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ABSTRACT

Corporate governance is the cornerstone for the organization, when it comes to effective internal control
systems by modern organizations. Over the last 20 years, several business giants have collapsed under
the weight of illegalities and frauds, such as Enron, WorldCom, Guinness, Maxwell Group, Barings Bank,
etc. The impact of the failure of these organizations on the economies in which they were operating was
particularly significant and had a negative impact on those directly or indirectly associated with them.
The shareholders, as well as all stakeholders such as suppliers, customers, creditors, employees, and
governments of the countries where the above organizations were active, were adversely affected. The
failure of the organizations was attributed to the inadequacy of their boards and the lack of organized
and effective control mechanisms by their management.

CORPORATE GOVERNANCE
1.1 Introduction to Corporate Governance

Corporate Governance is the cornerstone for the organization, when it comes to effective Internal Control
systems by modern organizations. Over the last twenty years several business giants have collapsed under
the weight of illegalities and frauds, such as Enron, WorldCom, Guiness, Maxwell Group, Barings Bank,
etc. The impact of the failure of these organizations on the economies in which they were operating was
particularly significant and had a negative impact on those directly or indirectly associated with them.
The shareholders, as well as all stakeholders such as suppliers, customers, creditors, employees and
governments of the countries where the above organizations were active, were adversely affected. The
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failure of the organizations was attributed to the inadequacy of their Boards and the lack of organized
and effective control mechanisms by their management.

1.2 Importance of Corporate Governance

Corporate Governance System means the framework of the statutory and non-statutory rules governing
the governance of an organization. More simply, it is the system or the way with which organizations
are guided and managed.

A key element of Corporate Governance is the way the organization is governed by the competent
management teams and their impact on results. The most important reason for implementing effective
Corporate Governance practices, is the necessity of subjecting specific interests that characterize individual
stakeholder groups (eg executives, shareholders, Board of Directors, etc.) to the general interest of the
organization and of its shareholders. Corporate Governance is mainly practiced by the Board of Directors
of organizations, whose operations are restricted by those who have a direct or indirect interest in them.

It is important to separate those who are interested in the organization’s progress within it and those
outside it. The second category concerns stakeholders. Specifically within the organization the stakehold-
ers is the management, which is responsible for the Corporate Governance process and its effectiveness,
the shareholders associated with management, among other ways and through the financial statements,
while outside the organization are employees, customers, creditors, banks, public bodies etc.

The day-to-day management of the organization is in the hands of the directors appointed by it and
for whom it has delegated responsibilities. The results are submitted for approval to the shareholders at
the General Meeting.

It is important to have structures in place, as well as procedures to ensure that those concerned with
the organization are not offended by the actions or omissions of their managers. As it is the manage-
ment of corporate affairs, so does the burden of implementing sound corporate governance rules. It is
important to manage the organization in the best possible way for the benefit of the shareholders, but
also for the benefit of employees and other interested parties.

1.3 The Shareholders’ Role

By definition, shareholders have the most significant interest in the decisions of the Board of Direc-
tors. The basic right of the shareholders is to participate in the General Assembly of the shareholders
in order to receive information on the activities of the invested organizations and to ask any questions
to their directors.

Shareholders exercise their rights at the Annual General Assembly of shareholders. Each share
represents one vote and there should be no multiple voting shares. Organizations should ensure that the
rights of minority shareholders are secured by using a representative, in case they are unable to attend.

The General Assembly of shareholders approves the preparation of the financial statements as well
as the distribution of profits, following a proposal by the Board of Directors of the organization. Share-
holders of the organization should be adequately and timely informed by management for issues that
will be required to make decisions such as approval of statutes, share capital increases and issuance of
new shares, major decisions such as mergers, acquisitions, approvals and revocation of members of the
Board of Directors, etc.
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