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A survey of 438 companies reveals that in 41% of cases, the CEO is also Chairman of the Board of Directors

A significant number of publicly quoted Brazilian corporation boards still have a long way to go before they can be said to comply with best corporate governance practices.

A survey, based on IAN's (Annual Information Bulletins) for 1999, carried out by Consultant Luciano Carvalho Ventura, who specializes in shareholder representation, checked the composition of the boards of 438 publicly quoted corporations.  The survey revealed that the majority disregards recommended corporate governance rules.

Of the companies analyzed, the Board Chairman of 41% is also the CEO, contrary to the best practices code published by the IBGC (Brazilian Corporate Governance Institute). In Ventura’s opinion, it is vital to separate these two functions.  Says he, “The role of the Board of Directors is to elect, guide, monitor, and dismiss executive officers.  An individual taking on these two positions is simply monitoring his own performance“.

In another 31% of cases the CEO is a member of the Board, but is not the Chairman.  According to Ventura, “This is a controversial matter”.  The IBGC code does not cover this area.

However, in the opinion of IBGC president, Bengt Hallqvist, no executive should be a board member: “They can take part in meetings and contribute their point of view, but they should have no voting rights”, he believes.

While Hallqvist holds fast to his brief that this separation is paramount, Ventura views a CEO’s presence on a company board as salutory: Says he, “The CEO is the main information channel between management and the board”. The survey shows that, in 16% of the companies examined, the investor relations director is also a member of the Board.  Generally speaking, the reason for this is that he is also the CEO.

Ventura identified corporations that, not only disregard good corporate government practices, but are also in breach of the law.  The survey showed that executive management of 5% of the companies analyzed represents more than one-third of total Board membership.  Brazilian Corporation Law establishes that executive management presence on the Board may not exceed one-third.  The survey further revealed the presence of up to one-third of management in 72% of these companies, while the executive officers of the remaining 23% have no Board representation whatsoever. Under the IBGC best practice code, the majority of Board members should be independent professionals.

The IBGC also recommends that Boards be composed of between three and five members.  According to the survey, the Boards of 50% of the companies consist of three to five members.  Claims Ventura, “They should be bigger because the sum of their members represents greater experience”.  The number of Boards consisting of the legal minimum of three members represents 28% of those surveyed.

In 49% of the corporations surveyed, board members have a mandate of three years, the maximum period allowed under Brazilian Corporation Law.  The IBGC code merely recommends that mandates be short, i.e., from one to three years. But, according to Hallqvist, an ideal mandate lasts for one year, with the possibility of re-election or performance analysis of each member at the end of this period.

The survey also revealed information on the composition of executive management.  The conclusion reached was that 19% of the companies had two executive officers, the minimum required by law.  The majority, 42%, had three to four officers.  A further 18% had five.

As in the case of the boards of directors, in 41% of the companies executive officer mandates were for three years, the maximum allowed by law.  Ventura’s analysis of executive management alone revealed that, in 6% of the companies surveyed, all their executive officers were board members.  In other words, the entire executive management is present on the board.  Ventura comments, “This is an inadvisable course of action, because it transforms board meetings into executive management meetings”.

The Board of Directors is only one of four pillars of good corporate governance practices.  It is balanced by the shareholders, executive management, and the auditors.

In the first quarter of 2001, the IBGC will launch a new good practices code.  Its purpose is to cover matters other than the Board of Directors.

According to Hallqvist, the major points will be the relationship between majority and minority shareholders, relationship levels between the interested parties and the board, and the independence of the auditors.

The chief conclusions reached in the survey on the composition of 

Boards of Directors and of Executive Management

	_____________________________________________

Items analyzed
	Total Cos. ( in %)

	Board of Directors


	

	Minimum composition of three members
	28



	Maximum mandate of three years
	49

	Chairman is also CEO 
	41

	The CEO is a member
	72

	Investor Relations Director is a Board Member
	16

	Executive Management is not represented
	23

	Executive Management


	

	Minimum of two officers
	19

	Maximum mandate of three years
	41

	All officers are present on the Board


	6




Source: LCV Consultoria em Governança Corporativa e Representação de Acionistas –Dec/00

LCVGMART.DOC

20.12.00 (1)

