FINANCIAL REPORTING COUNCIL

Bulletin on Corporate Governance
for the Quarter Ending June 2013
1.0
Review of Corporate Governance 
Compliance with the Code of Corporate Governance (CCG) was mandatory since 2009. The revised Section 75 of the Financial Reporting Act 2004 requires Public Interest Entities to adopt corporate governance in accordance with the National Code of Corporate Governance. An entity which does not adopt corporate governance should explain its reasons for non-compliance.

2.0
An overview 
During the quarter ending 30 June 2013, FRC has carried out 48 Annual Report reviews, including 12 follow-up reviews.
The 48 reviews can be analysed as follows:

	Type of Entity
	Full Review 
	Follow-Up Review
	Total No of Reviews

	Official listing on the Stock Exchange of Mauritius (OL)
	2
	4
	6

	Development and Enterprise Market (DEM)
	3
	5
	8

	Other Public Interest Entities (PIE)
	31
	3
	34

	Total
	36
	12
	48


The annual reports reviewed were mostly of June and December year ends. 24 annual reports had a June year end and 20 annual reports had a December year end. Also there were 3 annual reports with a September year end and one with a March year end.

Companies listed on the Stock Exchange of Mauritius are more closely followed by the FRC and this explains why 9 out of the 12 follow-up reviews were either fully listed or DEM quoted companies.

3.0  FRC’s Findings
Submission of Corporate Governance Report 

The table below give an indication with compliance with the Code:

	 
	 
	Corporate Governance Report

	Companies Category
	Total
	Explained
	Fully Compliant 
	Partly Compliant
	Non-Compliant

	Official Listing
	6
	0
	5
	1
	0

	Development and Enterprise Market
	8
	0
	5
	3
	0

	Other PIE
	34
	1
	4
	21
	8

	Total
	48
	1
	14
	25
	8


It can be clearly seen from the Table above that:
(i) With the exception of 4 entities which have partly complied with the Code, the other listed entities have fully complied with the Code.  
(ii) The non-compliance was mainly from other PIEs, and out of 34 reviews:

· 4 have complied fully;
· 21 have complied partly;

· 8 have not complied and not given any explanation;

· 1 has not issued a corporate governance report but has provided an explanation for not doing so.
All the annual reports that were subject to a follow-up review contained a corporate governance report. 10 out of the 12 follow-up reviews complied fully with the relevant requirements of the Code.

Also, there were 3 other PIEs that made use of Section 218 (2) of Companies Act not to present an annual report. 

Reporting by Auditors in compliance with Section 39(3) of the FR Act

Section 39 (3) of the Financial Reporting Act requires an auditor to report whether the disclosures made in the corporate governance report are consistent with the Code.
From the 48 Annual Reports reviewed, 39 Annual Reports have complied with Section 75 of the Financial Reporting Act and have submitted a corporate governance report. FRC noted that:

(i) The auditor reported on 39 of those annual reports, including 21 full reviews and 12 follow-up reviews;
(ii) The auditor reported on all the annual reports which were subject to a follow-up review;

(iii) The annual reports which have submitted a corporate governance report but where the auditors have not reported in compliance with Section 39 (3) of the Financial Reporting Act consisted of 4 PIEs, 1 DEM and 1 fully listed company. 

The auditors who have not complied with Section 39 (3) of the Financial Reporting Act have been informed accordingly.



Part Compliance with Requirements of Code
25 of the 48 annual reports complied partly with the requirements of the Code. The non compliances can be analysed in terms of the relevant sections of the CCG, as follows:

	Section of CCG
	No. of Non compliances
	Full Reviews
	Follow-Up Reviews

	Section 2- Boards and Directors
	32
	31
	1

	Section 3 – Board Committees
	5
	5
	-

	Section 5 – Risk management, Internal Control and Internal Audit
	7
	7
	-

	Section 6 – Accounting and auditing
	8
	7
	1

	Section 7 – Integrated Sustainability Reporting
	6
	6
	-

	Section 8 – Communication and Disclosure
	26
	26
	-


(i) 32 non-compliances, representing 38% of total non-compliances, were noted with respect to Section 2 of the Code. The major issues that were not complied with relates to the absence of the required number of executives presence on the board; insufficient number of independent directors; imbalance between executive, non executive and independent directors. Disclosure of directors’ remuneration, on an individual basis was also not disclosed. These details are important for the user of the accounts to have a good background knowledge about the companies they are dealing with, especially if they have a vested interest in them.

