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Welcoming Speech

Dear Director General of ANRT (National Agency fothe Regulation of
Telecommunications)

Dear Director of INPT

Dear President of Ethics and Good Governance, CQGEM General Confederation of
Moroccan Companies)

Dear Director for Strategy and Development, Centvadhority for Corruption Prevention,
Morocco

Dear participant

Ladies and Gentleman,

In the beginning | would like on behalf of the angaation committee, to take this opportunity
to welcome all the participants, and | would likethank the INPT Management, especially
Pr. Chefchaouni for his support and his help tot hbs conference in the INPT. We are
grateful that so many of you have travelled faR#&bat to join us here in this conference.

It is a real pleasure for me to take part in theknaf the conference organized jointly by
CIEMS and the De Montforth University on the the@mbal Governance: the raising of
awareness. This conference comes at a time whegavernance in Morocco is receiving
increasing attention in the public and private ardn addition, this conference is taking place
in a context marked by the recent establishmenh®fadoption of the new constitution and
election of the new government.

Let me come back just for short while to definitohGovernance. Governance is a dynamic
connotation which according to the Oxford Advantedrner’s Dictionary means, the way in
which a country is governed (Wehmeier, 2000). Synalt, governance means the activities
or process of managing public affairs. Governarscéghus a qualitative expression and a
normative concept.

Today the concept of good governance is gradualggoseen as a panacea to developing
countries. In most cases, governance failure has bearked as the prime hindrance towards
development. Governance, therefore, relates tontbehanism, structure and process that
guide political and socio-economic relationshigafountry.

It is a holistic approach comprising of three internected spheres of government: political,
economic and administrative. The Moroccan goverrimarst develop thought out model of
governance, which keeps track of the evolution ieeknt model of governance; take into
account these three interconnected spheres. Therrgoent should attempt to get rid the
country of corruption, so we will enlarge thosemaluring the conference.

With the collapse of Enron and Arthur Andersenha USA and similar disasters in the UK
governance has become increasingly important.natemal organizations have become very
concerned about governance issues. For examplejnteeational Monetary Fund has
demanded that governance improvements be includéad debt relief program. In 1999, the
Organization of Economic Cooperation and Develogm@&ECD) issued its influential
OECD Principles of Corporate Governance, intendedgdsist member and non-member
countries in their efforts to assess and improve lggal, institutional and regulatory
framework for better corporate governance. In aaoldjtprivate firms such as Standard &
Poor (S&P) and McKinsey are also calling for swagpieforms of governance practices.



Ladies and Gentlemen,

The two days of work at this conference will begive process of sharing good policy
evaluation practices. They should help forge aeshaision of assessment and will participate
in the dissemination of a culture that is incregsinmposed on all public decision-makers,
enhancing the quality of the information dissemadab citizens.

The comparison of experiences and dialogue thatwihlengage in at this conference will
enable us, | hope, to identify avenues for reinfagyour abilities and our mechanisms in the
area of evaluation.

Ladies and Gentlemen,

We hope that the conference will be worthwhile @&, and we wish you have nice and
instructive days.

Thank you for your attention.
Dr. Mourad Oubrich, Conference Chair OGC 2012



What is Organisational Governance ? : An exploratia of concepts and
terminology

Suan Gulliver, Independent Academic, UK
Corresponding author: luckofthewind@gmail.com

1. Introduction

1.1 : A linguistic approach to getting 7 billionugl (7,000,000,000 +) people organised within
a democratic social network. Isn’t this what we effectively trying to achieve? Can we do
it? Will it work?

1.2 : The lack of precision in language makes ausision on the interpretation of the term
“Organisational Governance” necessary. Here, Osgdional Governance is discussed in
isolation as if it were a separate field of studytually, the issues are studied in other
academic fields as well, such as sociology, psymhgl human behavioural studies,
philosophy, ethics, business studies and otherb wegich field of study having its own
particular viewpoint. Each of these fields alsc hitgs own terminology for the different
aspects of human behaviour that relate to Orgaomsdt Governance in some way, each
dividing the concepts up to suit their own partgupoint of view. The overlaps and gaps
between all these terms leads to a lack of langsaffeciently precise to describe the issues
of Organisational Governance in a way that leavesgaps. Since it is crucial for the
effectiveness of this work that there are no gapbé fundamental framework the creation of
some new words that belong entirely to the fieldoflanisational Governance is necessary.
In particular, the new words are created in ordemtake a robust and complete macro level
classification framework. This complete and simipéenework can be used later to assist in
the reconciliation of the terminology from thesdated academic fields to create a more
complete bigger picture.

