

� Is information shared with shareholders via the company website? 

Lack of timely advance information provided to shareholders is likely to 

cause poor decision-making at the GMS, which will negatively impact 

business performance, as well as be a reason for shareholder 

dissatisfaction, complaints and litigation.  

Conduct of the GMS 

� Do the procedures for the GMS provide for: 

o notice, convenient time and place for conduct of the GMS;  

o proxy voting; 

o collecting ballot papers and counting votes; 

o quorum requirements; 

o opportunity for shareholders to speak and ask questions? 

 

� Are the procedures on the GMS observed by company officials? 

Absence of these requirements as well as failure to ensure the 

participants’ rights at the GMS may raise questions about the legitimacy 

of decisions taken at such GMS, thus causing conflicts with and among 

shareholders, and potentially lead to litigation cases.  

 

� Are the minutes of the GMS duly drawn up and certified? 

 

 

Absence or inadequacy of the GMS minutes is a direct indication of the 

company’s breach of law and its duties to key stakeholders. Apart from a 

risk of potential disputes over GMS decisions which may arise due to lack 

of evidential documents, this may also be an indication that other 

company documentation (contracts, guarantees, collaterals, etc.) may be 

incomplete, false or not be in compliance with legal requirements.   

Decision-making at the GMS 

� Are there any requirements on qualified majority of votes for 

approval of decisions on exclusive issues at the GMS on key issues, 

such as: 

o reorganization or liquidation of the company; 

o amendments to the company’s constitutional documents; 

o increase or decrease of the authorized capital; 

o redemption of the company shares; 

o abolition of preemptive rights; 

o disposal of significant portion of the company’s assets; 

o company takeover? 

Decisions on issues that are of vital importance for the company should 

require gathering an absolute majority of the shareholders’ votes. 

Absence of such a requirement may seriously damage the business 

stability of the company, lead to shareholder disputes, and lead to 

lawsuits.  This may negatively impact on the company's reputation and 

decrease its market share, ultimately impacting its ability to repay the 

loan.  
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Appendix 1: List of Required Information 

 
o Company Charter 

o By-law on the General Meeting of Shareholders  

o By-law on the Board of Directors  

o By-law on the committees 

o Remuneration policy  

o By-law on Related Party Transactions  

o Code of Conduct or Code of Ethics 

o By-law for information disclosure 

o Most recent BOD meeting agendas and minutes  

o Materials distributed to BOD prior to the last meeting(s) 

o Materials distributed to shareholders prior to the last GMS 

o Minutes of the recently held annual GMS 

o Minutes of meetings of the Audit Committee 

o Annual Report 

o Audited financial statements for at least 3 last years 

o Reports generated by the Internal Audit 

o External Auditor Management Recommendation Letter and response 

o Reports of audits performed by regulatory entities, if applicable 
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Appendix 2: Report Sample 

 
This report identifies the major risks related to the company’s corporate governance. 

 

Overall Risk Assessment: medium 

 

Commitment. Risk: low 

 

The absence of a corporate secretary increases risks related to the improper conduct of Board meetings and General Meetings of Shareholders and 

thus increases the risk of possible violation of shareholders’ rights which could result in law suits. It also increases compliance risks and risks of 

miscommunication among governing bodies. 

 

Practices of the Board of Directors. Risk: high 

 

As the company does not have any non-executive directors, oversight over management is conducted by the GMS, which does not appear to be 

sufficient. The shareholders are not sufficiently skilled and competent or able to devote enough time, which substantially diminishes GMS’s 

efficiency as a strategy setting and overseeing body and means there is inadequate oversight of management which could negatively impact the 

company’s ability to repay its loans. 

 

The lack of advance information provided to management board members, as well as the fact that the management board is dominated by the 

Chairman means it falls short in diversity of professional opinions which could lead to poor decision-making. Considering also the lack of a 

succession plan, and the lack of control over management by shareholders, there is increased risk related to the business continuity of the 

company’s operations.  

 

To reduce this risk, the company should divide responsibilities among Management Board members, adopt a succession plan and create a Board of 

Directors with non-executive directors to oversee management.  

 

The Control Environment. Risk: medium 

 

Although internal control appears to be functioning adequately, the company lacks formalized procedures and is not independent from top-

managers, which means that there is no independent audit or control over the full operations of the business, thus it is exposed to greater risks of 

losses due to fraud or incompetence.  
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Appendix 2: Report Sample (cont.) 

