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PREAMBLE

Before turning to the specific provisons of the present Code of Corporate Governance,
three fundamentd questions should be examined regarding Codes of Corporate
Governance in generd and the Bangladesh Code in paticular.  Fire, what is the function
of a Code of Corporate Governance? Second, how can such a Code be implemented?
Third, whét isto be gained from the implementation of a Code of Corporate Governance?

The obvious function of a Code of Corporate Governance for Bangladesh is to improve
the genera qudity of corporate governance practices. The Code does this by defining
best practices of corporate governance and specific steps that organisations can teke to
improve corporate governance. The Code, thereby, begins to rase the qudity and leve
of corporate governance to be expected from organisations, in some aress the Code
specifies more dringent practices than is required by Bangladeshi law, but it should be
emphasised that these additionad requirements are in keeping with internationd best
practices. Even if amal organisations do not fed they can meat dl the requirements
immediately, the Code provides a standard that can be used to measure progress towards
the god of best practices.

The Code of Corporate Governance, therefore, prescribes the principles, procedures and
process through which better corporate governance practices may gradudly be
introduced. As such, the (de is organised into Principles and Guiddines. Organisations
can dart on the path to better corporate governance first by acknowledging the Principles
of Corporate Governance and then by incorporating them through their own initid
implementation drategies, which they must nevethdess judify and explan. The next
sep would be to begin complying fully with the Guiddines for implementation, as st out
in the Code, which represent an gppropriate synthesis of internationd and indigenous best
practices that are wholly gpplicable to the Bangladeshi context.

Many of the best organisations in Bangladesh dready have practices and procedures in
keeping with the provisons of the Code. However, the Code is dso a mechanism to
dissaminate these best practices to al organisations nationwide. Moreover, the best
corporate governance practices, as endwrined in the Code, can improve overdl
accountability and performance throughout the private sector as wel as the NGO and
SOE sectors.  Findly, the spirit of the Code seeks to enable organisations to grow and
attract greater investment, rather than being a hindrance to growth.

The second question to consider is how the Code of Corporate Governance can be
implemented.  Full implementation of the Code — meaning full compliance throughout
the private, NGO and SOE sectors — will undoubtedly teke a number of years and will
require the cooperation of a vast number of reevant stakeholders. However, a number of
the Code's Principles, Guiddines and provisons can be incorporated into the decison
meaking process of key ingitutions and in framing new policiesimmediately.

A vitd example since banks ae the primary source of capitd in Bangladesh, a most
effective way to begin applying the Code is for banks to ask dient firms to explain ther
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compliance with the Code of Corporate Governance. Companies that can demondrate
sound corporate governance practices, as engwvined in the Code, should receive
preferentid  borrowing facilities, among other possble benefits. A favourable interest
rate is judtified for companies with strong corporate governance since these organisations
ae liable to cary lower levels of busness risk. Furthermore, credit rating agencies
should include corporate governance in their ratings and could, in future, produce stand-
aone corporate governance ratings.

Individual organisstions can comply with the Code by writing the provisons into ther
Articles of Association and incorporating the Code into company procedures and
reporting practices. Management and the Board of Directors should use the Code of
Corporate Governance as a guiddine to develop procedures for evauation and
accountability within the organisation.  All organisations should develop a Code of
Conduct for their employees. All employees should read, understand, and sign the Code
of Conduct; theregfter, violations of this Code of Conduct should be pendised.

The most effective regulatory step to implement the Code of Corporate Governance could
be its adoption by the Securities and Exchange Commisson. Such a step could begin
with a ‘comply or explan’ phase, which requires an organisaion to comply with the
Code's provisons, but if there are aspects in which the organisation does not comply the
reason for such norntcompliance must be explained As has been the case in many other
countries, the Code could adso be incorporated into the liging requirements of the Dhaka
and the Chittagong Stock Exchangess A complimentary requirement would be
compulsory director training for the Board of Directors of al liged companies. BEl's
Working Group for the Taskforce on Corporate Governance has sSmultaneoudy been
working on an Agenda for Reform of Corporate Governance, targeting policies,
inditutiona and legd reforms that can enable the growth of a more trangparent and
accountable corporate sector. However, the firs step can and should be the initiative of
corporations and organisations themsalves, through the implementation of this Code.

The find question is one of reward and benefit from implementation of the Code. Using
the Code to drengthen corporate governance practices can not only benefit individua
organisations, but also the specific sectors addressed by this Code, as well as the nation
as a whole Companies that demondrate internationd standard corporate governance
practices are better able to attract greater capita from banks and equity investors. Such
companies will dso dtract the best-qudified professonds to work in their organisations.
Thee implidt rewards will leed in tun to more explicit benefits a successtul
organisation with higher profits.

As for the country context, there are numerous potentid benefits and rewards for
Bangladesh by improving corporate governance precticess The primary and mogt
important benefit from implementing the Code of Corporate Governance, however,
probably lies in attaining and sudtaning development gods drengthening corporate
governance could, a the nationa level, lead to a process of revitdisaion of the
Bangladeshi economy. If the Code can be fully implemented, in public corporations,
joint stock (private) companies, state-owned enterprises (SOEs), and non-governmentd

Code of Corporate Governance for Bangladesh 5



organisations (NGOs), the reputation of Bangladesh as a dedtination for investment and
aid will be greatly enhanced. Producing a national Code sends a message to investors
and observers that Bangladesh has recognised the importance of corporate governance
and is taking definite steps to improve its corporate governance performance.  As such,
implementation of a programme of corporae governance can make dgnificant
contributions to economic growth.

Firg, an economy with sound systems of corporate governance will be rewarded with
more invesment and higher qudity investors — Quite dmply, improving corporate
governance will improve the overdl reputation of Bangladesh as a place to do business.
This in turn will improve the investment climate and the prospects for economic growth.
Good corporate governance practices, as endrined in this Code, will lead to wel-
governed, more profitable companies that are candidates for both foreign and domestic
invetment. It is wdl edablished that internationd investors, especidly portfolio
investors, consider corporate governance anecessary prerequidte for invesment.

Second, corporate governance systems can better enable the capitd market, private
investors, internationd donors and financid inditutions to identify and fund successful
enterprises. Through full and transparent disclosures such enterprises can better be
identified, and by applying the concepts of accountability their performance can be more
accurately messured.  This can but result in a more efficient dlocation of capita to
profitable enterprises.

Third, by identification of better performing enterprises, and thereby more efficient
dlocation of capital, corporate governance can lead to greater economic growth by
enabling the country to maximise the resources it has. Corporate governance can
therefore lead to higher levels of efficiency, qudity, and compstitiveness throughout the
national economy, which in turn will enable Bangladesh to reach its gods for poverty
dlevidion.

Fourth, a culture of corporate governance will begin to address the pervasive corruption
thet is crippling the Bangladeshi economy and development as a whole. The Principles,
Guidelines and practices prescribed in the Code of Corporate Governance and the NGO
Code of Governance ae absolutey incompatible with any systematic practice of
corruption, bribes and kickbacks. By application of the Code, both the ingigators and
recipients of corruption will be targeted. This is not to suggest that the Code of
Corporate Governance can smply diminate a deep-rooted culture of corruption — many
other complementary reforms are necessary, of course. However, corporate governance
can begin the reform process.

In short, corporate governance can be a catayst for change, for higher economic growth,
for a more efficient use of resources, for a private ctor that is accountable to investors
and society, for a reduction in corruption, and for a hedthy inflow of funds from
domedtic and foreign investors.
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A final note goes to the form and Structure of the Code of Corporate Governance. The
Code was developed, as has been mentioned, with the contribution of the Taskforce on
Corporate Governance, and with intensve consultation with other Codes of Corporate
Governance and internationd experts on corporate governance. Other internationad and
nationd Codes and Principles of Corporate Governance which have been consulted
include: the Combined Code (UK), the OECD Corporate Governance Principles, the
Commonwedth Association for Corporate Governance Guiddines, the King Report
(South Africa), the Si Lanka Central Bank Code, the ClII Code of Desrable Corporate
Governance (India), the Pekistan Code of Corporate Governance, the Myners Report
(UK), the Mdaysan Code of Corporate Governance, and a variety of inditutiond
investor codes from the United States. The Code of Corporate Governance for
Bangladesh attempts to draw on internationa best practices, as enshrined in the above-
mentioned documents, combined however with the dStuation and country specifics of
Bangladesh in order to define corporate governance as far as possble in an indigenous
context.

The Code is organised into sections on specific topics (Role of Shareholders, Board
Issues, etc.). Within each section, the Code sets out a number of Principles and
Guiddines. Each Principle explans the underlying vaue or tenant of corporate
governance practices. These Principles of Corporate Governance may be applied in
different organisations by various different methods. Thus, while the Guiddines suggest
gpecific methods for gpplication, the Code as a whole dlows for each organisation to
aoply the Principles in their own way. Organistions solely implementing the Corporate
Governance Principles by their own method, nevertheless, should provide explandions to
shareholders and the public as to how exactly these are applied in their practices, policies,
regulations and procedures. To fully comply with the Code, however, organisations
should implement both the Principles and Guiddines.

Corporate governance is a journey, not a destination and it is hoped that this document
will provide guidance for beginning that journey in Bangladesh. However, as the
corporate environment develops in Bangladesh, the Code of Corporate Governance will
need to be adapted to address new developments. Therefore, the Code of Corporate
Governance will be reviewed and revised following the firg two to three years of
implementation and application, and thereafter asthe need arises.
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BOARD | SSUES

The Board of Directors is the central entity in a functioning corporate governance system,
gnce it is the governing body of any organisation. The board is accountable to the
shareholders and/or dsakeholders of the organisstion. To meet its organisationa
objectives the board must provide drategic policy and direction to the management, but
should not be involved in day-to-day operationd decisons. Management is accountable
to the board, and therefore information systems that provide relevant, transparent, and
materid information to the board are impertive.

Individua boards must find the best way to adapt the guidelines and requirements of the
Code to their organisations. The provisons of the Code may be incorporated into a
Board Charter that defines the objectives, roles, and responsibilities of the board. To
evaluate the board’'s own progress towards its goals, a board appraisd system could be
implemented. The provisions of the Code encourage boards to become more proactive
and effective by training directorsin corporate governance and their responsibilities.

[ Mission of the Board of Directors

Principle:

The Board of Directors should lead and oversee strategy and policy of the company and
provide direction to the management. Board actions should be in the best interests of the
company and shareholders.

[l. Duties of the Board

Principles:
The Board of Directors should define its role and job responghilities  The following
include the mgor respongibilities of the board:

A. Serve the legitimate interests of the shareholders and/or owners and account to
them fully. All directors represent dl shareholders — diversty should not be
misinterpreted as representing condtituencies.  Directors should ensure that the
company communicates effectivdly with shareholders, potentid shareholders, and
other stakeholders.

1. Any communication of materid information should be mede public
rapidy or smultaneoudy to al shareholders and investors, so that dl
current and potentid investors have an equa opportunity to act on
such information.

B. Ensure that the company complies with dl reevant lavs and regulations,
induding the current Code of Corporate Governance, and other codes of best
business practice.

C. Deermine, monitor, and evduate drategies, policies, management performance
criteria, and business plans.

D. Identify and monitor key risk areas and performance indicators of the enterprise.

E. Ensure that technology and information systems used in the organisgtion ae
sufficient to operate the organisation effectively and maintain competitiveness,
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F. Review and monitor risk management sysems and interna control mechanisms to
enable decison making and maintain the accuracy of financid results.

G. The Boad of Directors should appoint the Managing Director/ Chief Executive
Officer and participate in the agppointment of senior management. The board
should edablish peformance criteria and evduate the performance of the
MD/CEO. The board should also ensure that there is a successon plan for senior
management and the MD/CEOQ.

[Il.  Board Membership Criteria

Principles:

A. Each director should be wdl-qudified to cary out ther duties. Each director
should be able and prepared to devote sufficient time and effort to his or her
duties as adirector.

B. Directors should each add vaue to the board and bring independent judgement to
bear on thair duties.

Guidedlines:
C. To ensure a director has sufficient time to underteke his or her duties an
individual director should not hold directorshipsin more than 6 boards:*
D. Directors who have not atended a least 50% of the board meetings (without a
leave of absence) during the last year should not be digible for re-eection to the
board.

V. Nomination of New Board Members

Principle:
A. When nominating new directors, shareholders and the board should consder the
mix of director characteristics, experiences, diverse perspectives and skills that is
most appropriate for the organisation.

Guidelines:

B. A Nominaion Committee of the Board is not required to carry out the nomination
process, but may be one method to seek out and nominate qudified persons for
directorships. A nomination committee, however, shoud not preclude
shareholders from being active participants in the nomination process.

C. Shareholders should have an opportunity to nominate board candidates before the
Notice of the Annua Medting. Sufficient time (a least 21 days) should be
provided in a generd notice to shareholders to dlow them to organise ther
nomination of directors.

1. The board or nomination committee should rdease a list of required
information that must be submitted with a director nomingtion. The
required information shoud include qudifications,  education,

! Aninstitution or institutional investor (government, provident fund, etc.) can be represented on numerous
boards, far in excessto 6. However, asingleindividual (as nominee of theinstitution) should not hold
more than 6 directorships, so that they have sufficient time to devote to their individual duties as director.
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experience, current directorships, and any interests in the company.
The required information can be used to compare director candidates.

2. Candidates nominated by both the shareholders and the board, dong
with the required information on each candidate, should be put before
the AGM for eection.

3. By endbling shareholder nomination of director candidates, directors
can become more directly the representatives of shareholders.

V. Training

Principle:
A. Companies shoud recognise that a directorship is a professond gppointment and
therefore they should provide opportunities and funds for training of individud
directors and the development of the board.

Guidélines:

B. New and continuing directors would benefit from director training programmes
that increese their skills and knowledge on directors liabilities, best board
practices, and drategic planning. New directors should be required to attend a
corporate governance orientation or training offered by a reputed institution or
trainer.

V1.  Separation of Chairman and CEO

Principle:

The postions of Chairman of the Board and CEO should be filled by different individuds
gnce therr functions are necessarily separate. A strong, independent chairman provides
the appropriate counterbalance and check to the power of the Managing Director/ CEO.

VIl. Board Compostion

Principles:

A. To ensure a wdl-functioning and involved board, the sze of the board should be
large enough to include directors with diverse expetise and experience, but
should not be too large to enable involvement by al directors. The board should
periodicdly review its size and composition.

B. An important way for the board to provide active, unbiased, and diverse advice to
senior management is to have a diverse group of directors, including executive
directors, non-executive directors, and outside/independent directors.

Guidelines:
C. Internationaly, successful corporate boards have membership of 7 to 15 directors.
D. Companies should aticulate and implement a nomination programme to enable a
majority of board members to be non-executive and independent directors.

2 Executive directors are those that concurrently hold a senior management position in the company. Non-
executive directors are simply directors that do not currently hold a position with the organisation for which
they serve on the board. Independent or outside directors are those who do not have employment, familial,
financial, or other tiesto the company.
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E. Non-executive directors should be included in any committees and tasked with
any decisons that might involve a conflict of interest.

F. For the Board of Directors to reach a quorum, a mgority of non-executive or
independent directors must be present.

G. There should be mandatory retirement by rotation of 20% of the board of public
companies, the vacancies to befilled a the AGM.

H. Theterm limit for directors of banks and other financid indtitutions should be a
maximum of 12 years. Thiswould apply equally to sponsor directors>

VIIl. Board Compensation

Principle:

Board compensatior’® should be sufficient to compensate directors for the time and effort
required to complete ther duties wdl.  This is especidly important to nurture
professond directors.

IX.  Board Agenda

Principles:

A. The agenda and materials for each board meeting should be provided to directors
aufficiently in advance of the board meeting to alow them to prepare and
provided subgtantia input and comments on agendaitems.

B. The Board Agenda should be prepared by the Chairman of the Board, who should
adso determine the materids for the board meetings, and al board papers to be
organised and circulated by the Company Secretary.

Guidelines:
C. Thefallowing information should be reported to, and placed before, the board:
1. Annuad operaing plans and budgets, together with updated long term
plans.
2. Capita budgets, manpower, and overhead budgets.
3. Quaterly results for the company as a whole and its operating
divisons or business segments.
4. Internd audit reports, incuding specific, materid cases of theft and
misconduct.
5. Show cause, demand, and prosecution notices received from revenue
authorities which are materialy important.”
Fatd or serious accidents and any effluent or pollution problems.
7. Déallt in payment of interet or principd on any public depost,
secured creditor, or financid ingtitution.

o

3 Directors that provide an extraordinary service to the company may be granted an extended term beyond
12 years, but an explanation for non-compliance with the Code would need to be provided.

“ Board compensation is used to refer to any and all fees paid to directors. Thisincludes sitting fees,
professional fees, reimbursement, and any other benefits provided to directorsindividually or the board asa
whole.

® Generally, any exposure greater than 1% of net worth should be considered material.
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X.

Principles:

A. Committees in which conflicts of interet are more likdy to occur (i.e. Audit,
Nomination, etc.) should be made up of a mgority of non-executive drectors, or
at least should be headed by a non-executive director.

B. Companies with greater than Tk 30 crore (Tk 300 million) turnover should have
an Audit Committee of the Board.

Guidelines:

C. Audit Committees Though audit committee arangements will vary according to
the sze and complexity of the company, the audit committee’s basic sructure and
respongbilities should include:

1. Structure/Membership. The audit committee should be composed of at

8. Any possble public or product lidbility which is mateid and

estimable.

9. Detallsof any joint venture or collaboration agreement.
10. Recruitment and remuneration of senior officers just below the board

level, including gppointment or remova of the Company Secretary and
maost senior financid officer.

11. Any labour issues and their proposed resolution.

Committees (Type, Structure, Responsibilities)

least three members appointed by the board. The audit committee
charman must be, and the mgority of members should be, non
executive directors; the charman of the audit committee should have a
professond qudification and recent and relevant financia experience.
The Chairman of the Board shdl not be amember of the committee.