1.3: Macro Management

This “big picture” macro viewpoint can easily leadfeelings of dismay as the awesome scale
of the problems we face comes into view. Flip dugh and solutions at this macro level can
be conceived pretty easily, at least in theorytiRgithem into practice is a different matter
altogether but let’s at least imagine how we mggitourselves organised. There are, after all,
more than 7 billion people available to help makeappen. We have already made many
fantastic innovations over the centuries, resolprmplems that at the time they arose seemed
impossible to solve. Take starvation in Europe gfcample, at the time a horrific scourge but
successfully eradicated by the potato, as lonpeasrop did not fail. Our problems nowadays
are that much more immense but we do have our rlattggn ever before, collective,
accumulated know-how and the tools we have desigretl developed, which are also
without precedent in their potential to help usveobur problems, especially our recent
innovations in worldwide communication. Whether stheare sufficient to resolve the
problems we are ourselves creating, as well agthagiral events that are not of our making,
is for the future to reveal. We can only try tomage ourselves to our very best ability and
this means using all our skills, our resources@mdresourcefulness.



2 . Organisational Governance

2.1: Organisational Governance, a mysterious teademnup from two mysterious words, each
defined by each person who uses them in their ogrsgmal way. Many or perhaps most
people do not use these two words, do not haveiewhat they mean and are even more
baffled by the two put together. Their most likegnotive response would be a negative
feeling, perhaps linked to their imperfect underdiag that organisational means less
freedom, doing less of what you want to do when waunt, that is some type of discipline,
whilst governance perhaps thought to be to do W#timg made do things you don’t want to
do or stopping you doing those things you do byething or somebody. Change the words
to Global Governance and you will probably obseaneeven stronger negative emotional
response relating to the misconception that thimtss to creating a single global government
body or organisation. The historical human exp&eeof bureaucratic, costly and ineffective
attempts to impose centralised control over laggufations would lead most to have no faith
at all in the possibility of solutions emergingritca central world government. Fortunately,
we know that nothing is further from our minds (dave?).

2.2 : For others Organisational Governance is @eclphrase of double entendre, or perhaps
multiple entendre, that allows each to feel inctlide its meaning even though our personal
definition may be any of a number of possible iptetations. This characteristic of the phrase
Organisational Governance that it has many possitdanings and shades of meaning, has
the advantage of including a diversity of differaméws around a general theme. For this
reason a rich mix of people are attracted to tHete The disadvantage of the term is this
same characteristic, that it makes it difficulpioa down exactly what is meant and what is the
ultimate goal. How can we know if we are makinggress towards or indeed have reached
our goal if we are not clear what it is?

3 : Defining Organisational: meaning relating to oganisations

3.1: In its most specific use the term "organisadl” has been adopted to replace the term
“corporate”. The term “corporate” has been devetbfrem the concept of “incorporation”
which is the process by which owners can set tt@mnpanies up to have and independent
existence by becoming a “body” in its own right. @xs can then limit their liabilities for the
behaviour of the company, which is in effect a hes&l body. The company then employs
directors to govern it and act as its mind and souh way. This process was devised to
encourage the wealthy to take on more risky prejdtan they might otherwise have done.
Trade and commerce expanded and the owners of ratigpes benefited from the easier
wealth generating conditions. Governments benefitedause the quality of life of their
citizens improved on average so they remained opalways important in democracies, and
they were at the same time able to collect moregdsom the both the corporations and the
citizens who were earning and spending more monikei. is the mechanism at the heart of
the runaway “money machine” that currently domisateost of our lives, one way or
another.

3.2 : The term corporate excludes the organisatioaisare set up by governments using the
taxes that they are collecting. These organisati@mnmonly called “not for profit”
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organisations and have a wide range of purposesphwhich are to do with making money,
but are instead about maintaining a socially staitfieation in balance with the corporate
sector. The not for profit sector matches the a@e sector, more or less, in many countries
in terms of numbers of people employed. These asgtons are also run be managers on
behalf or their owners, effectively taxpayers. Ehare also various other types of not for
profit organisations outside the government sector.

3.3: Also excluded by the term corporate but inethdinder organisational are other profit
focussed organisations that are not incorporategdhinclude the privately owned
companies, partnerships and perhaps even solerdraso work within organised

frameworks set up by government even though thek walependently.