 
Transparency and Disclosure. Risk: high 

Disclosure practices are generally acceptable but it appears that the external auditors prepare the IFRS financial statements. This raises questions 

of the independence of the external auditor as they provide other services to the company and furthermore the same external auditor has been 

providing audit services to the company for four years. Preparation of financial statements by the auditors also raises questions regarding the 

ability of management to prepare the financial statements and their oversight over financial reporting.  No rotation of external auditors and their 

lead partners could also affect their independence, thus hampering the reliability of the external auditor’s findings. 

 

The company should rotate the external auditor and not receive consulting services from them, but instead build their internal ability to produce 

IFRS financial statements.  

 

Shareholders’ Rights. Risk: low 

 

The absence of a dividend policy may lead to a negative perception of the company in the financial markets. Those investors who prefer current 

income to growth in the stock market will not be willing to buy company shares in case no dividends are ensured to them. No dividend policy, lack of 

advance information provided to shareholders, and inadequate minutes of the GMS increase the risk of poor decision-making at the GMS, as well 

as the risk of shareholder dissatisfaction and possible complaints, and thus reputational risk.  

 

Summary of Key Risks  

 

RISK MITIGATION – suggested conditions precedent or loan covenants 

Dependence of the company’s operations from one person 

– dominating CEO 

Divide responsibilities among Management Board members and adopt succession 

plan 

Inadequate oversight over management Create Board of Directors with non-executive directors 

Inadequate independence of external auditor and 

consequently reliability of financial statements 

Rotate external auditor, not receive consulting services from external auditor, and 

build internal ability to produce IFRS statements  
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Appendix 3: Sample Recommendations 

 
Recommendations to ABC Company on Improvements of its Corporate Governance  

Commitment 

In general, ABC’s top-management is aware of and willing to implement good corporate governance principles. ABC does not have a corporate 

secretary position. Absence of this function increases risks related to corporate governance: for example, the risk of improper conduct of General 

Meetings of Shareholders (GMS), improper maintenance of corporate records and contracts, compliance risks and risks of miscommunication 

among governing bodies.  

ABC should consider creating a corporate secretary (CS) position, who can identify gaps in corporate governance matters and propose ways to 

address such weaknesses. The Corporate Secretary’s duties should also include familiarizing newly elected Board members and other key persons 

with the organizational structure of ABC, and its internal documents and procedures that regulate the work of governing bodies. The CS should 

establish and maintain clear communication between the governing bodies and ensure the proper conduct of Board meetings and GMS. 

Practices of the Board of Directors 

As ABC does not have a Board of Directors with non-executive management, oversight over management is conducted by the General Meeting of 

Shareholders (GMS). However, not all shareholders are sufficiently skilled and competent or able to devote enough time, which substantially 

diminishes the efficiency of the GMS as a strategy setting and overseeing body.  

PRIORITY: ABC should create a Board of Directors with non-executive directors and transfer some of the GMS controlling functions to the board. The 

Board of Directors should focus on oversight of the work of management, strategic guidance and direction to the management team, especially in 

the areas of audit, risk management, strategic planning, regulatory compliance, major transactions and acquisitions, as well as oversight of 

transactions with related parties. The newly established Board of Directors must be comprised of competent individuals.  

The decision-making authority in ABC is concentrated within the Management Board Chairman’s power. Considering also the lack of a succession 

plan, and the lack of control over management by shareholders, there is increased risk related to the business continuity of ABC’s operations.  

PRIORITY: To reduce these risks ABC should divide responsibilities among Management Board members and adopt a succession plan.  

The Control Environment 

ABC has a good level of internal control, with clear communication lines. However, not all internal control procedures have been formalized in 

writing. In addition, it seems that the whole internal control system is tied to one person – ABC’s CEO, which also increase the risk related to 

business continuity of company operations. ABC has an internal auditor, who is formally appointed by, and accountable to, the GMS. However, 

ABC’s GMS lacks appropriate experience to oversee and evaluate the work of the internal auditor.  

 



30 

 

Appendix 3: Sample Recommendations (cont.) 

 

ABC should ensure independence of its internal auditor and adopt by-laws on internal audit which should specifically discuss requirements related to 

the internal auditor’s independence and objectivity.  

Transparency and Disclosure 

Disclosure practices are generally acceptable but it appears that the external auditors prepare the IFRS financial statements. This raises questions 

of the independence of the external auditor as they provide other services to ABC and furthermore the same external auditor has been providing 

audit services to ABC for four years.  