(ii) There were 26 (31% of total non-compliances) non-compliances with respect to Section 8 of the Code. This section of the Code concerns disclosure of information to users of Annual Reports. Communication of important information to users is a major issue of non compliance for companies. Material clauses of the company’s constitution, statement of remuneration philosophy and detailed time table communicating important events were all issues that were missing in some of the annual reports reviewed.
(iii) Section 6 – Accounting and auditing – was another area where many compliances were noted. 8 non-compliances, representing 10% of total non-compliances were recorded. The only issue relates to disclosure of non-audit services. Provision of non-audit services has always been a contentious issue as provision of such services may be perceived to impact on the auditors’ objectivity and independence. It is believed that greater disclosure in the financial statements about the nature and level of non-audit services provided by the auditor will help to increase users’ confidence in the information contained in the financial statements

4.0
Ethics and Corporate Governance
Corporate Governance and Ethics
According to the King III Report of South Africa - Ethics (or integrity) is the foundation of, and reason for, corporate governance.”

It also states that “Good corporate governance is essentially about effective, responsible leadership. Responsible leadership is characterised by the ethical values of responsibility, accountability, fairness and transparency.”
Ethics concern an individual's moral judgments about right and wrong. Decisions taken within an organisation may be made by individuals or groups, but whoever makes them will be influenced by the culture of the company. The decision to behave ethically is a moral one; employees must decide what they think is the right course of action.

Ethics, with regard to corporations, generally concerns dealing honourably with the firm's customers and vendors and with examining the impact of the company's operations on third parties, i.e other stakeholders. 


A Codes of Ethic is often produced to help the organisation imbibe itself with the relevant ethical principles which the organisation wishes to promote. The Code of Ethics will drive ethical behaviour in an organization. However, a Code of Ethics cannot, on its own, guarantee good corporate governance. There will always be loopholes. Compliance is never perfect.

Ethical behaviour can bring significant benefits to a business. For example, they may:

· attract customers to the firm's products, thereby improving performance;

· Create a conducive working environment for staffs, thus reducing labour turnover and recruitment costs;

· Improve labour efficiency and productivity;

· Improve the organisations public image and attract investors;

· Enhances accountability and transparency when undertaking any business decisions;

· Helps to successfully implement change in an organisation;

· Guides an organisation in turbulent times and help to act consistently even in difficult times.

Unethical behaviour, on the other hand, will impact negatively on the organisation’s goodwill and will be less appealing to stakeholders. Performance will be down compared to a similar organization adopting ethical behaviours.

Because of the advantages listed above, it is important for an organization to ensure that it not only has a code of ethics, but also has an appropriate culture of ethical behaviour.

Ethics are the standards of right and wrong; supported by virtue and reasoning. Companies create an ethical environment by letting workers know what is expected from them by the company, in terms of behaviour. These expectations meet with the requirements of the laws and other relevant rules and regulations and guidelines and may serve to protect themselves if something goes wrong. Business ethics are moral principles that guide the way a business behaves. The same principles that determine an individual’s actions also apply to business. In short, corporate ethics characterize the morals of a corporation. They are wide-ranging and define both corporate policy and individual execution. Examples include business practices such as honesty with customers, and corporate responsibilities such as safety and environmental respect.

An ethical culture is therefore at the forefront of ethical behaviour and hence ethical compliance. It is the board’s responsibility, in its collective leadership role, to ensure that the culture of the organization caters for ethical principles. In some organizations this can be done through a social and ethics committee – Kings Report.

Ethics ensures that the interests of all stakeholders are given due consideration. Ethics is a set of principles that guide choices and hence right decision making with the aim of achieving responsible conduct while giving fair consideration to the legitimate interests of all relevant stakeholders. 

To be able to act ethically, it is important to acquire virtues. Virtues are good habits that are acquired by repetition which must follow the rule of right reason. Such virtues will help the employees to be more productive and the organisation a sustainable one. However, to attain such virtues it is important for the organisation and the staffs to keep up their effort over time until such behaviour forms part of their traits of character.

Business leaders have an important role to play in ensuring that an organisation behaves ethically. The ethical climate of an organisation can be understood as an outgrowth of the personal values and motives of the business leader. The actions of the business leaders send a clear message of the ethical value system, if any, of the organisation. By ensuring compliance with the laws and other relevant regulations at the start and by their genuine concern for all the stakeholders and their day to day actions, business leaders start shaping the ethical climate of an organisation. A culture of ethics should be managed appropriately to avoid the consequences of ethical failings. Finally, business leaders must ensure that the organisations identify new issues and areas of vulnerability and take appropriate actions to ensure that the ethical culture is maintained for the benefit of employees as well as the organisation.

Section 7.3 of The Code of Corporate Governance of Mauritius deals with ethics. It requires a business entity to ensure that adopt a code of ethics and that it is implemented and properly monitored. Communication of the ethical values of an organisation to all employees, followed by appropriate training, will ensure that the employees espouse the ethical culture of the organisation. An ethical culture will help an organisation makes better and consistent decision in case of dilemmas. Business ethics starts where the law ends and it is about the grey areas of business where values are in conflict. 

Ethical behaviour is assuming a significant importance in business world. Kings III report on corporate governance of South Africa started with ethics and this has demonstrated the importance of ethics in business. Stakeholders are becoming very much aware of the benefits of ethical behaviour in general, and its benefits in terms of enhanced credibility and hence increased business in particular. 
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