. MedtinggReporting. Medtings must be hdd quarterly, to monitor

internd and externd audits. The committee must prepare reports on
al mesetings for the board, and report annudly to shareholders. The
MD, CEO, or charman of the boad may be invited to attend
committee meetings as and when required;

. The responghilities of the audit committee should be established in the

Terms of Reference for the committee. They should include:

a. to review effectiveness of company’s internd risk controls and risk
management systems,

b. to monitor the integrity of annud and interim financid Satements
of the company, the darity of disclosure and the context in which
Statements are made;

c. to review and chdlenge where necessary the consstency of, and
any changesto, accounting policies;

d. to approve the gopointment and remova of the interna auditor,
ensure adequate resources, gppropriate access to information and
independence s0 that internad audits can be effectively performed
to high standards, review dl interna audit reports and plans, and
monitor  management's  respongveness, megt  the  internd
auditor/head of internd audit a lesst once a year without
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management being present to discuss ay issues aidng from
interna audits,

e. to assess the independence and objectivity of externa auditors,
asess annudly their qudifications, expertise, resources and the
effectiveness of the externd audit; review and agpprove the annud
audit plan; meat regulaly with the externd auditor, including &
leest once a year without management being present to discuss
any issues arisng from the externd audit.

. Other Board Committeess Companies could aso consgder forming other board

committees as is deemed necessary. Other committees might indude:
1. A Remuneraion Committee that dedls with the compensation to the
Board of Directors.
2. A Nomination Committee that oversees the process for nomination to
the board and to other committees.

. All board committees should be given clear Terms of Reference including:

1. Structure

2. Roale, responshbility and authority delegated to it by the board

3. Frequency, length and agenda of committee meetings

4. The above information on board committees should be made avallable
by the company on request (and/or placed on the company’ s website).

. The committee should have access to adequate resources, including the services

of the Company Secretary who should:
1. Act assecretary to, or at least attend, the committee meetings,
2. Co-ordinate between the board and its committees;
3. Ensure that the board and its committees are properly condtituted and

advised.
Xl.  Directors Report
Principle:

A. The amnua Directors Report, usudly included in the organisation’'s Annud
Report, is an important document for communication between shareholders and
the Board of Directors. It should be a srategic document that explains both past
results, board decisons, and the future direction of the organisaion. The
guiddine for indusion of items in the Directors Report should be materidity® to
the company’ s operations and results.

Guidelines:

B. The Directors Report should include’:

1. Explanation of results

2. Explan compliance and/or non-compliance with the Code of
Corporate Governance

3. Explain deviaionsfrom IAS

4. Sdesand market share for domestic and foreign markets

® Generally, any exposure greater than 1% of net worth or 10% of profits should be considered material.
" Disclosures may appear elsewherein the Annual Report as deemed appropriate.
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9.
10.

11.
12.

13.

14.

15.
16.

17.

18.

19.
20.

21.

22.
23.

Current market vaue of the company (if listed)

Strategy and future prospects

Materid risk factors and uncertainties which could effect the qudity of
eanings

Ownership gructure including disclosure of shareholders owning more
than 5% of shares

Details of loans to directors

Deails of any invesments including shares, government bonds, and
other securities

Directors shareholding and any changes therein

Report on the relatives of directors as employees or members of he
board and their shareholdings

Details of director compensation and remuneration (both direct and
indirect)

Persons who have attended board mesetings in the last year, including
attendance of directors and any substitute directors.

Key results information for divisons or business segments

Report on the end use of funds raised from the public by issuing shares
or debentures

Ongoing or likely legd actions againg or by the company that could
have amateria impact

The totd amount of politicd donations and charity donations made
throughout the year. (Recipients need not be identified.)

Details of new materid loans and creditors

Criticdl accounting policies used in preparaion of the financid
Satements.

Disclosure of the bass of edimates used in financia reporting. The
presentation of financid datements requires management to make
estimates and assumptions that affect the reported amounts of assets
and liabilities and reported amount of revenue and expenses during the
reported period. For example, dlowances for doubtful accounts,
inventory obsolescence, intangible asset vduation and useful  life,
employees benefit plans, contingencies, efc. The bass of such
esimates should be disclosed for their proper evauaion by the users
of thefinancid statements.

Compliance Certificate (see Financiad Reporting section for details).
Staement of a Going Concern (see Financid Reporting section for
detalls).

XIl.  Code of Conduct

Principle:

A. Boards should create a Code of Conduct for Directors detailing directors roles,
responsibilities, and duties.

Guiddines:;

B. Every year,

directors should review and agree to abide by this Code of Conduct.
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C. The Code of Conduct should be included in the orientation for al new directors.
D. The board should aso create Codes of Conduct for Management and Employees,
which should be sgned and agreed as a condition of the contract of employment.

X111, Company Secretary/Compliance Officer

Principle:

A. Companies should employ a qudified Company Secretary or other qudified
Compliance Officer to advise senior management and the board on thar
respongbilities and liability with regard to legd and regulatory requirements and
compliance with the Code of Corporate Governance®

Guidelines:

B. The Company Secretary or Compliance Officer should provide advice both on
issues of interna controls aswel as requirements due to externd entities.

C. The Company Secretary or Compliance Officer should keep an annua record of
the company’'s compliance/non-compliance with the Code of Corporae
Governance, and in the event of norntcompliance an explanation should be sought
for the record from the board.

D. In the event tha the board cannot judtify the cost of a full time in-house Company
Secretary, the functions may be peformed by externd advisers provided that
these advisars are not dso the auditor, company lawyer, or other adviser to the
board.

XIV. Accessto Senior Management, Outside/Professional Advice

Principles:

A. The boad may seek out or invite those in senior management postions,
employees, other non-directors or outsde professonas to board mesetings, as
required, for access to any information deemed appropriate or necessary in order
to effectively deliberate on decisons and perform its duties.

Guidelines:

B. The boad can obtan, a the company’s expense, outsde legd or other
professond advice on any matter deemed necessary for it to effectively perform
itsduties.

C. The MD/CEO dhdl be informed of dl requests for information put to
management.

XV. Evaluation of Board Performance

Principle:
A. The boad should evduate its own peformance, both collectivey and
individudly including the performance of the charman, & leest once a year, to

8 Qualified should be taken to mean one certified by areputable institute of Chartered Secretaries or one
having equivalent legal, financial, and business training.
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ensure it is opeaing effectivdy and adjust its conditution and policies
accordingly

Guidelines:
B. Boads may adso condder usng an independent outsder to conduct an externd
evauation of the board and its peformance, who shdl make recommendations
based on its evaluation.

Commentary

The provisons of the Code of Corporate Governance on Board Issues can begin to be
implemented by ther incorporatiion into a company’'s Memorandum and Articles of
Asocidion, as well as any internal Board Charter. A Board Charter can be a useful
document to incorporate the duties, rights and respongbilities of the board, as well as the
Vison and Misson Statements. The board should annudly creste a work plan and
drategy for its role in guiding the organisstion. The plan, however, should include
benchmarks to develop board capacity as well as specific gods in the context of the
organisation’ s activities.

Questions have often been raised about how to change the compostion of the board,
gnce the board is eected by shareholders. Key to transforming the compostion of the
board is to provide choices to shareholders. In most organisations, a date of board
candidates is offered to shareholders which corresponds with the seats up for eection.
Thistraditional method of board election leaves the shareholders few choices.

To begin to emphasise the importance of the shareholders decisions regarding the board,
shareholders should be presented with multiple nominees for each board seat and
shareholders themsdlves dlowed to nominate candidates. In addition, the board must
include nontexecutives and independent candidates as nominees to the board. In this
way, the board can achieve the god of amgjority of non-executive directors.

International best practice now focuses on independent directors who are not current or
former employees and who do not have dgnificant financid, commercid, familid, or
other ties to the company. The Code has not emphasised independent directors, but for
the present recommends a mgority of the board be nonexecutive directors. The
requirement focuses on non-executive directors due to the perception that Bangladesh
currently lacks a sufficient number of persons who are qudified and willing to serve as
independent directors. However, this may change in the future, and later versons of the
Code may reflect such achange.

All board members, whether executive, non-executive or independent, have an individud
lega respongbility to act in the best interests of the shareholders and the company. To
ensure that directors have sufficient information to carry out their duties properly, section
XIV assats the right of directors to cal on management, non-directors, and outside
professonds to advise and provide information deemed relevant to their role on the
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board. Other Codes of Corporate Governance also emphasise the right of employees b
have access to the board to report complaints and wrongdoing; this access to the board
can be facilitated by assgning one director, usualy the Company Secretary, as the board
contact for any employee. Individuad boards may consider such a provison to improve
access by concerned employees.

The Code puts the onus on the board itsdf to begin to define its roles more clearly and
sarve the interests of the shareholders. Stronger, more proactive boards will lead to
organisations that have better long term strategic management and are able to better face
the chalenges of competitive markets.
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ROLE OF SHAREHOLDERS

This section of the Code of Corporate Governance gpplies primarily to public companies,
however many of the same principles of trangparency and accountability are relevant to
private companies that have minority shareholders.  Public lisled companies should
comply with dl legd and regulaory requirements some, but not al, of those
requirements are highlighted within this Code. Other provisons of the Code suggest that
companies go beyond the legd requirements to further empower ther shareholders.
Exiging regulatory bodies dso have a mandate to uphold the rights of shareholders,
while shareholders themsdlves, in turn, have a responshbility to advocate good corporate
governance practices in accordance with internationa best practice.

Legd provisons for shareholders rights are, for the most part, adequate in Bangladesh.
However, most shareholders are not aware of their rights or how to exercise them. In
addition, they often misunderstand their function as shareholders, focusng instead on the
corollary benefits of share ownership (such as attending the AGM in a nice location)
raher than the subgtance of company management. By becoming empowered and
understanding their rights, shareholders themsdalves will force company boards to become
more accountable for their actions and company performance.

As the main arena for communication between shareholders, management and the Board
of Directors, the AGM is a very important dement of corporate governance. AGMs
should provide an opportunity for some discusson of substance and dlow for the
shareholders to assert their rights regarding the agenda items they are asked to approve.

There are, of course, limits to the ability of a large meeting of diverse shareholders to
provide specific feedback to the board, but the format of the meeting should establish the
fact that the Board of Directors is accountable to the shareholders and that important
items for shareholder congderation should be explained clearly.

At the present time, in Bangladesh, a mgor problem affecting rdations between
shareholders, boards, and management is the disruption and control of AGMs by a few,
organised individuds. All shareholders have the right to question the Board of Directors
regarding the board’'s actions and responshilities, but the current climate dlows few
shareholders to express their opinions.  If, however, the mgority of shareholders
understand their rights and understand the key aspects of company drategy and
performance, they can diginguish legitimate complaints and questions from those that are
desgned to disupt; they can paticipate more fully in the AGM and can mantan the
focus on company performance, transparency and board accountability. More educated
shareholders will, with time, lead to amore viable, active capita market.

Probably the most important right of a shareholder is the right to vote for directors and on
items put before genera meetings. Voting rights and procedures should be cdlearly
explaned to shareholders 0 they may fully asset ther rights in generd mestings.
Voting procedures that ae difficult to follow or do not account for multiple
shareholdings result in disenfranchisement of shareholders.  Shareholders should be able

Code of Corporate Governance for Bangladesh 21



to exercise their voting rights through a proxy if they cannot attend a generd meeting
themselves.

. Shareholders Handbook

Principle:
A. Educating and informing shareholders should be a basc requirement for listed
companies.

Guidelines:

B. A primary concern in Bangladesh is that shareholders do not know or understand
their rights and respongbiliiess To address this problem, lised companies
together with the Securities and Exchange Commission and/or stock exchanges
should describe and explain those rights and responghilities in a Shareholders
Handbook that should be avalable to dl shareholders with the notice for the
AGM.

C. The Shareholders Handbook should aso be accessble to shareholders by making
it avalable on the webdstes of the SEC, dock exchanges, and individua
company’s webdite and at the company’ s offices.

D. See agppendix for asample outline of a Shareholders Handbook

Il. General Meetings®

Principles:

A. The genad medings, in paticuar the AGM, ae the primay fora for
communication between shareholders, management and the Board of Directors.
Shareholders  should be wel-informed regarding generd mestings and the
meeting should be organised in a manner that dlows for maximum shareholder
participation, subject to reasonable limitations, and equitable treatment of
shareholders.

B. The outcome and proceedings of generd meetings should be recorded and be
verifidble

C. Shareholders have the right to receive information about company resolutiors,
decisons, and operations described in a manner that can be understood by a
layperson. Companies should explan disclosures in detal and provide
information about the effect of such.

Guidelines:

D. A notice to shareholders regarding the date, time and location of the Annud
Generd Medting should be given in sufficient time for it to be receved by
shareholders through a standard and reasonable means of communication at least
21 days before the meeting’®. The notice of the AGM should include information
about the agenda items to be discussed, including a description of auditor

% A ‘general meeting’ can refer to either an annual general meeting (AGM) or an extraordinary general
meeting (EGM).

10 Note that the Code goes beyond what is provided in the Companies Act, to give shareholders more time
to prepare for the AGM.
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candidates, director candidates, and the text of proposed resolutions. The
information provided about the agenda items for any generd meeting should be
detailed enough to dlow shareholders to make an informed decision. The agenda
should be presented in the order items will be addressed in the mesting.

1. The AGM notice should inform shareholders of the regiser of
directors interests in contracts or arrangements of the company and
their right to inspect such aregider.

E. An AGM should be scheduled so as not to conflict with mgor events which may
hinder the participation of most shareholders and should be held in a convenient
location in the vicinity of the company’ s registered office.

F. Agendaof an AGM

1. AnAGM should ordinarily discuss the following agendaitems
a. Approvd of Minutes of the previous meeting
b. Adoption of the Directors Report
c. Adoption of the Auditors Report
d. Approvd of Dividends
e. Appointment of Auditors
f. Election of Directors

2. Shareholders should have an opportunity to place additionad relevant
items on the agenda for the AGM prior to the AGM meeting.

3. During the AGM, there should be an opportunity for shareholders to
question the Board of Directors, subject to reasonable limitations. The
Board of Directors should respond to shareholder questions.

4. Agenda items should be completed in a timey manner to ensure that a
quorum of shareholdersis present for the entire meeting.

[11. Voting Rights and Duties

Principles:

A. In edablishing the voting procedures and rights for public companies, the
principle of one share, one vote should guide every public company. Within a
class of shares, dl shareholders should have the same voting rights.  Information
regarding the voting rights of al dasses of shares should be available to potentia
shareholders.

B. To enfranchise and facilitate voting by shareholders, proxy voting rules should be
gmple and easy to follow. Redrictions on agppointing proxies should be
withdrawn or reduced to widen the participation at AGMs.

C. Regardless of the method of voting (proxy or a a meeting), al votes should be
counted and the results declared.

D. Share ownership caries duties as wel as rights, and it is expected tha 4l
shareholders should exercise their right to vote. The decison not to vote should
be recognised as an endorsement of the actions of the board and management.
Shareholders should dso exercise their rights in a consdered and appropriate
manner.
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Guidelines:
E. A bdlot procedure rather than a poll (hand count) more accurately accounts for
multiple shareholdings.
F. Companies may wish to condder dterndaive forms of voting that permit an
organised group of minority shareholders to dect a director. This could include
cumulive voting (see Appendix for an explanation of cumulative voting).

Commentary

Although protection for minority shareholders are judged to be adequate in Bangladesh,
more could be done to dlow minority shareholders to place a director on the board to
sarve as an independent voice representing minority shareholders.  For this reason,
cumulative voting is mentioned as a possble dternative voting method.  Cumulaive
voting would not guarantee that a minority group could eect a director, but it dlows for
an organised group of shareholdersto do so.

Voting by show of hands could affect the independence of voters as minority

shareholders may fed intimidated by powerful nominees'shareholders. Balots may
enaure free and fair voting as well as accurately reflect multiple shareholdings.
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FINANCIAL REPORTING, AUDITING AND NON-FINANCIAL DISCLOSURES

Financia reporting and disclosures provide the tools by which stakeholders can monitor
and evduate an organisation’s corporate governance practices. In Bangladesh, the firg
hurdle that must be overcome is to improve the qudity and reputability of financid
datements and disclosures. This process must be a joint underteking of the regulators,
«df-regulatory  organisations  (primarily the Inditute of Chatered Accountants of
Bangladesh — ICAB), and organisations themsdlves.  If companies begin to demand more
from their own accounting personnel and their auditors, the quality of accounts and audits
will improve.  Simultaneoudy, the accounting professon must focus on  ensuring
compliance with audit standards, enforcing sdf-regulation, and increesing the number of
qudified Chartered Accountants. These two movements can be further complimented by
supporting actions on the part of regulators. Such a combination of reforms will cregte a
virtuous circle of qudity disclosures and increese demand from investors for more
trangparent financid statements.  Accounting and auditing scandals around the world in
recent years have shown how important this professon is to safeguard investor funds and
ensure trangparency. Without reform, the corporate sector in Bangladesh may be heading
towards such disasters as we've seen in other regions, a the very leasdt, the accounting
and auditing professon will lose al credibility and prestige.

I.  Accounting Standards

Principle:
A. Companies should ensure that their accounts conform with dl Bangladesh
Accounting Standards (BAS) as adopted by the Ingtitute of Chartered Accountants
of Bangladesh (ICAB) and the implementation time frame given by ICAB.

Guidelines:

B. Companies that are driving to conform to internationd standards should prepare
and have ther accounts audited to conform with full Internationa Accounting
Standards (IAS). A company that is working to comply with IAS should establish
atimeline by which time compliance will be achieved.

C. Among the IASs that have been adopted by ICAB, those listed below are
particularly important to ensure accurate and relidble financid reporting, but the
level of compliance with them is low. Companies should comply with the
following sandards:

IAS 12 — Deferred Tax, etc.

IAS 18 — Revenue

IAS 21 — Effects of changesin foreign exchange rates
IAS 23 — Borrowing Cogts

IAS 25 — Accounting for Investment

IAS 27 — Consolidated Financial Statements

IAS 30 — Disclosuresin financid statements of banks
IAS 34 — Interim Financid Reporting

N~ WNE
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II. Preparation of Accounts

Principle:
A. Companies mugt employ qudified personnd with professond accounting
qudifications to prepare financid statements and accounts.

