High Level of Compliance with Combined Code by Irish Plcs - IAIM Corporate Governance Review

Irish companies have a high level of compliance with the Combined Code of the London and Irish Stock Exchanges according to the IAIM’s 2001 Corporate Governance Review published today (12 February, 2002). 
The 2001 Review surveyed all companies listed on the ISEQ across a range of issues.

The key findings are as follows:

	
	Percentage of companies on ISEQ

	Separate Chairman & Chief Executive
	79%

	A majority of NEDs on the Board
	60%

	A Nomination Committee
	53%

	Re-election of all directors every 3 years
	97%

	Audit Committee comprised of NEDs only
	79%

	Remuneration Committee comprised of NEDs only
	85%

	Senior Independent Director
	53%


	
	> €1b
	Market Cap €1b - €100m
	< €100m

	
	
	
	

	Separate Chairman & Chief Executive
	77%
	81%
	79%

	A majority of NEDs on the Board
	77%
	42%
	67%

	A Nomination Committee
	92%
	58%
	33%

	Re-election of all directors every 3 years
	84%
	96%
	82%

	Audit Committee comprised of NEDs only
	100%
	81%
	70%

	Remuneration Committee comprised of NEDs only
	100%
	88%
	76%

	Senior Independent Director
	69%
	69%
	33%


Speaking at the launch of the Review Ms Ann Fitzgerald, Secretary General of the IAIM said, “We are very pleased with the existing high level of compliance with the Combined Code. This shows that corporate governance is taken seriously by Irish companies and underpins the credibility of the Irish market as a place to invest. Naturally, there are areas where we feel some companies should adopt a different approach to their current practice and we intend to work with them on those areas in a supportive manner”.
Ms Fitzgerald said that, in the Review, the IAIM focused in particular on what it saw as the key areas in the Combined Code, namely board structures, the importance of non-executive directors and accountability to shareholders. 
“The IAIM intends to enter into constructive dialogue that will be of assistance to companies who wish to attain, and maintain, the highest corporate governance standards. Good governance leads to good performance and it is increasingly the focus of shareholders when looking at investment in listed companies” she said.
Key Conclusions & Recommendations
Separation of the roles of the Chairman and Chief Executive 
Of the top 15 companies, representing 88% of the market capitalisation of the ISEQ, 12 have a separate Chairman and Chief Executive. There was widespread support for the separation of roles in responses from companies; this is borne out by the practice of most companies in this area. 
The IAIM considers that the justifications given by companies for a combination of the roles of Chairman and Chief Executive are inadequate as they do not address the key question of accountability.

Non-Executive Directors (NEDs)
Most companies have a majority of non executive directors, which is in excess of the Combined Code requirements. 
The IAIM considers that companies with a minority of NEDs should begin a programme of increasing this number to, at minimum, an equality of executive and non-executive directors.
The IAIM believes that the remuneration of NEDs should be appropriate to the very onerous responsibilities that they bear. 
Independence of NEDs 

There was widespread compliance with the requirement that the majority of NEDs should be independent. 
In common with other markets, such as UK and US, there are differences in interpretation as to what is meant by “independence”. Given the importance that is attached to the concept of an independent director, the IAIM welcomes proposals from companies which would provide the basis of a mutually agreed definition of independence.
Senior Independent Directors 

A number of companies had reservations about the appointment of a Senior Independent Director on the basis that all directors are equal. In the IAIM’s view, these reservations would be met by the rotation, on a bi or triannual basis, of that designation amongst all NEDs. The IAIM considers that all companies should have a Senior Independent Director.
Length of Service of NEDs 

The Association considers that all boards should have a policy of limiting the time period that individual board members can serve, thus facilitating the introduction of new blood and new perspectives onto boards at regular intervals. To achieve this, companies should have internal limitations on length of service.
Nomination Committees & External Directorships for Executive Directors 

The IAIM is strongly in favour of Nomination Committees which it views as an important means of broadening the range of people who are considered suitable to serve as directors on publicly quoted companies. Companies should also encourage senior executives to take up an external directorship, thus broadening their expertise and the available pool of NEDs.
Disclosure of Remuneration 

The quality of Remuneration Committee reports surveyed by the Association varied considerably. Some companies have given shareholders a good understanding of their remuneration policy; others have confined themselves to a short statement of compliance with the Code. 
The IAIM recommends that in communicating its policy, the Committee should inform shareholders, in some detail, of the drivers behind basic and performance related pay, including the criteria for and any limitations on performance pay, and should address the role of long term incentivisation schemes as part of overall incentivisation. In other words, the Committee should give shareholders sufficiently detailed information to enable them to make a reasonable and informed judgement on this aspect of the company’s operations.

Audit Committees & Internal Control 

A small number of companies don’t have an internal audit function. The Association recommends that all companies put in place an internal audit function (which may be sourced externally), or at a minimum, explain why this proposal is not appropriate. 
Statement of Matters reserved for the Board 

Some companies gave a detailed overview of the matters which are reserved for Board decision; others confined themselves to a statement that they were in compliance with the Code in this area. The IAIM considers that shareholders should be given sufficient information on matters reserved for Board decision to enable them to be satisfied that the appropriate balance between board and board committee or executive responsibility has been maintained.