3.4 : The term organisational includes all typesomganisations, whoever owns them and

whatever their primary purpose. Its scope is f@&atgr than the term corporate and this is
necessary because it is not only the corporaterst@n is the cause of impacts on the planet
and on people but also other types of organisation&ct all organisations. It is essential to

manage the total impact caused by all organisanohgust the corporate sector.

4 : Defining organisational: meaning a type of huran behaviour
4.1 Expanding to organisational human behaviour

The term organisation has so far been used inadtanwnly understood meaning as a
description for any group of people that has joitegkether for a common purpose. Using
the word organisation in this way implies that angations are clearly defined entities but
this is not necessarily a robust assumption argdidleia is explored further below. In any case
there is a need to govern all human behaviour nst the behaviour of people in
organisations so the border between organisatibnalan behaviour and all other human
behaviour needs clarification.

4.2 In its most generic form organisational migigan anything to do with organisation in
general, that is, getting organised, as well agshamy to do with organisations, meaning
organised groups of people with a specific purpddes double entendre of the word
organisation, which makes it relate equally toliebaviour of an individual person as well as
to the behaviour of groups of people, opens théertman understanding of the link between
people as individuals and people in groups. Huntaaperate with other humans to achieve
objectives that they are unable to achieve on thwim as individuals. This is the essential
social behaviour that characterises all human$fioligh there may be some rare exceptions to
this general rule and the humanity of any such |geaho never cooperate is not challenged,
social behaviour is probably essential to the sahvdf each and all of us. In fact, it could be
said that it is our social behaviour has made uh susuccessful species that our own survival
is now under threat from the consequences of our savecess.

4.3 It is a prerequisite of any social behaviobatta person has a certain degree of
organisation. Conventions constrain the individdahiting their choice to “appropriate

behaviour”, that is behaviour appropriate to alline social interaction to take place. Some
of what is and is not appropriate is innate, deteech by genetic make up but much is
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learned. People start to learn to limit, adjusgovern their behaviour from the day they are
born, usually taught by their mother or if not, their mother substitute. This process of
getting organised continues through all the stagefildhood, and indeed life, to a greater or
lesser extent depending on the individuals pergwegerence for being organised or not.
Each individual person has their own distinct mix genetic and learned organisational
behaviour. Not only that, any individual may engagedifferent types of organisational
behaviour at different times and for different pases.

5 : Four organisational modes

5.1: Here all organisational behaviour will be sified into four modes which are:
organisationalistic; cooperativistic; individuaiistanti-social. In order to ensure a complete
framework, all organisational human behaviour &ssified in one or other of the four modes,
no exceptions. The modes may be further sub-dividéa sub-classifications. The table
below lays out a simple framework that can be &pgphat macro level to all disciplines and
fields of study that relate in any way to Organmadl Governance. This is necessary in order
to be able to link the understanding of the behaviaf individuals with the behaviour of
groups of people, or populations, defined not dordygeography but also by their behavioural
associations. In this way the problem of managimgcombined human behaviour of us all
can be broken down into manageable portions wighaiim of looking for and finding new
ways to manage ourselves better.

5.2 The use of just four modes of classificatioavides a simple and robust framework for
all types of analysis for both individual organieatl behaviour and the behaviour of groups
of people in organisations. It is important toggrdhat both individuals and organisations will
mix these modes freely. Different modes of orgarmsal behaviour will be selected for
different purposes and at different times. Not othlgt, at any one time and for any one
purpose the modes may be mixed in any differepqumtons depending on the choices made
by the person or people involved. This is what rsaltes four mode framework not only
simple and robust but also flexible. It can be mgpto any number of people from one to all
people on the planet. It can be used to help stalenl any observed organisational behaviour
whatever its complexity of characteristics.

Table: Four modes of organisational human behaviou

DESTRUCTIVE CONSTRUCTIVE
Anti-social Individualistic Cooperativistic Organisationalistic behaviour
behaviour behaviour behaviour
Characteristics Opposes some or a|l Working alone Social groups Employment
social organisation | Living alone Payment
passively or actively Management

Leading/directing
Contracting

Example Terrorist activity Sole Trader Families Medium and big business sectpr
Anarchistic Craftsman Villages (all products and services)
behaviour Artist Close living Government sector (all levels)

Creative workers | Small business secto
Small investors in big
business
Consumers




