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How Do We Define Corporate Governance?

IFC Methodology
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What Should be Considered?

Board Effectiveness

Board Effectiveness

Board Structure & 
Composition

Board Functions & 
Behaviors

Board Roles & Director 
Duties

 Board discussions are candid with full 
vetting of issues.

 Board challenges management effectively 
on issues.

 Board working procedures are effective 
(e.g., meeting proceedings, frequency, 
formality)

 Board conducts routine self-evaluations 
of performance

 Board offers routine training to directors

 Proper committees are in place 
(e.g., audit, remuneration, 
nomination)

 Board size is optimal
 Boards to include appropriate mix 

of executive, non-executive and 
independent directors 

 Board possesses the optimal mix 
skills

 Board’s role is clearly defined vis-à-
vis management 

 Board understands its oversight 
duties  (esp. Risk & Control) and has 
appropriate processes in place

 Directors understand duties and 
responsibilities to the company and 
shareholders



Board of Directors

Audit Risk
Other

(Nom, Remun.,etc) 

Management

Operations

Financial  & Admin Management

Risk Management

Internal Control

External

Audit
Internal 

Audit

Shareholders
Board acts as a ôPaperõ boardComposed of family & insiders

No clear division btwnBoard & Mgt

No or ineffective sub-committees

Informal working procedures

Uninformed board ðpoor Mgt information

Unclear on oversight role for Risk & Control

Lack of Financial & Risk ôliteracyõ

Narrow  focus on financials only

What Common Challenges Have we Observed?

Board Effectiveness
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What Should be Considered?

Management Control Environment

Management Control

Risk 
Management

Internal Control

Compliance

Internal AuditExternal Audit

Planning & 
Monitoring

Board Oversight

Information & 
Communication



What Should be Considered?

Management Control Environment

Management Control Environment

 Risk managementŦǊŀƳŜǿƻǊƪκǎǘǊǳŎǘǳǊŜ ǿƻǊƪƛƴƎ ŜŦŦŜŎǘƛǾŜƭȅ ǿƛǘƘ ŀƳǇƭŜ Ψwƛǎƪ 5ƛŀƭƻƎǳŜΩ

 Internal control framework is structured, formal, risk-based, and established and 
working effectively

 Internal audit has broad mandate(not just financials) and reports independently to the 
Board

 External auditor is independent, reputable, and conducts no other advisory services

 Business planning and monitoring functions are structured, well-understood, and 
effective (e.g., strategic planning, budgeting, and performance monitoring)

 Information and communication within the organization flows adequately to support 
transparency and timely control

 There is effective compliance (internal & external) oversight in the organization. 

 Board is playing effective oversight role for the control functions.
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What Common Challenges Have we Observed? 

Management Control Environment

Risk 
Management

Internal Control

Internal Audit

External Audit

 Informal processes with poor dialogue

 Lack of action/follow-up

 BANKS:  Credit->Informal/Inconsistent; Market-> Concentrated/Not monitored; 

Operational-> Reactive

Not formally designed/documented

Not Risk-Based and only focuses on financial processes

Over reliance on technology ðfalse sense of security

Not fully independent; does not report directly to the Board

Internal audit program not risk-based 

Only focuses on financial processes

Not always independent

Provision of non-audit services 

Audit not addressing internal controls
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What has been the Impact?
Testimonies from recent clients

Investors

ά²Ŝ ŎƻƴǎƛŘŜǊ ǘƘƛǎ ǘƻ ōŜ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ŦŀŎǘƻǊ ƛƴ ƻǳǊ ƛƴǾŜǎǘƳŜƴǘ ŘŜŎƛǎƛƻƴǎΦ  Lƴ ŀ recent exit, we 
experienced firsthand the strong premium [40%] this can bring.  But unfortunately, we are still 
seeing more bad practices than good ςespecially with family companies that have dominated 
boards and poor transparency.   There is a lot of value these companies could realize with 
ƛƳǇǊƻǾŜŘ ƎƻǾŜǊƴŀƴŎŜΦέ  - Private Equity Manager, Dubai 

ά/D ƛǎ ŀ ŎƻǊŜ ŎƻƳǇƻƴŜƴǘ ƻŦ ƻǳǊ value creation strategy.   We generally target early stage SMEs , 
with the goal of increasing revenue five-fold in two years.  About 20% to 30% of that value 
ŎǊŜŀǘƛƻƴ ƛǎ ŦǊƻƳ ƛƳǇǊƻǾŜŘ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜΦέ ςPrivate Equity Manager, Jordan

Companies

ά²Ŝ ƘŀŘ ƻƴŜ ƴŜǿ ƛƴǾŜǎǘƻǊ ǘŜƭƭ ǳǎ ǘƘŀǘ ǘƘŜ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ŎƘŀƴƎŜǎ ǘƘŀǘ ǿŜ ƘŀǾŜ ƳŀŘŜ 
played a major factor in their investment decision.  Specifically, he noted the changes that we 
made at the board level and our efforts to prepare the company for its second generation of 
ƭŜŀŘŜǊǎƘƛǇΦάςEducation Sector Company, Egypt

ά²Ŝ ƴƻǿ ƘŀǾŜ ōŀƴƪǎ ǊǳƴƴƛƴƎ ŀŦǘŜǊ ǳǎΦ  ¢ƘŜȅ ƘŀǾŜ ƴƻǘƛŎŜŘ ǘƘŜ ƎƻǾŜǊƴŀƴŎŜ ŎƘŀƴƎŜǎ ŀƴŘ ƛǘ Ƙŀǎ 
ƎǊŜŀǘƭȅ ŀƛŘŜŘ ƻǳǊ ŀŎŎŜǎǎ ǘƻ ŎǊŜŘƛǘΦέ ςManufacturing Sector Company, Lebanon
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Thank You.

crazook@ifc.org


