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Figure 1. Board Composition, 1950-2005
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Cadbury Report: # 5 EREFZ D= ENZDULNT

4.4. ... Non-executive directors have two particularly important
contributions to make to the governance process as a consequence of
their independence from executive responsibility....

4.5 The first is in reviewing the performance of the board and of the

executive. Non-executive directors should address this aspect of their
responsibilities

carefully and should ensure that the chairman is aware of their views....

4.6 The second is in taking the lead where potential conflicts of interest
arise. An important aspect of effective corporate governance is the
recognition that the specific interests of the executive management and
the wider interests of the company may at times diverge, for example
over takeovers, boardroom succession, or directors’ pay. Independent
non-executive directors, whose interests are less directly affected, are well-
placed to help to resolve such situations.
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= COMMISSION RECOMMENDATION of 15 February 2005 on the role
of non-executive or supervisory directors of listed companies and on
the committees of the (supervisory) board (HhSDHxREE)

= Whereas....In its Resolution of 21 April 2004....the European Parliament
called on the Commission to propose rules to eliminate and prevent
conflicts of interest....

= Non-executive or supervisory directors are recruited by companies for a
variety of purposes. Of particular importance is their role in
overseeing executive or managing directors and dealing with
situations involving conflicts of interests. It is vital to foster that
role in order to restore confidence in financial markets. Member
States should therefore be invited to adopt measures which would be
applicable to listed companies, defined as companies whose securities
are admitted to trading on a regulated market in the Community.
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European Commission: 2007 $R&E

= One of the most important objectives of the Recommendation is to promote
the presence and role of independent non-executive or supervisory

directors in the major fields of potential conflicts of interest between

management and shareholders....

= The main principles of the Recommendation subject to evaluation in this
report are the following..

©Nicholas Benes

Sufficient number of independent directors on the (supervisory) board: it is
recommended that a sufficient number of independent non-executive or
supervisory directors should be elected to the (supervisory) board of
companies to ensure that any material conflicts of interest involving directors
will be properly dealt with. Independent directors also have a role to play in
companies where a controlling shareholder may exert strong control over the
management. In such cases, conflicts of interest may arise between the majority
and minority shareholders. Independence from the controlling shareholder may be
an efficient way of alleviating such conflicts.

Creation of board committees for dealing with issues raising conflict of
interest: the Recommendation encourages the creation of homination,
remuneration and audit committees within the (supervisory) boards where these
tasks are not the direct responsibility of shareholders.

Strong presence of independent directors in board committees and clear
delineation of the role of such bodies: the Recommendation emphasises the
need for a strong presence of independent non-executive directors in board
committees.
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