PRIORITY: ABC should rotate the external auditor and not receive consulting services from them, but instead build their internal ability to produce 

IFRS financial statements. This includes hiring and training competent accounting staff. In addition, ABC’s Board of Directors, if established, should 

develop selection criteria for the external auditor, be in a position to evaluate the quality of work of the external auditor, have procedures for follow-

up on the auditor’s recommendations and establish proper schedules (deadlines) for the start and end of annual external audits. 

Shareholders’ Rights  

ABC holds GMS on a quarterly basis. The CEO notifies shareholders four to five days before the meeting. No additional materials are sent to 

shareholders prior to the meeting. Usually all shareholders participate at meetings and there have not been any issues regarding violation of 

shareholders’ rights to date. However, one of the major shareholders is the CEO and therefore, he possesses more access to information and has 

more influence on decision-making than others.  

ABC needs to formalize policies and procedures regarding shareholders’ rights in general and on the GMS in particular. ABC should pay more 

attention to issues relating to calling the GMS. Shareholders should get all materials and information related to the agenda before the meeting as 

opposed to current practice.  

The absence of a dividend policy may lead to a negative perception of ABC in the financial markets. Those investors who prefer current income to 

growth in the stock market will not be willing to buy company shares in case no dividends are ensured to them. 

ABC should develop and adopt a written dividend policy.  
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Corporate Governance Screening Tool for Banking Organizations: Summary Matrix  
 

ATTRIBUTES LEVEL1: Acceptable  LEVEL 2: Extra Steps to Ensure Good Governance  

Commitment � The basic formalities of corporate governance are in place including:  

o Board of Directors with non-executive directors and management;  

o General Meeting of Shareholders;  

� High-level company executive explicitly charged with responsibility for 

improving corporate governance practices. 

� The company has a written articulated set of policies addressing, at a 

minimum, the rights and treatment of shareholders, the role of the Board of 

Directors and transparency and disclosure.  

� The company has additional policies such as related-

party transactions, succession plan, CG code, code of 

conduct. 

� The company has a designated officer responsible for 

ensuring compliance with codes and policies of the 

company, and for periodic review of these.  

� The company meets all applicable recommendations 

of the local corporate governance code.  

Board 

Practices 

� By-laws in place regulating duties and responsibilities of the Board of 

Directors. 

� Board Meetings held according to a regular schedule, agenda prepared in 

advance, minutes prepared and approved. The Board meets regularly, and the 

NEDs meet independently of the executive management.  

� Board composition (competencies/skill mix) is adequate, with at least one 

independent director.  

� BOD has a majority of directors independent of 

management and controlling shareholders.  

� Annual evaluation conducted.  

� BOD has appropriate specialized committees.  

The Control 

Environment  

� The company has in place an appropriate system of internal controls and an 

internal audit function that regularly interfaces with the external auditors and 

is responsible to the Board of Directors. 

� The company has an Audit Committee responsible for assisting the BOD with 

the oversight and preparation of financial statements, internal controls and 

internal audit function, as well as setting procedures for hiring the 

independent external auditor.  

� Internal audit and internal control systems are 

consistent with highest international standards. 

� Audited by a recognized international accounting firm 

in accordance with International Standards of 

Auditing.  

� The AC is comprised only of independent members.  

 

Transparency 

& Disclosure  

� Compliance with all disclosure requirements under applicable law, regulations 

and listing rules (fair disclosure). Investors and financial analysts are treated 

equally regarding information disclosure.  

� Shareholders and shareowners identified and recorded. 

� The company prepares and presents financial statements and reporting in 

accordance with IFRS.  

� Disclosure practices are in accordance with highest 

international standards, and made available on the 

internet in a timely fashion. 

� Annual report discloses wider information including 

notes on strategy, risk management, corporate 

governance, CSR.  

Shareholders’ 

Rights 

 

� All shareholders are provided with adequate notice and agenda, and 

permitted to participate and vote at all shareholder meetings.  

� The company treats all shareholders of the same class equally with respect to 

voting rights, subscription rights and transfer rights, and all are treated 

equally regarding information disclosure (fair disclosure).  

� The company has clear policies and practices of full 

and timely disclosure to shareholders of all material 

transactions with affiliates of controlling shareholders, 

directors or management (conflicts of interest).  

 