Guidelines:

B. Liged companies with turnover of a least Tk. 20 crore (Tk. 200 million) must
employ qudified personnd with professond accounting qudifications with a
leest five years of experience in preparation of accounts and/or a Chartered
Accountant, Cost and Management Accountant, or one having a least a masters
degree or MBA in Commerce or Finance.

C. The Bdance Sheet and Profit and Loss Statement should be reviewed and signed
off by the Charman of the Board, MD/CEO' and Chief Financid Officer
(CFO)*? and the Chairman of the Audit Committee (if one exists) to certify that:

1. The accounts reflect atrue and fair picture of the company,

2. The accounts conform with BAS or, if they do not, disclosure has been
made of materid differences, and

3. There are no post baance sheet events or off- baance sheet items, non+
disclosure of which can affect the ability of the users of the financid
gtatements to eva uate the company or make decisons.

4. Assts are safeguarded againgt unauthorised use by the employees
and/or management and/or third parties.

5. Expensesincurred are for the purposes of the company’s business.

6. No materia information has been omitted.

D. The Chairman of the Board, CEO and CFO should supply two additiona
Satements.

1. That they are satisfied the company isagoing concern.

2. On the effectiveness of the company’'s interna control sysem and
internal  audit department.  This should incdlude any irregularities
involving management or employees who have sgnificant roles in the
system of internd control. This statement should dso be sgned by the
Charman of the Audit Committee (if one exists).

[11.External Auditors

Principles:
A. Externd auditors should be independent, wel-qudified to carry out their duties,
and free of conflicts of interest.
B. Auditors should be appointed by the shareholders. Shareholders should be
provided an opportunity to nominate audit firms prior to the Notice for the AGM.

M Section 189 of The Companies Act, 1994 clearly states that the financial statements have to be
authenticated by not less than two directors one of whom shall be the managing director where thereis one.
12 CFO is used to refer to the senior most financial officer of the company, regardless of thetitle.
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Guidelines:

C. A dhaeholder nominating an audit firm should be required to provide
dandardised information about the firm, so that nominaed firms can be
compared. The informaion should include patners, daff; qudifications and
experience; and the number, type, and identity of clients.

D. Audit firmsor partners are to be rotated at least every three years.

E. Audit firms should not be engaged in accounting or nonaudit consulting in
enterprises in which they have been gppointed as the datutory auditors. The
exception is tax work, which may be undertaken by the statutory auditors of a
firm. If, however, any nonaudit work is performed by the statutory auditor, both
audit and non-audit fees paid to the audit firm should be disclosed to shareholders.

F. Auditors should not hold shares in companies they audit. If auditors do hold
shares in a company for which they are gppointed as the datutory auditor, the
shareholding amount should be disclosed. A datutory auditor must not hold more
than 1% of the shares of acompany.

V. Internal Audit

Principles:

A. All liged companies must have an internd audit function within the organisation.
Private companies should consder edablishing a sysem of internd controls if
they do not have an internd audit department.

B. The internad audit department should have a broad scope of work to investigate dl
levels of the organisation and be independent from management, with direct
access to the Board of Directors and the Audit Committee.

C. Directors must take adequate action to protect the company and shareholders
based on interna audit reports.

Guidelines:

D. The internal audit department should have a letter from the board or charman of
the audit committee giving it the authority to access any records in any location at
any time.

E. The internd audit function should have the authority to propose initigives and
changes directly to the board.

V. Disclosures

Principles:
A. TheBoard of Directors should present a balanced assessment of the company’s
position and prospects that may be understood by shareholders.
B. All disclosureslisted in this section should be disclosed in a public announcement
and made available to the public and to shareholders.

Guidelines:
C. Quarterly unaudited results. Within 30 days after the end of the quarter,
companies should provide unaudited quarterly resultsto include:
1. Sdesand saesgrowth

Code of Corporate Governance for Bangladesh 27



2. Profit and profit growth
3. Reserves
D. Interim announcements should be made available to shareholders when amateria
event occurs. In addition to the materia events required to be disclosed by the
Companies Act, Dhaka Stock Exchange, Chittagong Stock Exchange, and SEC
natifications, the following materid events should be disclosed:
1. Signing or termination of a materia contract®
2. Lossof amateridly important customer
3. Internationa or domestic regulatory gpprova or denid
Haf-yearly Baance Sheet and Profit and Loss Statement
Audited Annuad Balance Sheet and Profit and Loss Statement
Annud Directors Report should include the following items presented in a
narrative format:
1. Generd Company
a. Corporate Governance Statement, which explains compliance
and/or non-compliance with the Code of Corporate Governance.
b. Statement of the company’s policy and practice on Corporate
Socid Responghility, Corporate Environmenta Respongbility,
and compliance with Bangladesh environmental standards.
c. Quantitative disclosure of sales and market share, locd and foreign
(if applicable)
d. Future business strategy
Materia risk factors and uncertainties
Explanation of results, including key results for divisons or
business segments
g. Compliance Certificate, provided and signed off by the Company
Secretary or other compliance officer or externd auditor, and aso
sgned off by the CEO, Chairman of the Board, and the chairman
of each board committee dedling with compliance matters,
attesting thet:
i. the company has duly filled dl atutory returns during the year
ii. the company has maintained al statutory books and registers,
and in such order, as required by the Companies Act
iii. the company has duly paid al gpplicable duties, levies and
taxes to the exchequer during the year
iv. the company has not paid or offered any gratification to any
quarter
v. the company has practiced dl corporate norms, rules and
regulations, and standards of good conduct, especialy in
relation to money-laundering, indder-dedling, restrictive trade
practices, quaity and representation of goods and services, and
anti-competitive behaviour, as required by other regulatory
authorities during the year under report.

@mm

=

13 Generally, any exposure greater than 1% of net worth or 10% of profits should be considered material.
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2. Ownership

a

Ownership structure including disclosure of shareholders owning
more than 10% of shares

3. Board of Directors

a

b.

o

Directors shareholding and any changes therein

Report on the relatives of directors as employees or members of
the board and their shareholdings

Details of directors remuneration

Persons who have attended board meetingsin the last year,
included attendance of directors and any subgtitute directors
Details of loansto directors and related parties

Information on related party transactions, such as the purchase or
sde of sharesin associated companies where the company itself
has a shareholding, or where the other company has a shareholding
in the company, or where members of the board jointly or severdly
have a sgnificant shareholding equivaent to 5% or more of the
total share, and aso on operationd links and trading transactions
with related parties.

4. Accounting and Financid

a

b.

Report on the end use of funds raised from the public when issuing
shares or debentures

Contractua agreements, if any, that would have a materia effect’*
on the accounts in the event of non-compliance

Contingent lidbilities and ongoing, pending, or likely legd actions
againg or by the company which may result in sgnificant gain or
loss to the company

New creditors and details of materia loans

Credit rating, if any

Detalls of investments, including market vauation, in equities,
government bonds, and other securities

Criticd accounting policies, namely those accounting policies to
which the financid results are particularly senstive (e.g.
depreciation and tax policy)

Basis of estimates used in financia reporting (e.g. dlowances for
doubtful accounts, inventory obsolescence, intangible asset
vauation and ussful life, employees benefit plans, etc.)
Depreciation and tax policy

14 Generally, any exposure greater than 1% of net worth or 10% of profits should be considered material.
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SECTOR-SPECIFIC PROVISIONS: FINANCIAL INSTITUTIONSAND SOES

The following two sections detall corporate governance provisons tha should be
followed by specific types of organisations, namdy, financid inditutions (FIs) and deate-
owned enterprises (SOEs). These sections address issues that are unique to each sector,
but are to be considered in addition to the provisons outlined in the previous sections of
the Code of Corporate Governance. To achieve full compliance with the Code of
Corporate Governance, FIs and SOEs should follow the provisions of the generd Code as
well as the sector specific provisons that follow.
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FINANCIAL INSTITUTIONS

This section of the Code can be gpplied to al banks, including Nationalised Commercid
Banks (NCBs), and non-bank financid intitutions.®® Financid Ingtitutions (FIs) should
follow the provisons lad out in the previous sections of the Code on Corporate
Governance but this section provides guiddines paticulaly relevant to corporate
governance in Financid Indtitutions.

Financid Inditutions are specificdly addressed here due to their unique postion as the
lifeblood of any economy. The hedth of banks and public confidence in them ae
necessty to sudan and expand economic activity, as financid inditutions form an
essentid link in the chain of nationd economic development. The Bangladesh Bank has
the statutory power to regulate commercia banks to reduce systemic risk and the morad
suason to encourage high standards of probity and competitiveness among them, while
commercia banks in turn can require their corporate customers to follow good risk
management systems and encourage them to achieve high standards of corporate
governance, in paticular through the agpplication of differentid banking facllities. FlIs are
paticulaly powerful in an economy like Bangladesh where the capitd market is smal
and FIs are the main source of capitd for both public and private companies. Evidence
of the importance of Fls is demondrated by the fact that the financid sector is regulated
by the government, through the Bangladesh Bank, and therefore has access to the
government safety net. Fls are beneficiaries, fiduciaries, and managers of “other people’s
money” in a number of ways and as such have a unique responshbility to uphold the
highest standards of corporate governance.

|. Dutiesto Depositorsand Customers

Principles:

A. As the inditutions that safeguard depositors funds and invest it with borrowers,
FIs have an obligation to observe the highest standards of care and due diligence
in assessng and monitoring  risk, incuding credit risk, interest rate risk,
operationd risk, political risk, etc.

B. As the institutions tha provide essentid financid sarvices to families, public
inditutions, and business companies, FIs have an essentid socid as wel as
economic function in nationd life. Hence they have an obligation to observe the
highest dandards of customer care and efficiency while ensuring their own
commercid competitiveness.

Guidelines:
C. Information should be provided to depostors, customers, and the public to enable
them to adequately judge the drength and hedth of the bank and whether its

15 This section on Financial Institutions does not apply to Microfinance Institutions (MFIs) which are
covered in the section on NGOs.
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directors and managers are adequately safeguarding depositors  funds. (see
Disclosures below)

D. Fnancid inditutions should publish a Code of Best Practice for Customers (as
described below in 11.C.7) and a Code of Corporate Socid and Environmenta
Respongbility.

E. The sysem for handling complaints should be disclosed to cusomers and
potential customers.

1. Disclosures

Principle:

A. Financid inditutions must provide transparent, comprehensve disclosures to the
public, depositors, and shareholders.

Guiddines;

B. Disclosure information should be made avalable to shareholders, depostors, and
the public in a standardised format:

1
2.
3.

On the company’ s website
Digplayed at branches and the head office
Available to those who request upon payment of fee for posting.

C. Thefollowing disclosures should be provided by financid indtitutions:

1.

2.

8.

0.

Type of capitd and percent of capitd relative to credit exposures, as
per Basel Capitd Accord or guiddines from Bangladesh Bank.

Indtitutions  credit rating, if any. If there is no credit ratiing, an
explanation as to why the raing has not been completed should be
provided.

Exposure concentration redive to inditution’'s capitd, including
exposure to individua counterparties, groups of associated
counterparties, particular economic sectors, or industries.

Maturity grouping of assets and lidbilities based on the remaining
period, a the balance sheet date to the maturity date

Information on market risk (interest rate risk, exchange rae ris,
equity risk) usng the Basd Committee’'s market risk methodology or a
gmilar dternative.

Nature and extent of exposures to and transactions with related parties
and effiliates

Publication of a Code of Best Practice for Customers, describing the
savices and condderation customers should expect from the
inditution, as well as the responghilities of the customer. This code
should include lending guiddines and internd corporate policies.

Publication of a Code of Corporate Socid and Environmentd
Responghility.

Diclosure of the sysems for handling complaints, from both interna
and external parties.

10. Nature of any conflicts of interest with directors or senior managers

and the rules for handling such conflicts.

11 Board structure (size, membership, qudifications and committees)
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12. Senior  management  dructure  (responsbilities,  reporting  lines,
qudifications and experience)

13. Basic organisationd dructure (lines of business, legd entity structures,
etc.)

14. Information about the incentive dructure of the bank (remuneration
policies, executive compensation, bonuses, stock options)

[11.Board of Directors

Principles:

A. The function of the Board of Directors is to st policy and drategic direction for
the financid inditution. Committees and senior management should then carry
out these policies and monitor their implementation.

B. Directors must be fit, proper, and competent to carry out their duties.

C. Boads of Fls must have an Audit Committee, which oversees the interna and
external audit process.

Guidelines:

D. All bank directors should have essentid financid competency and recognised
professond or management experience in banking, finance, law, marketing,
operations, human resources management, or genera management.

E. Any directors appointed to the board for their nonfinancid specidist knowledge
should undergo intendve training in financid andydsfor non-financia directors.

F. Fls mugt have an Audit Committee of the Board, which oversees the interna and
externd audit process. The audit committee must include members with adequate
financid and banking experttise to cary out ther duties properly. The audit
committee will aso report to the Board of Directors on risk management unless
there is another committee that does so. The chairman of the audit committee
must be afinancid specidist and a non-executive director.

G. Boards of Fls should have an Asset-Liability Committee (ALCO) which examines
the overal postion and risk leve of the asset and ligbilities held by the FI.

H. Either the ALCO or an Executive Committee, including Chairman of the Board,
CEO and a least one nonexecutive director should meet a least monthly to
review:

1. Mgor loan gpprovas
2. Delt restructuring
3. Risk management

I. All boards should have a Company Secretary or Compliance Officer as the
adviser to the board and responsible to the board as awhole.

J. Board mestings must be fully and properly recorded in minutes so that decisons
taken can be adequately carried out. '

16 The Bangladesh Bank has issued a standard format that must be followed in recording the minutes of
board meetings.
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V. Credit Assessment and Asset Monitoring

Principles:

A.

B.

Good business practices with regard to credit assessment and asset monitoring
should be observed by Fls.
1. Borrowers should be required to have a busness plan and drategy for
use of funds borrowed.
2. The credit assessment and loan approva process should be isolated
from persond conflicts of interest and political influence.
3. Risk assessment for groups of companies should use a tota risk
assessment of the whole company.
Fls should use their podtion and influence as suppliers of financing to activey
encourage their customers to conform to the Code of Corporate Governance by
using the Code in credit decisons, since better corporate governance in borrowing
cusomers organisations will improve peformance and accountability, as well as
reduce risk.
Fls should consder the gpplication of advantageous banking facilities to ther
corporate customers who maintain high standards of corporate governance, risk
management, and business strategy and management.

Guidedlines:
D. Pesonnd assgned to Credit Risk Management functions should have training

E

prerequisites and ongoing requirements.
To avoid persond conflicts of interest and politica influence:
1. Employees and board members should not be involved in matters in
which they have a persond interest.
2. Methods of loan authorisation and lending limits should be dealy
speled out and complied with.
Large borrowers'” should be required to show compliance with the Code or
progress towards that end. Any credit rating agencies used by the FlI for assessng
creditworthiness will be required to use corporate governance as a mgor factor in
asessng risk.
Fls should require financid datements that comply fully with Bangladesh
Accounting Standards.

V. Debt Recovery

Principle:
There should be a separation of personnd and reporting responshility between loan
origination/ marketing, credit gpprova, transaction processing, and loan recovery.

17 A's per Bangladesh Bank’ s definition alarge borrower comprises at least 15% of total capital.
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V1. Risk Management

Principle:

A.

Corporate  Governance arangements in Fls should include sysems and
procedures that identify, monitor, and manage business risks.'®

Guiddlines;

B.

C.

VII.

Principle:

Fls should have an officer assigned to monitor and report on corporate governance
compliance. The Compliance officer should make regular reports to the board on the
adequacy of corporate governance arrangements.

Staff should be assgned responshility for risk management sysems, and training
should be provided to enable them to understand and manage risks.

Risk management should be pat of the responsbilities of dl senior management
and directors.  Training should be provided that will give senior management and
directors the background and knowledge to carry out this respongbility.

Management sysems which require regular reporting to senior management on
the nature and magnitude of risks to which the Fl is exposed, as well as the
provisons to mitigate and control those risks. This should include proof that risk
management systems are being properly and robustly gpplied. Reporting to the
board shoud include a report of the edimaes of dlowances for doubtful
accounts.

CEOg/MDs should dgn an atedtation that they are fully saisfied to the best of
thar ahility that the Fls materid risks® ae beng effectivdy identified,
monitored, and managed through operating sysems of risk management. The
attestations should appear in the Directors Report.  Regulators should hold
CEOSMDs responsible if the attestations are found to be mideading or false.

Cor porate Governance Compliance

18 Business risk includes market risk, foreign exchange risk, interest rate risk, duration risk, credit risk,
default risk, political risk, reputation risk, operational risk, event risk, etc.
19 Generally, any exposure greater than 1% of net worth or 10% of profits should be considered material.
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STATE-OWNED ENTERPRISES

State-owned enterprises (SOES)?° have an important role in the economy of Bangladesh.
For the overdl economy to improve and become more competitive, SOES must
rationdise and compete on an even playing fiedld with the private sector. Corporate
governance is necessary for the government to exercise its ownership of SOEs in a
trangparent and accountable manner.  Trangparency, disclosure, and accountability are of
primary importance in the public sector as the government, which serves as trustee,
represents and is accountable to millions of taxpayers and citizens for the appropriate and
efficient use of public assets. In a sense, SOES have the widest possible shareholder base
of any corporation in Bangladesh. The government, as the representative of these
shareholders, has the responghility to maximise the vdue and use of resources, while
enauring the highest levels of corporate socid and environmenta respongibility.

The proper assgnment of roles and respongbilities, for shareholders, government,
boards, and management, is the firs step in establishing a good corporate governance
system in SOEs in Bangladesh. In some cases the commercid interests of an SOE may
be different and separate from the interest of the government. It is for this reason that the
Code recommends a limitation on the ability of the shareholder (government) to
participate in day-to-day management decisons and an agreed Statement of Corporate
Intent that will be used to measure the performance of SOEs. Making SOEs accountable
to achieve peformance targets by implementing good corporate governance practices,
will start the process of improving profits and growth in the state-owned sector.