Organisational None Autonomous Social Hierarchical
Style Independent Network Systematic
Governance None Self-governing Democratic Varies depending on leadership
style style
Roles Self appointed Multiplicity of Discussion Separation of roles
roles Voting Leadership
Compromising Followership
Agreeing
Committing
Participating
Power Feels dis- Sole power over | Shared power Internally - unequal power
implications empowered all decisions Individual power distribution, often determined
often depends on by money (A few people with
charisma and personal extra, most with restricted
character power) Externally - combined
effect an extraordinary level of
power due to scale

6 : Four Organisational Modes

6.1 : Organisationalistic

Organisationalistic behaviour is defined by theaidbat there are contracts between the
individual and the organisation, which limit thghts of each person and define the role they
will play in the group. There are different rolexluding owners, managers and workers.
Workers and managers are usually compensated dolois of democratic rights by being
paid money. Each person agrees to give up the ipafstine primary purpose of survival for
an agreed number of hours each day in order to wom&ther towards some other purpose.
Individuals make this choice because their persprefierence is to earn money for buying
goods and services in the belief that the oveesllilt is a better quality of life. Owners have
a different role and may be pursuing any of a watege of purposes. As it is the owners that
provide the set up money, or capital, they will @y& have an interest in the financial aspects
of the organisation, even though this may be badrgainst other purposes. All these roles
are part-time because each person must also purdivedualistic purposes for some of the
time every day, in order to survive.

6.2 : Cooperativistic

Cooperativistic organisations are perhaps the twedicle of democracy. They are
characterised by freely associating members whoudss and come to agreement about
desirable behavior.The opportunities of the recetévelopments in electronic
communications have opened up a revolution in howperativistic groups operate and
function, particularly allowing massive cooperaiiic groups to develop, previously
impossible without such a cheap and widespread sneoommunication as the internet. It
is in the area of cooperativistic organisationg the should look to find new possibilities for
organising ourselves effectively.
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6.3 : Individualistic

All people engage in individualistic behaviour. iWidualistic behaviour is innate, with

human babies naturally selfish and self-seekinggbatiually learning skills of manipulation

to achieve their purposes. Only with satisfactorgtimering will the infant start to learn to
share, when the experience of receiving is reveaseldgiving begins, either for self-gain in a
form of trading or for the desire to give pleasuWithout this early formation the individual

will probably develop a high level of self-reliandeading to a lifetime preference for
individualistic behaviour. Many, perhaps mostpge fall into this group with many people
working individualistically which allows them theast creative freedom to work in their own
preferred way. This type of micro organisatiorguh, fails to provide any mechanism for
managing the macro picture so there is a need doperativistic organisation of the
combined effects of such organisations.

6.4 : Anti-social human behaviour has a destrugbivgpose and may be genetic or learned.
Certainly it can be fostered. Some people, distjkihe results of the existing governance
mechanisms, feeling disempowered to change thnogs Within the existing social structures
resort to destructive behaviour that has the aiclisstiption and disorganisation. Perhaps this
is not a true mode of organisational human behawegcause, although the motive may be
disorganisation the means by which the disruptisnachieved requires a degree of
organisation and this may be through any of theeahother modes. For example: an
individualistic approach to disorganisation mayabene person making and using a bomb; a
cooperativistic approach to disorganisation migle & gang causing vandalism; an
organisationalistic approach to disorganisationhhige a world wide terrorist organisation.
Perhaps anti-social human behaviour is actually-governance human behaviour. This
issue highlights the links between organising aoekgning and the close association between
these two aspects of human behaviour. Despite lthguistic ambiguity, destructive
behaviour, whether it is anti-social, anti-orgahe@al or anti-governance is treated as a
distinct mode of organisational human behaviourasse from the other three constructive
modes.

7 : Government or Governance

7.1 : Governance is not a word in general use bstmpeople. Government though is a word
in common use familiar to us all and for this reasden the word governance is used it is
likely to evoke connotations of government anditllassociations. There is a clear link
between these two words, governance and governmedttheir concepts, but they are not
equivalent nor are they always interchangeableinduistic approach to investigating these
issues can give insights into new approaches toergance and how organisational
governance might be improved.