To endble a levd playing fidd between the sate-owned sector and the private sector,
laws and regulations must apply to both equdly. The same is true of corporate
governance  requirements. SOEs should follow dl the recommendations and
requirements lad down in other sections of the Code of Corporate Governance.
However, this section highlights some specific, additiond provisions for SOEs, given the
current state of corporate governance.

I. Application of the Code of Corporate Gover nance

Principle:

All the provisonsincluded in previous sections of the Code of Corporate Governance
must be equally applied to SOEs. The provisons for Financid Ingtitutions should dso be
gpplied to Nationalised Commercia Banks.

II. Legal mandate and Monitoring

Principle:

The rdevant laws and supervison applying to dl commercid enterprises owned or
underteken by the government and their directors should be clearly stated. Preferably, all
government  entities engaged in commercid activities should be governed by the

20 For purposes of the Code, an SOE refers to any entity owned wholly or partly by the government
engaged in commercial activities (i.e. the trade of services or products for payment) whether under a sector
corporation, regulatory agency, or other branch of government.
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Companies Act. It should be dearly stated which agency or ministry is the shareholder
of the SOE and, if different, which is respongble for monitoring, supervison, and
evauation of the SOE. It is emphasised that the true owners of SOES are the citizens of
Bangladesh, whose shares are held and managed by the government on their behdf.

[11. Statement of Corporate I ntent

Principles:

A. A Statement of Corporate Intent (SCI) should be negotiated annualy and agreed
upon by the directors, reevant government entity, and dl shareholders. The
Statement should establish specific operationd gods and performance targets.
Any socid, policy, or norteconomic arangements should be detaled in the
Statement. A Mission Statement should be part of the SCI.

B. The board must teke responshility and be evauated on the progress made
towards achieving the misson of the organisation

Guidelines:

C. The Misson Statement or SCI should cover long-term gods and provide the
framework for subordinate performance contracts between the Board of Directors
and the Board and the CEO/MD. The statement should be set for a particular
period, a least three years but not to exceed five years, and must be evauated
annudly.

D. Specific operationa gods of an SOE should encompass amission to operae:

1. as a profitably and efficiently as a comparable busness that the
Government does not own;

2. to the highest standards as a good employer of its own gaff; as a good
customer for externd products and services, and as a good supplier to
its customers,

3. & an organisation which demondrates the highet dandards of
Corporate Socia And Environmental Responsibility.

E. The Statement of Corporate Intent could be smilar to or adapted from the System
for Autonomous Bodies, Reporting and Evduatiion (SABRE) sysem in effect in
public enterprises at present.

V. Board of Directors

Principles:

A. The primary role of the board is the governance of the company/enterprise. The
board exercises stewardship on behdf of the shareholder to ensure the ongoing
hedlth and financid viability of the company.

B. The SOE mus date where the director’s prime duty lies, in most cases that will
be to the shareholders of the enterprises. Members of the board must keep
confidentid al confidentid metters of the SOE

C. Due to the complex nature of the relationship between SOEs and the government,
shareholders  ability to participate in decisons and issue directions to the board
and management should be confined to policy matters cdearly defined in the
Corporate Performance Contract and should be excluded from operationa meatters
and day-to-day management. However, the board shoud regulaly and fully
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report to the shareholders on results, drategic plans, and materid information as
per an agreed upon schedule.

D. All provisons of the Code of Corporate Governance on Board Issues equadly
apply to the boards of SOEs. In particular, the board should evauate its own
performance, both collectivdly and individudly including the performance of the
chairman, to ensure its operating effectively.

E. The authority that appoints directors of SOEs, whether it be the government or the
current board, must appoint directors with sufficient experience, integrity and
independence to carry out their duties. The appointment process should be
transparent and gppointments should be made on merit, not due to politica
consderations.

Guidelines:

F. All SOE directors should have dgnificant professond or management experience
aea in banking, finance, law, marketing, operations, human resources
management, or generd management. Such experience should have been gained
from an organisstion with a commercid focus. Directors may aso be chosen
based on ther expertise and experience in other rdlaed fidds including: science,
technology, hedlth, agriculture, socid policy or community organisations.

G. In addition to the duties enumerated for dl directors in other parts of this Code,
SOE directors dso have the duty to negotiate the SCI with the shareholders,
developing the business plan so that it will recelve shareholder support and hold
management responsible for meeting the performance messuresmilestones in the
SCI and business plan.

V. Board and Management

Principles:

A. The board should set the role, duties, and respongbility of the Managing Director/
CEO and the MD/CEO should be accountable to the Board of Directors only, not
to politicians or other government officids. The gppointment of the CEO should
also be done by the board

B. All operaiona decisons®® should be the mandate of the management and Board
of Directors.

V1. Reporting

Principle:

A. SOEs should comply with dl the internd control, auditing, finacid and non
financid reporting and disclosure recommendations in the Code. The board
should submit audited financid Statements and auditor's report and commentary
on performance againgt SCI targets.

Guiddines:;

21 Operating decisions include product manufacture, product pricing, suppliers, and other contractors.
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B. Annud reports, including Audit Report and Directors Report, should be made
publicly avallable on atimely basis.

C. The boad should submit the following information to the shareholders for
discusson before placing the same in parliament.  This should be done before the
beginning of the financid year:

1.

The Statement of Corporate Intent (public document)

2. A Business Plan (not public document)
3. Semeder presentation by the shareholding entity to parliament on the
progress against SCI
4. The above issues should adso be addressed during the AGM of the
SOE
VIl.  Remuneration

Principles:

A. Remunerdtion for directors should be in accordance with the conditution of the
SOE and subject to gpproval by the shareholders.

B. The pay dructure of SOEs should be independent of the government pay
dructures, S0 asto better compete for skilled workers with the private sector.
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EXHORTATIONSTO OTHER ENTITIES
|. Responsibilities of Shareholders

Shareholders play an important role in the governing of any corporation. Shareholders
should take serioudy their responshilities. Shareholders should learn and exercise their
shareholding and voting rights in an gppropriate and relevant manner. This includes the
behaviour of shareholders and shareholder representatives at Annua Generd Meetings.
Shareholders should dso be mindful of the legd rights and duties of directors and
managing directors.

II. Responsibilities of Institutional Shareholders

Indtitutiond shareholders are parties that control shares for the benefit of others,
induding mutud funds, penson funds, other companies, and vaious government entities.
Ingtitutional  shareholders have a unique and important role to play in ensuring good
corporate governance and have an important respongbility to fiduciaries, the company,
and other shareholders.

Indtitutiondl shareholders can be a powerful force for reform in company practices. In
many developed and emeging makets they play an important role in improving
corporate governance.  Inditutional investors have the key ingredients to motivate
companies to change prectices. they should have daff qudified to evaduae financid
datements, business drategy, and company performance; they control large amounts of
capitd that must be invested; they serve as a leading indicator to other investors, and they
control blocks of shares which force companies to take notice of their concerns.

However, for inditutiond investors to become a powerful motivating force for change,
they mugt take serioudy their responghility to achieve reaults for therr beneficiaries and
must exercise their shareholder rights in a responsible manner.  For this reason, the Code
emphasises therole of indtitutiona shareholders.

Indtitutional  shareholders should vote their proxies in kesping with ther fiduciary duty,
making voting decisons based on the best interests of their beneficiaries. Reports should
be provided to shareholders, investors, and members as to the votes exercised on ther
behalf. Records of votes and the andyss completed to determine the voting pogtion
should be maintained.

Ingtitutional shareholders should:

1. Demand high standards of corporaie governance from companies in
which they inves.

2. Take an active role in evduating and improving director decisons,
company performance, risk management, busness drategy, and
corporate governance procedures. For example, they may require
companies in which they invest to introduce independent board and
director gppraisal systems.
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3. Ensure that companies in which they invest ae committed to
Corporate Socid Responghility; sendtive to labour rights do not
violate the principles of ethicad business, and produce, supply and
extend qudity products and services.

4. Recognise the importance of a long term commitment to the
companies in which they invest, and the consequences of withdrawing
invesments.

To begin to st their own standard for investment policy and corporate governance,
inditutional  shareholders  should publish the corporate governance principles and
practices, which they expect from the companies in which they invest, and dso their own
investment principles and practices which they intend to follow.?

I1l. Responsibilities of External Auditors

Externd auditors should exercise their duties with independence and due attention to
their professona and statutory requirements. The Ingtitute of Chartered Accountants of
Bangladesh should gtriveto fully discharge its duty to educate auditors and uphold
gtatutory and professiona standards.

22 For more guidelines on the responsibilities of institutional shareholders, please refer to the Myners
Report to the UK Treasury which specifically addresses types of institutional shareholders and establishes
investment principles. It can be accessed at www.hmtreasury.gov.uk (Financial Services, then Securities
and Investments).
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BASIC CHECKLIST FOR | MPLEMENTATION OF THE CODE OF CORPORATE GOVERNANCE

Bdow is a gmplified summary of gspecific recommendetions for implementation of the
Code of Corporate Governance. The basic checklist below is drawn from the Code but is
not an exhaudtive list of steps that could be taken to improve corporate governance.

|. Board of Directors

1.

2.
3.

Develop aDirector Job Description including roles, rights, respongibilities, and
required qualifications.

Develop and agree to a Board Code of Conduct.

Create Committees of the Board of Directors as appropriate.

Initiate a board performance review process. If areview has not previoudy
evaluated the size of the board, director re-eection policy and term limits, such
items should be included in the review.

Cregte and affirm a Statement of Going Concern and Compliance Certificate.
Develop aBoard Charter, which establishes the roles, responsbilities, and
specific annual objectives of the board. From the Board Charter, a board work
plan can be developed.

Deveop a programme of training of individud directors and the board as awhole.
Particular focus should be given to new directors.

Based on the above, make appropriate changes to the Memorandum and Articles
of Associdion.

II. Employees

1.
2.

3.

Deveop an Employee Code of Conduct.

The Code of Conduct should be incorporated into employment contracts and be a
requirement of employment.

An enforcement programme should identify and punish violations of the Code of
Conduct.

[11.Shareholders

Create and distribute a Shareholders’ Handbook.

Examine procedures for AGM notice, setting the AGM agenda, voting practices,
and recording the results of the AGM.

Review procedures for nomination of directors and nomingtion of the externd
auditors to ensure adequate and appropriate opportunities for shareholder

participation.

IV. Disclosures and Reporting

1.

2.

Make appropriate changes in auditor gppointment guidelines to indtitute arotation
of audit firms or partners.

Expand the annud report to include disclosures as provided in the Sample
Contents of an Annua Report (Appendix).
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V. Financial Ingtitutions

Develop and publish a Code of Best Practice for Customers.

Deveop and publish a Code of Corporate Socia and Environmental
Responghility.

Expand disclosuresin the Annua Report and other public documents to comply
with the Code of Corporate Governance.

Initiate a risk management review, if such areview isnot dready practiced.
Review credit assessment process to incorporate corporate governance into credit
decisons.

Develop and affirm an attestation from the CEO/MD that materid risks are being
effectively identified, monitored, and managed.

Deveop and assign personnel to a Corporate Governance Compliance
programme.

V1. State Owned Enterprises

1.
2.

VII.

N e

Define shareholder(s) and monitoring agency.

Develop a Statement of Corporate Intent and negotiate and agree such statement
with the responsible monitoring agency. Develop a process for reporting and
performance appraisa based on the Statement of Corporate Intent.

Develop statement of director’s duties and respongbilities.

Review internd control systems, auditing, and reporting and disclosure practices
for compliance with the Code of Corporate Governance.

Ingtitutional I nvestors

Develop and publish investment principles and practices.

Develop voting guiddines and procedures. Establish a record-keeping system for
proxy vating performance monitoring.

Develop guiddines for taking an active role in corporate governance of
companies in which investments are made.

Publish corporate governance principles and practices which are expected from
companies in which investments are made.
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NGO GOVERNANCE PRINCIPLES

Preamble

Why NGO Governance Principles?

Since 1860 the date has atempted to regulate NGOs with the most significant step
resulting in the creation of the NGO Affairs Bureau and the appointment of the Advisor
for NGO Affars with Minigerid datus. The State and its various agencies have from
time to time introduced rules and regulations that have largely been ignored by NGOs
due to their complexity and lack of capacity to enforce. However, in the wake of
corporate scandds nationdly and internaiondly experts have been quick to point out that
responsble governance is unavoidable in the hedth of any organisstion. By being
involved in a sysem of checks and badances with management, boards can protect
dakeholders investments and interests by ensuring that sound decisons are made that
advance the primary objectives of the organisation in an accountable and legdly
responsible manner.

Clearly, in both the public and the private sectors, good governance is consdered a norm
for a responsble and accountable organisation. Unfortunately emphasis has not been
made on the governance of NGOs to ensure a vibrant and accountable sector. Although
the Boards of NGOs are by law vested with the same responshility of overseeing the
organisation’s performance as the boards of any corporate organisation, most NGO
boards fal short of this duty in severd ways. Moreover, there is a lack of sufficient
acknowledgement that the principles of good governance apply to NGOs and that the
sector should perhaps be subjected to higher standards of governance if their clam to
being the bedrock of transparent and accountable civil society is to be upheld.

The NGO sector in Bangladesh mainly evolved as societies or groups of philanthropic
individuas who were ready to work on projects to meet specific public needs, within a
specific time frame, to bridge the gap on public services and in due course handover to
the government. However, due to lack of capacity wthin the public sector to adopt and
replicate these programmes, the NGOs have ended up running the same for severd years,
leading to a continuation of most sarvices and eventudly to the inditutiondisation of this
sector.  Consequently, this raises the need for drengthening the Governance of these
inditutions.

There is no doubt that prevention and proactive gpproaches to organisational probity is
more favourable than deding with collgpse of NGOs due to the absence of good
governance sysems.  Providing Governance principles for this sector is therefore
essential as a means of reducing the potentid risk of poor governance within the NGO
sector that includes inefficient, ingppropriate or improper use of funds. The development
of NGO Governance principles will not only help raise the performance standards of the
NGO sector but aso increase accountability and act as tool for detecting and preventing
loopholes and flaws in the current regulations.  This in turn will promote the evolution of
inditutions cgpable of sudaining peformance whils mantaning greater accountability
and trangparency based on stronger ethical foundations.
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Introduction

Good governance is essentid for al successful organisations.  The principles of good
governance - stewardship, trangparency, accountability and internd controls - are not just
optiond extras. They ae the fundamentd foundaions on which effective organisations
are built. In the public sector, governance is as important, or even more important, than
in the private sector. NGOs as civil society organisations should therefore represent the
views of the civil society in thar sarvices and provide public disclosures of ther
organizationd misson, management, financing, programs and impact.  Governance
processes and arrangements are therefore essentid to ensure that NGOs live up to their
name®® The term Governance from the NGO perspective assumes that NGOs participate
in the definition, protection and promotion of public interest.

The Core objective of these Governance Principles is to provide a sructure through
which the mission and objectives of the organistion are set and performance monitoring
is carried out. These Governance Principles dso am to provide incentives for the Board
and Management of an NGO to pursue the misson of the organisation in the interests of
the organistion and its sakeholders while fadilitating effective monitoring and efficient
use of resources, thereby promoting ingitutions that are well-governed and capable of
sustained performance.

The Principles contained in this document build upon experiences from nationd
initiatives, regulations and international best practices embodied in the OECD Principles
and Commonwedth Guiddines. The preparation of this work was consdered under the
direction and consultation with professona working group members, the Taskforce on
Corporate Governance, INGOs, NGOs, donors, and other regulatory authorities and
practitioners within the sector. These governance principles dso benefited from broad
exposure and input from the various sectors represented in the Taskforce.

It is the expectaion that these Governance Principles will guide NGO practitioners, the
donors and other stakeholders in the sector towards improved governance structure and
serve as a model of proper corporate governance structure. The Taskforce, therefore, has
endeavoured focus on the practical use of the principles. While internationad governing
principles and sandards served as guiddines, the unique managerid circumstances faced
by Bangladeshi NGOs has been taken into account. The Governance Principles respect
the demands of the present laws and ordinances while smultaneoudy providing a
direction for exemplay corporate governance systems to promote organisatiord
accountability and effectiveness from a future-oriented perspective.  The focus of the
Governance Principles is on the NGO sector as a whole, but a section of the Governance
Principles has been dedicated to specificaly address the additiond issues that should be
considered by NGO-MFIsto achieve good governance.

The extent to which an NGO integrates the principles of good governance is increasingly
becoming an important factor for stakeholders and funders decisons. Bangladesh has

23 Reworded from: Governanceiin the Public Sector—An ECSAFA Perspective, ECSAFA, June 2002
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the largest number of internationd NGOs (INGOs) and donor agencies worldwide and
hence the internationd flow of funding and human resources in the sector. The demand
for corporate governance worldwide both in the private and in the public sector is
therefore becoming an essentid factor to enadble countries to fully benefit in the globd
economic system. Inditutions that adherence to these set of principles will reinforce the
confidence of investors and donors in the sector and maximise stakeholder/beneficiary
vaue.

Objective

The main purpose of the NGO Governance Principles is to maximize corporate vaue by
enhancing the trangparency and efficency to promote sudtainable inditutions for the
future. The Governance Principles dso am a promoting and gaining stakeholder trust in
the sector by promoting transparency in the overal operations and management of
NGOs. Based on such transparency and rdiable management, the Principles highlight the
establishment of managerid systems that promotes creative and progressive enterprises in
the NGO sector.

These Governance Principles recognize the diverse stakeholders within the NGO sector
and how the NGOs can mediate ther interest through a rationd and fair means to achieve
stakeholder and socid representation to strengthen their vighility.

The Principles am to promote ingitutions that exhibit a sense of socid responshility
with a drict sense of mordity. Sudanable civil society organizations can evolve from
“founder- driven” organizations by defining the role of the board, professona managers
and gtaff and ensuring financid sustainability and autonomy.

In effect, the NGO Governance Principles seek to promote the following:

1. Devdopment of viddle internd governance for organizationd effectiveness,
beyond financia and managerid accountability;

Structures and processes to define organizational misson/gods;

Structure and effectiveness of organizationa management and programs,

Ensuring financid sustainability and gppropriate use of funds;

Compliance with legd and adminidrative regulaions;

Public disclosure of organizationd misson management, financing, programs,
and impact.

OUAWDN

The content of these Governance Principles are evolutionary in nature and should be
reviewed in light with Sgnificant changes in cdrcumstances To reman competitive in a
changing world, NGOs mugt innovate and adapt their governance practice so that they
can megt new demands and grasp new opportunities.  Similarly, the Governance
Principles will take into condderdtion any review in the government regulations in the
sector while providing sufficient flexibility to dlow ingditutions to function effectively

Contentsand Structure of the Governance Principles

The following document is divided into three sections. The Principles presented in the
Section One of the document cover seven aress. (1) Misson and Vision (2) The Board
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(3) The Role of Stakeholders, (4) Human Resources (5) Conflict of Interest (6) Financid
and Non-Financid Disclosures (7) Fundraisng Policy. Each of the sections is headed by
a dngle Principle and is followed by a number of supporting guiddines  Section Two of
this document contains the specific additiond MFI-NGO guiddlines and covers the
following aeas (A) Boad, (B) Communication, (C) Fnancid Disclosure, and (D)
Auditors. Section Three of this document contains, sample Terms of References, conflict
of interest policy and commentary and annotations on the Principles and is intended to
help readers understand the rationde to gpply the Principles.
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NGO Governance Principles

Underlying the Governance principle is a set of vaues, which have been identified as
being of core importance to any NGO saving the community. These include
professonalism, accountability, integrity and responghility.

SECTION ONE

l. Mission and Vision
Principle:

A. NGOs ae edablished for a socid misson, which is to be achieved through
gpecific programmes and services. The misson datement therefore acts as a
guiddine for achieving this socid misson. The NGO shdl dealy aticulate ther
mission, programmes and services in a manner that enables them to operae
efficiently and effectively towards achieving that socid misson.

Guiddines:

B. The Board shdl define and gpprove the misson of the NGO and have it dealy
documented and communi cated.

C. The misson datement shdl be reviewed periodicdly to ensure reevance to
changing environment and needs.

D. The Board shal prepare a Statement of Vaues to guide the operations and culture
of the NGO.

E. The Board shdl approve a drategic plan for the NGO (such as annua work plan,
3 or 5 year plan etc) to ensure that its operations and programmes are directed
towards achieving the stated mission.

F. The Board shdl ensure that resources of the NGO are utilised for the operations
and programmes according to the dated misson, and that such resources are
effectivdly and efficiently managed; the Board will further seek to ensure that the
NGO has sufficient resources to fulfil its misson to a satisfactory degree.

G. The Board shdl ensure the NGO has an evduation system that can measure the
effectiveness and efficiency of programmes and their outcomes in line with the
NGO's misson and objectives, and ensure that the NGO's misson and objectives
are appropriate for the current priority needs of society and the NGO's intended
beneficiaries.

Il.  Board®* Composition and Structure

Principles:

A. An effective board of directors, properly condituted, with a mix of proficient
directors providing a full range of appropriate knowledge and ills is the linchpin
of good governance. Boads ae regponsble for supervisng manegerid
performance in meeting the gated Mission and Vison of the NGOs, compliance

24 The term "board" as used in this document does not espouse any particular board structure and is meant
to embrace the different models of board structures found in the NGO sector.
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with gpplicable laws and regulations, and protection of <takeholder rights in
particular the needs of society and the beneficiaries.

B. Boad shdl have term limits for service to alow for periodic board rguvenation
and successon.  Term limit is an effective mechanism to ensure regular renewd
with new Board membersjoining.

C. Boad members will serve for as long as they are of sound mind and able to
contribute to the mission of the NGO.

D. Ovelage boards can be unwiddy and ineffectud, boards that are too smdl run
the risk of exclusvity and dagnation. The board should therefore am for the
kind of member diversty that feeds lively debate and responsible decison
making, yet a Sze tha dlows members to paticipate fully in discussons and
reach atrue consensus.

Guidelines:
E. Board Structure

1. The board should be composed of a mix of qualified individuds of
integrity who will together provide a diversty of experience
knowledge and sKills for the advantage of the NGO. At a minimum,
qualified means a good working knowledge in the aess of
development activities of the NGO, or gpeciaised professond
subjects such as finance, or al of these.

2. The Board of Directors of each NGO will prepare a Board Charter
covering the dructure, term and age limits of directors, board sze,
operations, appointments, committees, roles and issues of the board.

3. Each board member should be able to devote sufficient time to hisher
duties and respongibilities

4. Boards should be composed of a substantid number of independent
directors.  Independent here meaning, members who are not closdy
related nor directly employed by the NGO or to the members of the
executive management, or former daff of the NGO, or present or
former daff of organisstions which are cdosdy functiondly linked to
the NGO as suppliers, financiers or beneficiaries.

5. The Board of an NGO is lable to disclose to stakeholders, how many
family members are dtting on the Board, key podtions hed and any
other such potentid conflicting interests in the organisation.

6. The Char and CEO (or by any other name the head of management is
known) posts should be separated to ensure that no one person or a
block of persons has unfettered power and that there is an appropriate
baance of power and authority on the board and within the
organisation.

F. Temlimits

1. The Boad members should retire in rotation (i.e. one-third of the
Boad retire a every AGM). Members should have a term limit of not
more than 2 (two) consecutive terms.

2. The Chair of the Board can be appointed for two consecutive terms to
enable drategic continuity.
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3. Retired members are subject to re-dection after a ‘breathing period’ of
not less than 3 (three) years before standing for re-election to the
Board.
G. The Board should congst of not less than 7 members and not more than 11
members.®

[Il.  Board Operations

Principles:

A. The Board should ensure a thorough and effective process in board appointment
that provides a mix of proficient directors, each of whom is able to add vaue and
to bring independent judgement to bear on the decisionmaking process.

B. The need to act on a “fully informed” bass demands a base level of experience
and competence on the Board members part in order to carry out the duty of skill
and care. The Board members need to be knowledgeable in the relevant areas of
the NGOs sarvices to enable informed and ddiberative decison-making and an
ability to undersand and execute the specific responshbilities imposed on the
board. To be fully informed, the Board must be aware of what it needs to know
and must ether have, or be able to acquire, this knowledge through appropriate
orientation and training of the Board members.

C. The Boad should ensure the organisation's effective operation and use of
resources by monitoring and evauating the performances of the CEO/MD and the
organisation as whole agang set targets.  Besdes monitoring the Management
and organisgtional peformances, the board should provide guiddines for
measuring its own effectiveness againg its organisation's misson and drategy.

D. All Boad officids shdl have clear written job descriptions and contracts of
gopointments which should be reviewed every year to ensure they ill articulate
the need of the NGO and its beneficiaries and the roles members are playing as
Board members. (Sample job description annexed in Section three)

Guidelines:
E. Sdection and Appointment

1. The Generd Body of the NGO will gppoint members by dection or as
per the congdtitution/bylaws. The compostion of the board should be
plaoned by the whole Board with draegic consderation and
objectives of the NGO in mind.

2. Board sdection and gppointment should be done through a transparent
process preferably through a board nominaion sub-committee, and
gppointments by eection at a properly constituted AGM or EGM.

3. The board shdl draw up a retirement rotation in order to avoid, as far
a posshle a dtuaion in which many regppointments occur
smultaneoudy. The retirement rotation shdl be made genedly
avalable and shdl, in any event, be put on the NGO's webste and
public documents.

%5 societies Registration Act No. XX | of 1860 requires a minimum of 7 persons
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F. Orientation and Training

1. All members on teking office shdl receive orientation on the operation
of the organisation and training on ther fiducary roles, responghilities
and ligbilities as board members.

2. The Board should possess the core competencies necessary for
effective governance. Board members should work to achieve these
competencies through relevant Board training and development.

3. Board development sessons should be conducted at least once a year
with a certificate awarded to show participation.

G. Medtings

1. The Boad shdl meet a least once in every 3 months. The NGO's
conditution or rules shdl dae the quorum required for a meeting,
which shdl be a lesst 50% of the Board, and should include
proportional representation of the totd number of members (if
applicable).

2. The Chair is respongble for convening meetings a a time and place,
which fadlitates the participaion of dl boad members with
arrangements by the Secretary.

3. Board papers shdl be circulated so that al board members receive
them a least one week before the meeting. Board meetings
proceedings and decisons shal be minuted and circulated to the whole
Board as soon as practicable, and not more than one month after the
mesting. It is the respongbility of the Char to sat the agenda and
arrange the preparations and digtribution of the board papers with the
Board secretary.

4. Boad members shdl make every effort to attend al board meetings
with a minimum attendance rate of not less than 75% during ther
tenure and shdl not absent themsdves without good reasons. The
attendance rates of dl individua board members shal be published in
the annua report.

H. Annud Evauaion

1. To maximise efficiency and effectiveness of the board's works, each
individua director's performance should be monitored and appraised
on an annuad bass and traning opportunities and agppropriate
development undertaken.

2. The board should evduate the performance of the CEO/MD, on an
annual basis. In practice this can be done by the board as a whole or by
a committee formed to specificaly conduct CEO/MD evauation with
the Board Chair taking alead role in the process.

|. The Board shdl have the following committees for more detailed consderation
and from which it will receive recommendations to discharge its duties. The
Board however cannot delegate its respongbility to sub-committees:

1. A Finance and Audit Committee must be mandatory. A sample Terms
of referenceisincluded in Section Three,

2. A Programme Committee is recommended.

3. A Nomination and Human Resources Committee is recommended.
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V. Roles of theBoard

Principle:

A. The Boad's role is to provide entrepreneurid leadership to the NGO within a
framework of prudent and effective controls that enables risk to be assessed and
managed. The board should set the NGO's drategic ams, ensure that the
necessary financid and human resources are in place for the NGO to meet its
objectives and review management peformance. The board should set the
NGO's values and standards and ensure that its obligations to al stakeholders and
beneficiaries are understood and met. The Board shdl discuss, in any event a
least once a year, the corporate Strategy the risks and the impact of the NGOs
programme, and the result of the assessment by the board of the structure and
operation of the interna risk management and control systems, as wdl as any
sgnificant changes affecting the same. Thee discussons shdl be referred in the
Annua Board Reports.

Guidelines:
B. It is the respongbility of the Board to determine and guard the purpose of the
organization by:

1. Seting guideines for management and review the drategy of the
organization, prepared by management

2. Mantaning awareness of government, donor policies and other
externd factors affecting the work of the NGO.

3. ldettifying legd obligations rdevant to the NGO and ensuring
compliance

4. Deveoping protocolsin line with the misson and vison of the NGO

5. Ensuring the NGO is deding with the current priority needs of society
and the intended beneficiaries

6. Edtablishing codes of conduct for the board and staff

7. Edablishing principles and policies for running the organisation
effectively

8. Deding with conflict and ensure an effective conflict of interest policy

9. Protecting againgt bad publicity by acting as good ambassadors for the
cause of the NGO.

C. It is the respongbility of the Board to ensure the ability of the organision to
operate.

1. Recruit boad and CEO/MD and review gppointment, remova and
remuneration of Senior Management

2. Build relationships/commitment with donors and other stakeholders

3. Induct new board members

4. Ensure the integrity of financid information, financid control and that
the systems of risk management are robust and defensible

5. Provide Leadership for the organisation

6. Fadlitate activitiesin line with the Misson.

7. Ensure avalability and proper management of resources
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D. Itistheresponghility of the Board to monitor the activity of the organization

V.

1. Settargets and monitor progress againg targets
2. ldentify long term gods in tems of development outcomes and
evauate effectiveness of NGO in achieving these god's

3. Appraise budgets

4. Review and evduate CEO/MD activity

5. Review management

6. Appraseills

7. Review and evauate itsdlf

8. Ensure management and Board succession planning

Other Board I ssues

Principles:

A.

B.

The three universal requirements for a good NGO board member are
commitment, undergtanding and time. Any two without the third is insufficient.

Board members of the NGOs are volunteers and therefore not entitled to any form
of compensation besdes reimbursements to cover reasonable transport cost and
other out-of- pocket costs actudly incurred in their service as board members on
behdf of the NGO.

Guiddines;

C.

D.

VI.

Board members should not St on the boards of more than 3 NGOs & the same
time.

Board members who are totaly committed to serving on the Board of NGOs (full
time professond Boad members) and are not involved in any other form of
employment may St on the Board of not more than 5 other NGOs.

General Body

Principle:

A.

The function of the Genera Body (GB) is to supervise the board and the generd
affairs of the NGO and its business. In discharging its function, the GB shdl be
guided by the Mission and interests of the NGO and its business, and shdl take
into account the relevant interests of the NGO's stakeholders. The GB is
respongble for the qudity of the overdl organisationd performance.

Guiddines;

B.

The divison of duties within the Generd Body and the procedure of the Generd
Body and its char shdl be lad down in the organisation's conditution. The
Gengrd Body shdl indude in the conditution a passage deding with its rdaions
with the board, and the genera meeting of members. The NGO's condtitution
shdl, in any event, be put on the NGO's webdte (if any) dong with other public
documents.

C. The following information about each Generd Body and Board member shdl, in

any event, be published on the NGO's website and Annua Report:
1. gender
2. age
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VII.

profession

principa postion

netionaity

other important postions, in o far as this informeation is relevant to the

performance of the duties of the Generd Body/ Board member

7. dateof initid gppointment
8. the current term of office.

D. The Generd Body d<hdl arange for the recept, recording and handling of
complaints received by the NGO in respect of the financid reporting, the internd
rsk management and control sysems and the audit. Internd ‘whistleblowers
shdl have the opportunity, without jeopardising their legd postion, to report on
irregularities in the above-mentioned matters and to report complaints about
members of the board to the chairman of the Generd Body.

E. The Generd Body shdl meet in accordance with a fixed schedule and members
who are frequently absent shall be asked to explain their nonattendance.

F. The generd duties of the Generd Body may be deemed to include supervison of
thefallowing:

1. achievement of the NGO’ s objectives

2. corporate drategy and the risks inherent to the business activities of
the NGO

3. the gructure and operation of the interna risk management and control
systems

4. thefinancid reporting process

5. obsarvance of the legidation and regulations.

G. The Generd Body shdl discuss, at least once a year, both its own functioning and
that of the individud members and the desred profile, compostion and
competence of the Board.

H. The Generd Body shdl dso discuss, a least once a year, both the functioning of
the board as an organ of the NGO and the peformance of the individua
members, and the conclusons of these evauations These discussons and
evaduations shdl be referred in the annud report.

I. The Generd Body shdl be a liberty to delegate with authority to the Board any
of the above functions except those specific to its supervisory role and monitor
the same at least once a year. All such duties so delegated shoud be referred to in
the GB’ s report.

o0 how

Stakeholder Representation

Principle:

A. NGOs are formed with the mission to provide important services to ther clients
and to the community. They shdl be able to communicate on maiters relaing to
its misson, programmes or activities to the public and stakeholders and respond
reedily to requests for such information. NGOs shdl ensure a means of
stakeholder representation to ensure that the organisation’s policies address the
need of these stakeholders and of the community they are formed to serve
Beneficiary representation should be adopted in a manner that would not reduce

Code of Corporate Governance for Bangladesh 54



the process to tokenism or lead to the risk of running the organisation by
beneficiary referendum.

Guidelines:
B. Beneficiary representation

1. The organisaiion shdl have frequent communications with dients
annudly through mechanisms such as client group workshops to
ensure client views are represented in the Strategy.

2. Communicaions from any such client group shdl be printed and
incorporated into the programme to ensure the programmes offered are
need- based.

3. The NGO ghdl disclose the following in its Annud report to ensure
that the organisation is wel informed about its achievements the
relevance of its programmes and outreach to the community:

a The number of dients the organisation is reaching including the
indirect clients such as members and numbers of families covered.
b. The numbers of employees within the organisation.
c. How beneficiary views are represented in the programme and the
methods used by the NGO to ensure representation.
C. Donor representation

1. As one of the key dakeholders, the NGOs shdl integrate donor
policies into their programmes in order to meet the required standards
agreed upon for funding.

2. NGOs will endeavour to keep the donors informed of the progress and
changes in the programme by inviting them to atend key meetings
such as the AGM and workshops.

D. The NGO, as arepresentative of society’s views and needs, should ensure that:

1. They are accessible to the generd public and carry out their services in
atransparent manner.

2. They should circulae ther Annua Reports in Bangla and English to
relevant facilities, such as public libraries, etc.

3. They frequently review their misson Statement and ther services to
ensure that they are dill consgstent with the needs of the communities
they represent.

VIII. Human Resources

Principle:
A. Human resources are one of the most important resources of NGOs. NGOs have a
pool of both pad daff and volunteers to run its operations and programmes.
NGOs shal have human resource policies to address both these groups.

Guidédlines:
B. There shdl be clear written human resource policies gpproved by the Board for
both pad daff and volunteers.  Such policies shdl cover aeas including
recruitment, remuneration,  benefits, training, development, performance

Code of Corporate Governance for Bangladesh 55



gopraisd, disciplinary actions etc. in accordance with the Employment law and
gpplicable laws of Bangladesh.

C. The human resource policies shdl am to aitract the right saff and volunteers with
the gppropriate type and level of qualification and experience.

D. The Board shdl ensure a far and transparent performance review and appraisa
system for staff and volunteers where appropriate.

E. The Board shdl ensure a system and process b identify training needs of gaff and
volunteers to equip them with the necessxry <kills to peform ther jobs
effectively.

F. The Board shdl ensure a system to address grievances and resolve conflicts for
daff and volunteers.

G. The Board shdl ensure an appropriate and effective channd of communication
for staff and volunteers for feedback and exchange of information.

H. For NGOs that engage volunteers and gtaff for work involving children and other
vulnerable groups (eg. the intdlectudly disabled, abuse victims, fral ddely and
dedtitute), there shal be policies and procedures for the screening of volunteers
and gaff and there shdl be proper supervison and training for them.

IX.  Conflict of Interest
Principle

A. The NGO Board, staff and volunteers serving the NGO shdl act in the best interest

of the NGO and its Beneficiaries with full due regard to the overriding interests of
the society as a whole.  There should be no vested or persona interest or interest
of third parties. Clear policies and procedures shal be set and measures taken to
prevent actud, potentid or perceived conflict of interest that could affect the
integrity, farness and accountability of the NGO. (Sample conflict of interest
policy in Section Three))

Guiddines:;

B.

C.

D.

E

The Board shdl edtablish clear written policies on measures to avoid conflict of
interest in areas where such conflict may arise.
To uphold the Board's independence, integrity and objectivity, the Board should
not be comprised of immediate family members of the executive team, founders,
donors or main beneficiaries.
In any event, no Board members holding key postions within the Board and the
organisation shal be family members related by blood/ marriage or adoption
Examples of areas where conflict must be disclosed are, but are not limited to:
1. Current, past or potentid contracts with vendors
2. Veded interest in other organisations that have dedlings or relationship
with the NGO
3. Joint Ventures
4. Recruitment of gaff or board member with close relaionship
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X. Financial and Non Financial Disclosures

Principle:

A. NGOs being voluntary organisations, providing services for the good of the public
and having donated funds as their mgor source of income for their operations,
dhdl have sound financdd management and compliance with applicable laws to
ensure accountable, transparent and legitimate use of ther resources. The NGOs
shal demondrate their openness to the public by providing their key stakeholders
and the public with information about ther misson, programme, activities and
finances.

Guiddines:
The Board will ensure high standards of financid and non-financid disclosures covering
the following:

B. Audit of Financia Accounts and operations conditions of the NGO

1. NGOs with a budget exceeding Tk 1,000,000 shdl gppoint an Interna
Auditor.

2. The Boad dhdl ensure an annud audit of financid accounts by an
gpproved Externd Auditor.

3. The Boad shdl ensure internd control systems with documented
procedures.

C. Ovedl percentage of Adminigtrative cost againg actua organisation’s
funds/budget

1. The overdl adminidrative cost compared to the organisaions tota
fund should not exceed 15% of tota fundsbudget identifying both
generd  organisationa overhead and administration and programme
management costs.

2. In the event that an organisation’'s adminidrative cost exceeds this
limit, the Board will be required to include a datement explaining the
reasons for this deviation in the Annua Report.

D. Invesment plan and capitd invesments (if any)

1. The NGO shdl naintain a Fixed Assets Regigter to account for dl the
fixed assets and their updated actua vaue against book value.

2. The Boad shdl put in place a policy to ensure that the facilities and
fixed assets of the NGO are efficiently utilised for maximum vaue of
the organisation.

E. Procurement procedures and control

1. The NGO, with the authority of the Board shdl cdl for quotations or
tender where the purchase of goods or services exceeds the vdue of
Tk. 500,000 or any other amount as per the organisation’ s conditution.

2. Chegues and other mode for payments or withdrawals from the NGO's
bank account shall be signed by at least 2 (two) authorised signatories.

F. Accounting Standards
1. FHnancid daements with comparative budget figures shdl be
presented at the Board meeting, with andyds and explanations for
magor variances, if any, for Board discussion and adoption.
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2.  The Boad of NGOs with an organisational budget exceeding TK.
1000,000 gndl ensure periodica interna  audit on controls,
processes.

3. Annud accounts shdl be in accordance with Internationd
Accounting Standards as adopted by Bangladesh.

G. Appointment and Terms of Auditors

1.  Auditors shal be agppointed and approved a the AGM by the
Generd Body of members.

2. Auditors will be appointed for a term of 3 (three) years and a
maximum term of 5 (five) years. This is to ensure trangparency and
authenticity of the Auditors report and aso ensure draegic
continuity.

XI. Fundraising Palicies
Principle:

A. Chaitable donations are an important source of financid support for NGOs.
NGOs shdl adopt proper procedures to ensure honest and ethica fundraisng
policies destined solely for the causes of the NGOs.

Guidelines:

The Board should therefore ensure as follows:

B.

J.

The NGO ghdl take care to ensure that dl solicitation materias consds of
accurate information and reflect the NGO's misson and intended use of the
solicited funds.

The fundrasng solicitation materid shdl respect the dignity of the dients and
confidentidity of their persona information.

The NGO gl avoid raisng excessive funds that are kept in reserves ingead of
being utilised in the programmes and shdl in any case exercise dl due prudence
in managing these reserves,

The NGOs shdl ensure that the donations and funds are properly managed and
accounted for. There shdl be timely receipting and prompt banking of funds,
prompt issuance of tax-deductible receipt (if gpplicable) and prompt production of
audited statements of Income and Expenditures at the end of each financid year.

The NGO shdl have an explicit policy in its conditution covering the digtribution
of any unused funds to donors or to equivdent NGOs with a amilar vison in the
event of discontinuation of operations of the NGO.

NGOs with more than one bank account must disclose al accounts and account
detallsto ther Internd and Externd Auditors.

. The NGOs shdl enaure that the fund and donations are used in accordance with

donors NGO terms of agreement. The NGO whenever applicable and
practicable, will have to obtain the express consent of the donor before atering
the conditions of the fund or donations.

NGOs shdl not pay, seek or accept any donations related to any politica party at
any time,

NGOs shdl not raise funds on commission basis.
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SECTION TWO

MFI| GUIDELINES

Incduding the principles and guiddines mentioned above, the following additiond
guidelines apply to NGO-MFlIs.

Board Qualifications

. The Boad of MHs shdl have a minimum of 2 (two) Board members with

financia background and at least 1 (one) member with MFI background.

. In the event that the NGO is involved in other development activity besides Micro

Finance (MF), they shdl have a specid MF programme committee that will ded
with the MF issues and ensures that the programme meets dl the requirements
applicable to the sector.

Communications

. For the Board of an MFI to operate effectivdly they shdl receive the following

communications from management on a monthly bess

Details of Loan Portfolio

Comprehengive financid report

Loan repayment due and not received

Profitability of individua |oan products

Casdload of Credit officers

Vaiance in budget forecast, loan portfalio, liquidity, income and
expense and actud results

7. Ratesof Interest

8. Loanlossprovison

ouh~howdpE

. The Board shdl be wel versed with the interpretations of the above information

and their relevance to the organisation’ s strategy.

. The organisation shdl have frequent communications with dlients through annua

workshops such as Chief Kendra (Client group) workshops to ensure client views
are represented in the strategy.

. Communications from Kendra (Client group) workshops shdl be printed and

incorporated into the programme to ensure the programmes offered are need-
based.

. The organisation shdl print its Annuad Report in both English and Bangla ad

ensure that it iswiddy distributed and accessible to al stakeholders.

Financial disclosures

. Induding the above financid disclosures MFIs shdl dso disclose the following

finandid information in their Annua Report:
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Portfolio Sze

Loangze

Savingssze

Reinvested percentages

Repayment rates

Default rates with range and average Sze of default

Andysis of default clients and circumstances

Types of investments and percentage of capitd actudly invested.
Minimum of three years financid trend

WO N ~wWNE

V. Auditors

A. All MFIs should have externd independent and reputed auditors to conduct the

annud audit of accounts of the organisation

It is highly recommended that MFIs with a loan portfolio of TK. 1,000,000

amount shall have Internd Auditors.

Annud accounts shdl be in accordance with Internationa Accounting Standards

as adopted by Bangladesh.

All gatements of audited reports shdl be printed in the Annua Report of the

organisation.

The Auditors report should not only give financid datus of the organisation but

dso daify Internad Control systems adopted by the organisation to protect its

resources.

F. Donors should review the auditors reports to ensure that they offer a true and fair
report on the organisation’ s operations and finances.

W

o 0O

m
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SECTION THREE
ANNEX 1: COMMENTARY AND ANNOTATIONS?®

|. Role And Responsibilities of Boards of Directors

Mog of the literature on governance focuses its anadlyss within the framework of a given
corporate structure: a for-profit corporation, a non-profit entity, a a public agency. Such
goproaches implicitly assume tha the board of directors behaviour is defined by the
corporate structure it governs.  While acknowledging that corporate structure affects the
achievement of effective governance, it does not define it. The following is a broad
definition of effective governance that can be applied regardiess of the corporate structure
of an inditution.

A board of directors is entrusted with the fiduciary affairs of the corporation. The term
“fiduciary” refers to aperson or persons to whom property or power is entrusted for the
benefit of another. Tresting directors and managers as fiduciaries provides a mechanism
for imposng sanctions if they fal to exercise their responshilities to the corporation,
without necessarily requiring that dl of those responghbilities be detalled in advance. As
explaned by legd scholars “the fiduciary principle is an dternative to eaborate promises
and extra monitoring. It replaces prior supervison with deterrence, much as crimind law
uses pe£17dti$ for bank robbery rather than pat-down searches of everyone entering
banks.”

[1. Dutiesof a Board Director

The dandards of conduct applicable to individua board directors fal into three
caegories Duty of Cae, Duty of Loydty, and Duty of Obedience. These concepts
provide a “code of behavior’ that serves to frame the way board members carry out their
respective roles and respongihilities.

A. Duty of Care

The Duty of Care cdls on a director to participate in the decisons of the board and to be
informed on the data rdlevant to such decisons. A common statement of the Duty of Care
asks a director (1) to be reasonably informed, (2) to participate in decisons, and (3) to do
0 in good fath and with the care of an ordinaily prudent person in Smilar
crcumgances. To discharge the Duty of Care efficently and effectively, directors must
attend mestings, exercise independent judgment, and ensure that they have an appropriate
level of understanding of the issues criticd to the indtitution.

B. Duty of Loydty

The Duty of Loydty requires directors to exercise their powers in the interest of the
corporaion and not in their own interest or in the interest of another entity or person. By
assuming a board pogtion, directors acknowledge that for any corporate activity, the best

28 MFI Governance Review, Josephine Ogutaand S.M. Rahman, sponsored by DFI D-Bangladesh/
Bangladesh MFI Local Consultative Group.
%" Frank H. Esterbrook and Daniel R. Fischel.
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interests of the corporation must prevail over ther individud interests or the particular
interests of the congtituency that selected them.

The Duty of Loydty primarily relates to conflicts of interest, corporate opportunity, and
confidentidity. Directors may have interests in conflict with those of the corporation. The
Duty of Loydty requires that a director be conscious of the potentia for such conflicts
and act with candor and care in dealing with such situations.

Conflicts of interest ae nether inherently illega nor ae they to be regarded as a
reflection on the integrity of the board or of the director. Once a director discloses a
potentid conflict of interest issue, it is the board's interpretation of the issue that will
determine if it is a proper or improper transaction. Corporate opportunity is another area
related to Duty of Loydty. It requires that a director, before engaging in a transaction that
he or she knows may be of interest to the corporation, inform the board of directors in
aufficient detall and adequate time to dlow it to act or decline to act to a director's
possible involvement in that transaction.

C. Duty of Obedience

The Duty of Obedience requires board members to be faithful to the inditution’s misson.
Although board members have the authority to determine how the inditution is to best
meet its misson, they are prohibited from behaving in a manner inconsgtent with the
basc inditutiond objectives. The Duty of Obedience grows, in part, out of nonprofit
organizations heavy reliance on the public's trus when soliciting donations and grants.
In turn, the public has the right to be assured that such funds will be used for the purpose
for which they ae given. In for-profit organizations, the responsbility is toward the
investors (both equity and debt), especidly if the funds are from public sources. In this
context, being fathful to the inditutiond misson trandates into maximizing stakeholder
vdue (and in some cases, like microfinance, badancing profitability with socid impact),
in amanner consistent with ethical practices.

I11. Legal Obligations of the Board

As a fiduciary, the board of directors has several legd obligations. First, the board must
ensure thet the inditution complies with its articles of incorporation, bylaws, and interna
policies and procedures. Further, the board must ensure that the inditution maintains its
legd datus. The boad must adso ensure that the inditution complies with government
rues and regulations, which will vay with the inditution's corporate dructure. For
example, as a microfinance inditution becomes regulated, it will be subject to a new st
of regulatory requirements that the board must understand. A find eement of the board's
legd obligaions is the levd of persond ligdility of individud directors for the
inditution's activities. Such ligbility varies by country, yet board members must be
keenly aware of the degree of respongbility and immunity provided for them by loca
law. Under many banking laws, the ligbilities may be crimind.

In representing the interests of a third paty and fulfilling their legd obligations, boards

delegate responghility to management and hold management interndly accountable to a
st of objectives and peformance standards that the board has defined. However,
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achieving these dandards and objectives can be impaired and effective governance
diminished when board members are unclear about therr role For example, a director
may assume that activities related to operaions are part of his or her respongbilities and
may hinder management’s ability to perform effectivdly or management’s accountability.
Similarly, a CEO/MD may depend too much on a board and request its input on decisons
outsde of the board’s domain.

V. Relationship Between Board and Executive

Although the relationship between a board and the executive director or CEO/MD is
dynamic, it must be grounded in a clear underdanding of the roles each serves. Effective
governance drikes the appropriate bdance in the rdationship between a board of
directors and management in their combined efforts to move the inditution forward. Each
brings unique sills to this joint effort and views the inditution from a different lens.
Together they add vaue precisdy because they are complementary. It is suggested that
this complementary nature exists because board and executives use different frames of
reference to understand the inditution and to deploy their responghbilities. Unlike the
executive /management role which may be vested in one person, the role of the board is
vested in ateam.

Effective boards carry out their responghilities by (1) maintaining operationd distance
from the inditution to enable an aerid perspective, (2) drawing on the inditutiona
memory of the directors, and (3) making binding decisons as a group. Board decisons
are based on the voice of the mgority. Arriving a a consensus may be time-consuming
and decrease the board's operating expediency, but the process is essentid to a wdl-
functioning board. These three factors empower the board and add sgnificant vaue to the

management of the inditution.

Management, in contradt, is intimately involved in dally operaions has an up-to-date and
indepth  underdanding of the immediate chalenges and opportunities facing the
inditution, and the flexibility to react quickly. An inditution's executive will consult with
senior management on key issues but is individudly accountable. What then is the
optima balance between these two sets of circumstances and perspectives and how do
they meld to creete effective governance?

Effective governance requires boards to focus on three mgor areas of responshility: (1)
management  accountability, (2) dtrategc planing and policy-making, and (3) <df-
regulation. These three areas dlow the board to fulfill its fiduciary obligations, and each
requires board members to perform specific tasks, as outlined below.

V. Major Area of Responsbility and Board Tasks

A. Management Accountability

To ensure that management is held accountable for the activities of the organization, a
board must firs focus on the process and mechanisms it uses to identify a competent
executive. Second, it must set clear and measurable gods. Third, a board must monitor
the peformance of the executive. Findly, it must be &le to identify managerid
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weskneses and confront them when these adversdy affect the indtitution. If necessary,
the board must be prepared to remove the CEO/MD.

B. Ingal Management Capacity

Hiring a srong, competent CEO/MD is one of the primary functions of a board of
directors. This individud, a the operaiona leader for the inditution and the
representative of the entire staff to the board, plays a key role in the long-term success of
the inditution and in the redization of effective governance. A board can only be as
effective as the CEO/MD it gppoints, and therefore it must congder this a core

responghility.

C. Set Goals

Once an executive is in place, the board's role is to monitor the performance and progress
of the inditution through its oversght of the CEO/MD. Weéel-functioning boards spend
the required time working with management to define goas and st targets for the
inditution. They then monitor the inditution's attainment of these goas and targets by
asessing the executiveés peformance. Boards identify the key aeas in which an
executive should perform effectively.

Vison refers to management’s cepacity to define a long-teem view of the inditution’s
future, which is criticd for its sudtainability over time. Management's vison should be
clearly defined and the steps to its achievement well concelved. The vison is aticulated
in a drategic plan, which adso outlines the main program aress of the inditution and the
results that are expected. For example, key benchmarks for a nonprofit microfinance
inditution againg which management performance is measured will likely include targets
for scade of operation, market penetration, leve of sdf-sufficency of the inditution, legd
sructure required to reach targets, level of efficiency of the operations, and qudity of the
assets.

D. Assess Management

A board assesses a CEO/MD’'s ability to manage the ingtitution’s human resources. This
aea addresses issues of productivity, peformance, and development of daff.
Additiondly, a board reviews the organizationad dSructure of the inditution to ensure its
adequacy for the effective deployment of its operations.

The CEO/MD is responsble for mantaning an inditution's financid solvency. In the
for-profit context, this includes generaing a return to investors. In the nonprofit context,
a balanced budget or surplus is expected. Although losses or deficits may be acceptable
in the dort term for well-defined circumstances, a board should not alow repeated poor
financid performance. Asset qudity and the ability to mobilize financid resources are
aso key in obtaining good financid results.

The CEO/MD is responsble for ensuring an effective board-daff reationship. This
relationship is a product of the officid, forma board meetings and the numerous informa
interchanges that occur between individua board directors, the CEO/MD, and individud
gaff members. Among the factors thet contribute to this relaionship are the extent to
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which the board is wdl informed and prepared for meetings, the srength of the working
relaionships between board directors and gaff, and the degree to which individud
directors are knowledgesble of the inditutiond misson. It is generdly understood that
board members have access to an inditution's daff but will use judgment in ther
interactions so as not to didract the business operation of the inditution or undermine the
CEO/MD. Additionaly, boards often invite senior staff members other than the CEO/MD
to attend board meetings. This provides the board with additiond indgght into areas under
discusson and dlows board members to have exposure to staff with future potentid for
senior management positions.

How can the board of a NGO mog effectivedly ensure that management attains the
edablished gods and objectives? The effective monitoring of executive performance
requires the following dements:

1. Avalahility of information
The board must have timely access to the gppropriate informeation.

2. Claity of objectives

Strategic gods and objectives agangt which the performance of a particular period is
measured must be clearly aticulated. This is a prerequiste to recelving the right
informetion.

3. Candor

The executive mugt report to the board with candor and the leve of detall and andyss
necessary for effective board ddiberations. For example, an executive cannot withhold
information from the board about a gStuation or crigs that may seioudy affect the
inditution, even if that member thinks it will be resolved soon.

4. Andytica rigor
Boad members must have the andyticd skills to pose the right questions and to be
incisve in ther discussion of indtitutiona performance.

5. Incentives

One agpproach to motivate management’s performance in ataining the mutudly agreed
upon gods is to create incentive mechanisms. The later should dign the wdl-being and
interest of the individua manager with what is good for the inditution and by extenson,
in the case of for-profit corporations, the shareholders. The need for such incentive plans
aises because in most organizational dructures in the private sector, ultimate ownership
of the assets may resde in the shareholders but day-to-day control of those assets rests in
the hands of management. In the nonprofit setting, the tenson could adso exist between
individud and inditutiona priorities Examples incdlude individud job security and
comforteble gability versus rapid inditutiond change, and persond friendships versus
job performance. In designing an incentive scheme for the executive of an inditution, it is
important to consider focus, control, logic, and targets.
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6. Focus

Key indicaors in the incentive scheme mugt be limited to those few factors that truly
meatter. In microfinance, dthough portfolio sze and qudity are obvious indicators related
to effective management, financid performance and the number and characterigtics of
clients are examples of additiond indicators that could be utilized.

7. Control

Incentives should reward people for issues that are within their control and for a behavior
that they can directly affect. Incentive schemes should be smple. No more than five, and
preferably fewer, variables should be sdected. Staff should readily understand the
mechanics of the plan.

8. Logic
The rationade for the sdlected indicators should be clear for them to have legitimacy.

9. Tagets

The targets st must be measurable and achievable. It is no use to sdect a variable that
everyone agrees is very important, like customer service, but no one knows how to
measure reliably, or to set targets that are unattainable.

10. Confront Weaknesses

In assessng the performance of the executive, the board must dso be willing to confront
ingitutiond and management weaknesses and act to address them. Countless examples
have shown that effective management competency and conduct cannot be taken for
granted. It is incumbent upon the board to identify those areas in which the inditution
displays poor peformance because of wesk management practices Examples might
include poor financid contrals, low staff morde, or weak information systems. A board's
respongbility is to demand and support management in strengthening these areas and to
monitor the process of improvement. The srength of trust between the board and
management and the leve of the board's exposure to other members of senior
management facilitates this process. Indtitutional and management weeknesses fdl on a
goectrum of severity. On one end are procedurd matters that may result from
management inexperience and require a practica solution. On the other end are actions
that may include fraud. In ether case—incompetent performance or fraudulent actions—
boards must be willing to confront and, in the worst case, fire the CEO/MD.

Confronting management, however, can be a difficult and uncomfortable task for a board.
The pitfdls of “group think” often are played out, with no dngle individud willing to
dep out in front of the others and challenge a CEO/MD. This may be due to a sense of
persona loydty to the CEO/MD or to the chair of the board. Individua directors may
dso hedstate to act because they are unsure that they have seen the full picture in s0
doing, they may give the benefit of doubt to an incompetent or ill-intentioned CEO/MD.
A board's ahility and willingness to make the hard decisons and confront weekness in
the executive, and therefore the inditution, is a function of the following:

o Degree of board member independence from management;

o Leadership killsof individud directors;
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Climate that dlows for dissengon;
Mechanisms or opportunities for the board as a group or individudly to voice
their concerns; and

o FEffective owneship dake in the inditution or drong identification with the
objectives of the organization.

Many times, with the best of intentions, boards are tempted to assst an under-performing
CEO/MD by assuming the management of certain tasks or projects. This approach is
extremdy damaging because it both obscures the accountability of the CEO/MD and
ddays addressng tha individud’s underlying incompetence. Additiondly, it digplaces
decison making from those that are close to operations (management) to others who are
remote (board). Accordingly, board assumption of management duties should be assumed
only after the board has decided on a permanent solution to the deficiency and only as a
temporary solution in the absence of any other dternative.

E. Strategic Planning and Policy Setting

The second mgor area of board respongbility is drategic planning and policy making.
However, dthough effective governance assumes that the drategic planning process
involves the board in a dgnificant way, the board should include and expect drategic
thinking to be pat of the leadership qudities that the top executive brings to the
inditution. The distance and diversty of experiences of board directors enables them to
bring a perspective to the inditution unique from that of management. If the board does
not add dgnificant vaue to the inditution's drategic plan, it is not peforming its duty.
The board should provide guidance and input in three didinct aress. charting the
inditution's drategic course, setting broad operationa policies for the inditution, and
resolving strategic issues asthey arise.

1. Providing Direction

It is not uncommon for daly operaiond priorities to overtake the more thoughtful
process of drategic planning. Effective governance requires that the board raise drategic
isues that may not otherwise be addressed and, thus, dgnificantly contribute to
identifying and setting long-terms gods for the indtitution. Exceptions, the board's role in
seiting policy should differ from that of management not by topic but by levds within
topics. For example, it is typica for management to bring to the board genera policies on
compensation. In this matter, the board might decide that the inditution should
compensate its staff with packages that are compstitive with other nditutions of the same
gze and scope. The actud wage and sdary adminidration plan is then left up to
management. Or a board might be involved in setting a policy on the characteristics of
the neghborhoods in which it wants to edablish additiond branch offices, and
management is left to determine the gpecific locations. A policy-centered approach
dlows a board to effect the most change and to place adl operationd and adminigtrative
activities of the inditution within the framework of defined policies. This approach dso
encourages the recruitment of individud directors with general drategic management
skillswho are more likely to keep the board focused on its governing mandate.
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In actudity, everyone in the organization unknowingly sets policy or impacts drategic
direction in their daly activities A board can be most vduable in edablishing a dear,
accessble set of overarching policies that synchronizes these various levels.

2. Developing and Mohilizing Solutions

Boards that go beyond the above-mentioned dements—providing key input in chating a
drategic direction and in defining genera policies—assg the inditution in identifying
tactics and solutions for reaching its gods. In this sense, the board provides governance
plus guidance. Additiondly, a board that includes individuds with specific technica
sills might assg the inditution in addressng legd issues, public reations, and
fundraising concerns or topics related to technology or pricing.

F. Board Self- Assessment

A find area of effective governance involves the board’'s assessment of itself as a body of
individuals and as a permanent entity. Three areas conditute the core of any assessment
that the board conducts on itsdf: continuity, renewd, and evauation.

1. Continuity

Of great vaue to management is that the board and its individua directors possess an
inditutional perspective. In cases of management turnover, this perspective of the board
is unique. Even when there has been continuity a the executive leve, the board
perspective adds greetly given its collective experience. The board must therefore be
responsble for mantaining this continuity by ensuring that even with naurd dtrition,
the board’'s “inditutiond memory” is preserved. The desgn of boad terms and
succession policies, as wel as a corporate binder, are the mechanisms used to ensure
continuity.

2. Renewa

Having dated the need for continuity, so too is there a need for an infuson of new
directors who bring fresh perspectives, tdents, ad expertise. Working with management,
board members can fundamentdly shape effective governance by identifying new
directors who could enhance the board operation. Idedly, board compostion is a baance
of the old and new.

3. Evadudion

As discussed earlier, given the contradictory frames of reference of boards and
management, by definition board performance is vulnerable to being undermined by a st
of complex dynamics. An effective board recognizes its own weaknesses and has in place
mechanisms for odf-evaduation. Board peformance can be assessed under three
caegories the role, the working style, and the directors themsdves. Though dill an
infrequent part of board processes, sdf-evauation is being embraced by increasing
numbers of entities.
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ANNEX 2: SAMPLE BOARD M EMBER JOB DESCRIPTION

The statutory duties of a Board Member are:
To ensure that the organisation complies with its governing document,law, and
any other rlevant legidation or regulations
To ensure that the organisation pursues its objectves as defined in its governing
document
To ensure the organisation uses its resources exclusvely in pursuance of its
objectives: the organisation must not soend money on activities which are not
included in its own objectives, no matter how worthwhile or charitable those
activitiesare
To contribute actively to the board's role in giving firm Strategic direction to the
organisation, setting overal policy, defining goals and setting targets and
evauating performance againg agreed targets
To safeguard the good name and vaues of the organisation.
To ensure the effective and efficient adminidiration of the organisation
To enaure the financid ability of the organisation
To protect and manage the property of the NGO and to ensure the proper
invesment of the funds
To appoint the chief executive officer and monitor hisher performance

In addition to the above datutory duties, each Board Member should use any specific
skills, knowledge or experience they have to hep the Board Members reach sound

decisons Thismay involve:
Scrutinisng board papers
Leading discussons
Focusing on key issues
Providing guidance on new initictives
Other issues in which the Board Member has specid expertise

A Board Member should have thefollowing qudities

Commitment to the organisation

Willingness to devote the necessary time and effort

Strategic vison

Good, independent judgement

Ability to think creetivey

Willingness to speek their mind

Understanding and acceptance of the legd duties, respongibilities and ligbilities of
the Board

Ability to work effectively as amember of ateam

Commitment to the seven principles of public life: sdflessness, integrity,
objectivity, accountability, openness, honesty and leadership
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ANNEX 3: SAMPLE CONFLICT OF INTEREST POLICY

Potentid conflicts of interet need to be caefully consdered and correctly
managed. Members should think about potential or perceived conflicts as well as actud
conflicts - they can be just as damaging. It is good practice to have an agreed policy and
practice that Board members follow when consdering conflicts of interest. The darting
point should dways be the organisation's governing documents eg Conditution, By-
laws, Memorandum and Articles, etc.

A policy on conflicts of interest can include:

A Code of Conduct for board members.

Regigter of persond interests.

A procedure for identifying conflicts.

A procedure for withdrawing from discusson and decision.

A procedure for minuting of this process.

Sample policy on conflicts of interest.

Any Board member who has a financid interest in a matter under discussion,

ghould declare the nature ofthar interes and withdraw from the room,

unless they have a dispensation to spesk.

8. If a Boad member has any interest in the matter under discussion, which
creates a real danger of bias that is the interest affects their, or a member
of ther household, more than the generdity affected by the decison: they
should declare the nature of the interest and withdraw from the room,
unless they have a dispensation to spesk.

9. If a Board member has any other interest which does not creste a red danger
of bias but which might reasonably cause others to think it could influence
their decison, they should declare the rature of the interest, but may remain in
the room, participate in the discusson, and vote if they wish.

10. If in any doubt about the gpplication of these rulesthey should consult with
the chair.

11. It isrecommended that Board member'sinterests are listed in aregister.

NogabkwdpE

Examples of good practice

1. When Board members become aware of a new, actud or potential conflict of
interest, they should give notice of it to the Secretary to enable him/her to
update the Conflicts Register.

2. The Secretary should include in their report for each Board meeting details of
any contracts/agreements to be entered into prior to the next meeting of the
Boad members and any potentid conflicts identified from a check of the
Regider.

3. Compstitive tendering for contracts or work for which a Board member might
be suited (and taking up references from other clients or customers).

Code of Corporate Governance for Bangladesh 70



ANNEX 4. SAMPLE TERMSOF REFERENCE FOR A FINANCE AND AUDIT COMMITTEE

[The square brackets contain recommendations which are in line with best practice but
which may need to be changed to suit the circumstances of the particular organisation.]

The Board should edstablish forma and transparent arrangements for considering how
they should gpply the financid reporting and internd control principles and for
maintaining an gppropriate relaionship with the auditors

The main role and respongbilities of the Audit Committee should be set out in written
terms of reference which express a clear need for a Financid and Audit Committee (“the
Committee’).

The Fnancid and Audit committee arrangements need to be proportionate to the task,
and will vary according to the size, complexity and risk profile of the organisation.

As with most aspects of corporate governance, the above principles make it clear that, not
only should organisations go through a forma process of conddering their internd audit
and control procedures and evauating ther reationship with their externd auditor, but
they must be seen to be doing so in a fair and thorough manner. It is, therefore, essentia
that the Committee is properly congtituted with a clear remit and identified authority.

As regards the make up of the Committee, the Board should satisfy itsdlf thet at least one
member of the Committee has recent and relevant financid experience. Others members
of the organisation may be required to asss the Committee from time to time, according
to the particular items being considered and discussed.

The Financid and Audit Committee should gppoint a Chair and a Secretary who must
attend al meetings and ensure that the meetings are properly congtituted and proceedings
properly minuted.

The frequency with which the Committee needs to meet will vary from organisgtion to
organisation and may change from time to time. As a generd rule, most Finance and
Audit Committees would be expected to meet at least quarterly.

The ligs of duties proposed below are those, which we believe dl Finance and Audit

Committees should consider. Some organisations may wish to add to this lis and some

smdller organisations may need to modify it in other ways.

A destription of the main activities of the yeer to:

a) Monitor theintegrity of the financid Satements;

b) Review theintegrity of the internd financid control and risk management systems;

¢) Review the independence of the externd auditors, and the provison of non-audit
Services,

d) Describe the oversght of the external audit process, and how its effectiveness was
assessed;

e) Explain the recommendation to the Board on the appointment of auditors.
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The Chairman of the Committee should attend the AGM prepared to respond to any
questions that may be raised on matters within the Committee' s area of responghility.

Member ship

The Board shdl appoint members of the Committee. The Committee shal be made p of
a leest [3] members.  All members of the Committee shdl have recent and rdevant
financid experience. The Charman of the Boad shdl not be a member of the
Committee.

Only members of the Committee have the right to atend Committee meetings. However,
other individuds such as the Chairman of the Board, Chief Executive, Finance Director,
other Board members, internd audit and representatives from the finance function may
be invited to atend al or pat of any meeting as and when appropriate.  The externd
auditors will be invited to attend meetings of the Committee on aregular basis.

Appointments to the Committee shdl be for a period of up to one Board term, which may
be extended according to the organisation requirements but for a maximum of a further
teem. The Board shdl gopoint the Committee Chairman who shdl not be a member of
daff. In the absence of the Committee Chairman and/or an gppointed deputy, the
remaining members present shall dect one of themsalvesto chair the meseting.

Quorum

The quorum necessary for the transaction of busness shdl be [3] members. A duly
convened meeting of the Committee a which a quorum is present shal be competent to
exercise dl or any of the authorities, powers and discretions vested in or exercisable by
the Committee.

Freqguency of M eetings
The Committee shdl meet [at least three times a year at appropriate times in the
reporting and audit cycle] and otherwise as required.?®

Notice of M eetings
Mestings of the Committee shal be summoned by the Secretary of the Committee at the
request of any of its members or a the request of externd or internad auditors if they

consider it necessary.

Unless otherwise agreed, notice of each meeting confirming the venue, time and date
together with an agenda of items to be discussed, shdl be forwarded to each member of
the Committee, any other person required to attend no later than [5] working days before
the date of the meeting. Supporting papers shdl be sent to Committee members and to
other attendees as appropriate, a the sametime.

B The frequency and timing of meetings will differ according to the needs of the organisation. Meetings should be
organised so that attendance is maximised (for example by timetabling them to coincide with Board meetings).
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Minutes of Meetings

The Committee Secretary shdl minute the proceedings and resolutions of dl meetings of
the Committee, including recording the names of those present and in attendance. The
Secretary shdl ascertain, a the beginning of each meeting, the exisence of any conflicts
of interes and minute them accordingly. Minutes of Committee meetings shdl be
circulated promptly to al members of the Committee and, once agreed, to dl members of
the Board.

Annual General Meeting
The Charman of the Committee shal attend the Annud Generd Mesting prepared to
respond to any questions on the Committee' s activities.

The Committee should carry out the following duties as explained below:
Financid Reporting

Internal Controls and Risk Management Systems

Interna Audit

Externd Audit

O O o o

Financial Reporting

The Committee shdl monitor the integrity of the financid datements of the organisation,
including its annua and interim reports, and any other forma announcement rdaing to
its financid peformance, reviewing sgnificant financid reporting issues and judgements
which they contain.

The Committee shdl dso review summay financd dSaements ggnificant finencd
returns to regulators and any financid information contained in certain other documents.
The Committee shdl review and challenge where necessary:.

1. The conagency of, and any changes to, accounting policies both on a year on
year bas's and across the organisation/group;

2. The mehods used to account for ggnificant or unusud transactions where
different approaches are possible;

3. Whether the organisstion has followed appropriate accounting standards and
made appropriate estimates and judgements, taking into account the views of the
externd auditor;

4. The daity of disclosure in the organisation’s financid reports and the context in
which datements are made;, and dl materid information presented with the
financid statements, such asthe operating and financid review

5. The Committee shdl review the annud financia Statements where not reviewed
by the Board asawhole.

Internal Controlsand Risk Management Systems
The Committee shdll:
1. Keep under review the effectiveness of the organisation’'s internd controls and
risk management systems, and
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2. Review and approve the datements to be incduded in the Annua Report
concerning internal controls and risk management °.
Internal Audit
The Committee shdll:
1. Monitor and review the effectiveness of the organisaion's internd audit function

SR o

in the context of the organisation’s overal risk management system °;

2. Approve the gppointment and remova of the head of the interna audit function;
3.

Congder and agpprove the remit of the internd audit function and ensure it has
adequate resources and appropriate access to information to enable it to perform
its function effectively and in accordance with the reevant professiona standards.
The Committee shdl adso ensure the function has adequate standing and is free
from management or other redrictions,

Review and assess the annud internd audit plan;

Review promptly dl reports on the organisation from the internd auditors,

Review and monitor management's responsveness to the findings and
recommendations of the interna auditor; and meet the head of internd audit a
leest once a year, without management being present, to discuss their remit and
any issues aisng from the internal audits carried out.  In addition, the head of
internal audit shal be given the right of direct access to the Chair of the Board
and to the Committee.

External Audit
The Committee shdll:

1. Congder and make recommendations to the Board, to be put to the Generd
Body for gpprovd a the AGM, in reation to the appointment, re-appointment
and removd of the organision’s externa auditor. The Committee shadl
oversee the selection process for new auditors,

2. Overse the rdationship with the externd auditor including (but not limited
to):

a. Approvd of ther remuneration, whether fees for audit or non audit
sarvices and that the level of fees is gppropriate to enable an adequate
audit to be conducted;

b. Approvd of ther tems of engagement, including any engagement
letter issued at the start of each audit and the scope of the audit;

c. Sidying itsdf that there are no rdationships (such as family,
employment, invesment, financid or busness) between the auditor
and the organisation (other than in the ordinary course of business);

d. Agreeing with the Boad a policy on the employment of former
employees of the organisation's auditor, then monitoring the
implementation of this palicy;

2 Unlessthisis done by the Board as awhole.

301f the organisation does not have an internal audit function, the Committee should consider annualy whether there
should be one and make recommendation to the Board accordingly. The absence of such afunction should be
explained in the Annual Report.
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e. Monitoring the auditor's compliance with rdevant ethicad and
professond guidance on the rotation of audit partners, the level of fees
pad by the organisaion compared to the overdl fee income of the
firm, office and partner and other related requirements;

f. Assessng annudly their qudifications, expertise and resources and the
effectiveness of the audit process which shdl include a report from the
external auditor on their own interna qudity procedures,

g Meat regulaly with the extend auditor, including once a the
planning stage before the audit and once after the audit at the reporting
dage. The Committee shal meet the externd auditor a least once a
year, without management being present, to discuss their remit and any
issues arising from the audit;

h. Review and approve the annud audit plan and ensure that it is
congstent with the scope of the audit engagement;

I. Review the findings of the audit with the externd auditor. This shdl
include but nat be limited to, the following;

I. adiscussion of any mgor issues which arose during the audit,
ii. any accounting and audit judgements, and
iii. levelsof errorsidentified during the audit.
3. The Committee shal aso review the effectiveness of the audit.
4. Review any representation letter(s) requested by the externa auditor before
they are Sgned by management;
5. Review the management letter and management’s response to the auditor's
findings and recommendations; and
6. Develop and implement a policy on the supply of nonraudit services by the
externa auditor, taking into account any relevant ethicd guidance on the
matter.

Reporting Responsibilities
The Committee Chairman shdl report formaly to the Board on its proceedings after each
meeting on dl matters within its duties and respongihilities.

The Committee shal make whatever recommendations to the Board it deems appropriate
on any areawithin its remit where action or improvement is needed.

The Committee shdl compile a report to shareholders on its activities to be included in
the organisation’s Annua Report.

Other Matters
The Committee shal:
1. Have access to aufficient resources in order to carry out its duties, including
access to the organisation secretariat for assistance as required;
2. Be provided with gppropriate and timely training, both in the form of an induction
programme for new members and on an ongoing basisfor dl members;
3. Beresponsgble for co-ordination of the internd and externd auditors;
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4. Oversee any invedtigation of activities which are within its terms of reference and
act asacourt of the last resort; and

5. At lesst once a year, review its own peformance, conditution and terms of
reference to ensure it is operaing a maximum effectiveness and recommend any
changes it consders necessary to the Board for approval.

Authority
The Committee is authorised:
1. To seek any information it requires from any employee of the organisation in
order to perform its duties,
2. To obtain, a the organisation’s expense, outside lega or other professond advice
on any matter within its terms of reference; and
3. To cdl any employee to be quesioned a a mesting of the Committee as and
when required.
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CUMULATIVE VOTING. A BRIEF DESCRIPTION

Cumulative voting is a voting procedure that alows shareholders to accumulate ther
votes for one or more candidates, thereby alowing minority shareholders to organise
their votes to support a director candidate. An example is the best way to illusrate
cumulative voting.

Example: A company has 5 seats on the Board of Directors duefor eection.
Standard Voting: One Share = One Vote per Director Seat
In the standard voting gStuation, a shareholder holding one share could cast five votes,

one for each Board seat up for eection; the shareholder can vote yes or no for each
candidate.

Votes 1 2 3 4 5
Director
Seats up for 1 2 3 4 5
Election

Cumulative Voting: Number of Votes = Number of Director Seats up for Election

In a cumulative voting Stuation, a shareholder holding one share could cast five votes
tota. The votes could be cast al for one director candidate, one for each director seet, or
their five votes could be digtributed to any combination of the director candidates. (The
two diagrams bdow show two possble dternative voting postions) The five director
candidates with the most votes will be dected to the open board seats. Effective
cumulative voting requires that the number of candidates exceeds the number of seats up
for dection; the company must put forward multiple candidates for each seat or
shareholders should nominate director candidates.

Cumulative voting alows minority shareholders to join collectively to dect a director of
their choice.  The number of votes required to elect a director depends on the number of
seets up for eection; in this example, with five seats up for eection, 20% plus ore vote
will guarantee dection, but a director could be dected with less if there are many
candidates and votes are digtributed widely.
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Cumulative Voting Alternative 1: All five votes are cast for one director candidate.

Votes=#
seatsup for
election

Director
Candidates

Votes=#
seats up for
election

Director

5 votes = 5 votes for Candidate B

x
B C D E F G
Cumulative Voting Alternative 2: Five votes split between two candidates.
5 votes = 2 votes for Candidate C + 3 votes for Candidate G
//7\\\\\\\
/ \\\
e \\\\\
A h ~h
B C D E F G

Candidates

The ADB-SEC Corporae Governance

recommendations  supported  mandatory

cumulative voting for public listed companiess The OECD Asan Roundtable White
Paper on Corporate Governance aso recommended mandatory cumulaive voting to
protect the interests of minority shareholders.
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SAMPLE SHAREHOLDERS' HANDBOOK

This provides a genera outline of a Shareholders Handbook. As per the requirements of
the Code of Corporate Governance on the Role of Shareholders, each company should
provide a Shareholders Handbook to their shareholders to better enable shareholders to
play ther role in effective corporate governance. Each company will have unique and
specific procedures and requirements as per their Articdes of Associdion.  The
Shareholders  Handbook should include specific references to the company’s Articles of
Association that provide for the rights explained.

|. Classes of Shares: The Handbook should explain the various types and classes of
shares, including the rights associated with each.

II. General meetings

What isagenerd meeting? AGM? EGM?

When should an AGM be hdd?

What should be discussed?

What ismy roleat an AGM?

Wheat information can | expect from a.company prior to the AGM?
Whet is the difference between an AGM and EGM?

Who can cdl agenerd meeting?

OMmMOOm»

[11.Minority ShareholdersRights
A. What isa“minority shareholder”?
B. What rightsdo | have as aminority shareholder?
C. How can | exercise my minority shareholder rights?

V. Right to Dividends
A. What isadividend?

1. Dividends are a payment to shareholders from the excess profits of the
company. Dividends may only be pad out of the net profits of the
company or previoudy undidributed profits. If there are no such
profits, dividends may not be paid.

B. Do shareholders receive dividends every year?

1. Shareholders may not receive a dividend every year. There can be
many reasons for not paying dividends. For indance, when the
company makes aloss, it cannot pay dividends.

2. Management and directors may aso recommend not paying a dividend
when the company has investment projects that will earn a high rate of
return for the shareholders.

C. How isadividend decided?

1. Dividends are recommended by the board and approved by the
shareholders.  Shareholders may not gpprove a dividend in excess of
that recommended by the board.

D. When the shareholders gpprove a dividend, dl shareholders have the right to be
paid a pro-rata portion of that dividend.
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F.

G.

Once the dividend is declared, shareholders should receive therr dividend
payments within two months.
What is a Bonus Share?

1. Bonus Share is another term for a stock dividend. Instead of cash paid
for dividends, a new share or partid share is issued to each shareholder
asadividend payment.

2. When a gock dividend is proposed, companies should explain to
shareholders the potentid dilution of thar shareholding and the
implications of such dilution. Cashflow implications of a bonus share
issue should aso be explained; bonus shares will not produce cash
inflow but will increase cash outflow if the dividend rate is unchanged.

How can my shares be transferred to a new owner?

V. Directors. The Shareholders Handbook should include:

A.

B.
C.

nmo

The shareholders right to nominate and elect directors, dong with the procedures
by which adirector (or MD) can be removed.

A statement to the effect that al directors represent al shareholders.

Roles, redrictions, responsbilities, and ligbilities of executive and non-executive
directors should be disclosed to shareholders.  The didinction and rdationship
between management and the board of a company should be explained.

Directors remuneration, including executive directors.

Theratio of executive to non-executive directors.

Shareholders should know the procedures for directors to excuse themsdves from
voting on items and contracts in which they have an interest.

Shareholders should be informed of a register of directors interests in contracts or
arrangements of the company and their right to inspect such aregister.

V1. Voting Rights

A.
B.

VII.

A.

B.

Right to request apoll or balot a agenera meeting
Right to proxy
1. Any shareholder may elect a proxy to atend the AGM and vote their
shaes The shareholder mus inform the company in writing of ther
chosen proxy at leest 48 hours prior to the AGM. The person dected
as aproxy need not be a shareholder of the company.

Reporting and Disclosures

Shareholders have the right to recelve information about company resolutions,
decisgons, and operations such that it can be understood by alayperson.

Didribution of Annua Report. Annud reports and minutes of the AGM should
be made eadly available to shareholders.

1. If shareholders are not provided with a copy of the Annua Report and
minutes of the AGM, they should be informed where and how they
can obtain a copy.

2. Shareholders can d=o utilise the libraries of the SEC, DSE, and CSE to
obtain information about public listed companies.
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C. Annud reports should include:

VIII.

1. Audited finencid statements, which indude Baance Sheet and Profit
and Loss Accounts. The Handbook should explain what should be in
the financid datements and a basic explanation of how to interpret the
financiad statements.

2. Auditors Report.

3. Directors Report

4. Explanation of the company’s peformance and prospects for the
future, include the business drategy and an analyss of the strengths,
weakness, opportunities and threats.

5. Clear identification of the company’srisk factors and consequences.

6. Capital structures and arrangements that enable certain shareholders to

obtain a degree of control disproportionate to their equity ownership
should be disclosed.
7. Totd shares authorised and dlotted, as well as number of shareholders
in vaious tiers of shareholding (eg. number of shareholders with
100,000 or more shares).
Companies should provide unaudited quarterly results to shareholders, as wadll
timely information about events or results that will materidly affect the company.
Shareholders have the right to review public documents, incduding Artides of
Association of acompany, at the company’ s registered offices.
Companies should disclose whether and how they are upholding: socid corporate
reponshbilities (CSR); environmental  respongbilities; workers  rights,  gender
rights other standards/codes appropriate to the industry (e.g. consumer rights,
passing quality control/safety standards)

Required Shareholder Approval
Shareholders must gpprove dl ordinary resolutions of the company put before the
AGM, which include resolutions:
1. toincrease, decrease, consolidate or divide al or any of its shares;
2. to convert paid-up shares into stock and reconvert stock into paid-up
shares, as wdll as subdivide shares, and
3. to cancd shares which have not been taken or agreed to be taken by
any person.
Shareholder gpprova  (three-fourths) is required for mgor company decisons,
induding:

=

To change the Memorandum or Articles of Association of the
company

To reduce share capita

To reserve capita

To remove adirector from office

To remove an auditor before the expiry of histerm

On winding up through the Court

For avoluntary winding up because of excessliability

To sanction al arrangements between a company and a creditor

NG WN
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I X. Rights I ssues

A. Rights Issue refers to an increase in share capitd by a company. The procedure
for a Rights Issue is defined in Section 155 of the Companies Act, 1994, Further
Issue of Capitdl.

B. Shareholders should be made aware of the criteria for the issue of Rights Shares,
and the limitations of the issue of Rights Shares

C. When a Rights Issue is put forward to the shareholders, a three-fourths magority
should be required for gpproval.

1. Directors should explain the reason for the Rights Issue and the
suggested us(s) of the funds that will be raised.

2. Shareholders should receive a clear explanation of the potentid
postive and negative outcomes of the Rights Issue, specificdly the
dilution effect should be clearly explained.

D. After a Rights Issue, directors should report back to shareholders about the uses of
the funds and the returns from said projects. Directors should provide an audited
quarterly account of the Premium Share Account, which contains the proceeds
from the Rights Issue.

X. Regulatory Bodies

A. Shareholders should be made aware asto the role of the regulatory bodies.

B. Shareholders should know and understand the procedures for upholding ther
rights, regigering complaintsactions againg a public company, its board, or any
other entity, if those rights are abused.

C. Regulaiory bodies should disseminate the ‘Rights and Responghilities of
Shareholders  in the public sphere, or ensure that companies include a
Shareholders Handbook in the prospectus for an IPO, so that potentia
shareholders may take an informed decision to subscribe.

Code of Corporate Governance for Bangladesh 84



SAMPLE CONTENTSOF AN ANNUAL REPORT

This gppendix provides a sample of the contents of an Annua Report, drawing on the
disclosures and requirements as explained in the Code of Corporate Governance. This
sample contents can serve as a checkligt of disclosures. In preparing an Annua Report,
the principles of trangparency and accountability should be kept in mind; the importance
of explaning results and plans in a manne that is understandable to the average
shareholder should be a primary concern.

|. Audited Financial Statementsincluding:
A. Baance Sheet
B. Profit and Loss Accounts (Income Statement)
C. Cadhflow Statement

Il. Auditors Report, including fees paid to the audit firm for audit and non-audit
work.

[11.Annual Directors Report should include the following items presented in a
narrative format:
A. Directors information

1. Directors remuneration, including executive directors.

2. Theratio of executive to norn-executive directors.

3. The procedures for directors to excuse themsdves from voting on

items and contractsin which they have an interest.

4. Shareholders should be informed of a register of directors interests in
contracts or arangements of the company and ther right to ingpect
such aregider.

Directors shareholding and any changes therein
Report on the relatives of directors as employees or members of the
board and their shareholdings

7. Deailsof directors remuneration

8. Personswho have atended Board meetingsin the last year, included

attendance of directors and any substitute directors.

9. Detailsof loansto directors

10. Information on related party transactions, such asthe purchase or sde

of sharesin associated companies where the company itsdf hasa

shareholding, or where the other company has a shareholding in the

company, or where members of the board jointly or severdly have a

sgnificant shareholding equivaent to 5% or more of the total share,

and dso on operationd links and trading transactions with related

parties.

B. Ownership Information
1. Capital dructures and arrangements that enable certain shareholders to
obtain a degree of control disproportionate to their equity ownership
should be disclosed.

o u
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2. Totd shares authorised and dlotted, as well as number of shareholders
in various tiers of shareholding (eg. number of shareholders with
100,000 or more shares) or patterns of equity holding by (i)
shareholding category and (i) percentage of shareholding in the
company.

C. Company Informeation

1. Clear identification of the company’ s risk factors and consequences.

2. Explanation of the company’s performance and prospects for the
future, include the business drategy and an analyss of the strengths,
weakness, opportunities and threats.

3. Statement of the company’s policy and practice on Corporate Socia
Responghility, Corporate Environmental Responsibility, and
compliance with Bangladesh environmenta standards.

4. Quarntitative disclosure of sdes and market share, loca and foreign (if
applicable)

5. Materid risk factors and uncertainties

6. Explandion of results, including key results for divisons or business
segments.

D. Compliance

1. Compliance Certificate, provided by the Company Secretary or other
compliance officer, atesting that:

a. thecompany hasduly filled dl satutory returns during the year

b. the company has maintained al statutory books and registers, and
in such order, as required by the Companies Act

c. the company hasduly paid dl gpplicable duties, levies and taxes to
the exchequer during the year

d. the company has not paid or offered any gratification to any
quarter

e. the company has practiced dl corporate norms, rules and
regulations as required by other regulatory authorities during the
year under report

2. The Chairman of the Board, CEO and CFO should supply two
additiona statements:

a. That they are satisfied the company is a going concern and will be
for a least ayear from the date of the Balance Sheet.

b. On the effectiveness of the Company’sinternd control system and
internd audit department. This should include any irregularities
involving management or employees who have sgnificant rolesin
the system of internd control. This statement should also be
sgned by the Chairman of the Audit Committee.

E. Fnancid and Accounting

1. The Baance Sheet and Profit and Loss Statement should be reviewed
and signed off by the Chairman of the Board, MD/CEO and Head of
Accounting or Finance (or CFO) to certify that, to the best of their
knowledge, accounts:

Code of Corporate Governance for Bangladesh 86



0.

a. conformwith BAS or if they do not disclosure has been made of
materid differences,

b. reflect atrue and fair picture of the company, and

c. thereareno post balance sheet events or off balance sheet items,
non-disclosure of which can affect the ability of the users of the
financia statements to evaluate the company or make decisons.

d. Assesare safeguarded againgt unauthorised use by the employees
and/or management and/or third parties.

e. expensesincurred are for the purposes of the Company’s business.

f.  nomaterid information has been omitted >

Report on the end use of funds raised from the public by issuing shares

or debentures

Contractua agreements, if any, that would have amateria effect on

the accounts in the event of non-compliance

Contingent lidbilities and ongoing, pending, or likely legd actions

againg or by the company which may result in sgnificant gain or loss

to the company

Creditors and details of materid loans

Detalls of investments, including market vauetion, in equities,

government bonds, and other securities

Critical accounting policies, namely those accounting policiesto

which the financid results are particularly sensitive (e.g. depreciaion

and tax palicy)

Basis of estimates used in financia reporting (e.g. dlowances for

doubtful accounts, inventory obsolescence, intangible asset valuation

and useful life, employees bendfit plans, etc.)

Depreciation and tax policy

F. Corporate Governance
1. Corporate Governance Statement which explains compliance and/or

non-compliance with the Code of Corporate Governance.

2. Disclosure as to how a shareholder may receve a Shareholders
Handbook or other source of information explaining the rights of

shareholders and how to exercise thoserights.

31 Section 189 of The Companies Act, 1994 clearly states that the financial statements have to be
authenticated by not less than two directors one of whom shall be the managing director where thereis one.

Code of Corporate Governance for Bangladesh

87