7.2 : Government is a noun and can mean the o#msthat is governing a country. When
the phrase “the government” is used this is uswaliigt is meant, though the ambiguity of the
word and its flexibility in use make it difficultot make definitive generalisations. It is
possible that instead of describing the organisatibe phrase is being used to describe the
results of what the organisation is doing ratheanththe organisation itself. When
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“government” is used to mean the results of theoastof government, governing, the word

governance can be used in its place. Examples: gbkiernment (the governing organisation
of the country) is weak; weak government (govereqrover many decades has lead to the
problems; weak government has lead to the probl@mbiguous — could mean either the

governing organisation of the country or governance

7.3 : All organisations need governing (verb), ovgnance (noun), and even individuals
need good self-governance by governing themselVége phrase “governing body” means
the group of people governing any organisation, tml could also be applied to countries.
The word “governance” means the results of theviagtiof governing, whatever the
organisation that is being governed, including d¢oes.These choices are linguistically
unambiguous and therefore preferable to the woxemmnent, which is best avoided for our
purposes because of its ambiguity.

7.4 : So far the discussion of governance haseetliat the English Language in common use
and its weaknesses in this area. This issue @atrior academics. First, its important for
agreement to be reached in what is appropriate bigaious terminology for any field of
research. This will provide a sound language lier researchers and academics in the field.
Second, it is important that academics try to nthké work as jargon free as possible so that
is accessible to the widest possible readershipy @nthis way can their work be applied
usefully in society. In our particular field, Orgsational Governance, there is linguistic
tightrope that we must successfully negotiate ifame to implement the great solutions that
we work so hard to develop.

8 : Governance: the results of governing

8.1 : What is governing? According to Wiktionatyis the present participle of the verb to
govern. It has a number of meanings: to makeaaimlinister the public policy and affairs
of; to exercise sovereign authority in; to contiteé actions or behaviour of; to keep under
control; to restrain; to exercise a deciding ored®ining influence on; to control the speed,
flow etc. of; to regulate; to exercise politicaltlaority; to run a government; to have or
exercise a determining influence; to require thaedain preposition, grammatical case, etc.
be used with a word; sometimes used synonymoudly edllocate. Related terms include:
government; governance; governor; governess (/katpwiktionary.org/wiki/govern 5 June
2012)

8.2 : Not all of these fit neatly with the term @mgsational Governance being used with
respect to this field of academic research. lstergly, governing also relates to machines
and language as well as to the behaviour of pedplgovernor for example, is “Governor: A
device, which regulates or controls some actiom ohachine through automatic feedback”
(http//en.wiktionary.org) as well as also beingeason who governs.

8.3 : Regulate produces a simpler list of defim$éio to dictate policy; to control or direct
according to rule, principle, or law; to adjust @oparticular specification or requirement:
regulate temperature; to adjust (a mechanismadourate and proper functioning; to put or
maintain in order; to regulate one's eating hahitip//en.wiktionary.org).
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8.4 : The introduction of the word “adjusting” iseful with respect to human behaviour.
Perhaps governing is doing whatever it takes tastdpuman behaviour from its current
habits to a new and better pattern of behaviounis @efinition is neutral in that there is no
idea that force is applied to achieve the desigjdsément or change. In some cases force
may be needed, but the aim of adjusting behavigutdmocratic process and the cooperative
choices of individuals fits with the ethos thatealkdy underwrites the free world, democracy.
Perhaps governance means “the results of mechamtamsing adjustment”, if so then
organisational governance could mean “the restilteechanisms causing the adjustment of
organisational human behaviour”.

9 . Complete network of organisational governance echanisms.

9.1 A complete network of "mechanisms capable djusting all types of organisational
human behaviour”, or "organisational governancechamisms”, is needed if we are to
manage ourselves effectively. Any improvement ia #xisting network of organisational
governance mechanisms will enable us to manageeloass better. This could mean
additional organisational governance mechanismglug gaps in the existing network. It
could mean improving the effectiveness of orgaiosal governance mechanisms already in
existence. Both of these propositions would leadome people being restricted from their
current activities, reducing some of the freedomceitain individuals from their current
levels. This will lead to resistance and confli&ven those of us who have the most freedom
are not completely free. We are all constrainedjaverned to some extent. The main issue
is the process of change from more to less freeddhe aim is that this change is achieved
cooperatively and democratically as far as posdiolethere is a need to prepare for some
stiff opposition.

9.2 :What is absolutely clear is the existing netwaf organisational governance mechanisms
is woefully inadequate to effectively adjust alganisational human behaviour to behaviour
that is not harmful to others or the planet. Téa&sons for this must be understood if there is
to be improvement. What is the existing networloafanisational governance mechanisms?
Since we are taking the broadest possible defmitidd organisational governance, the
broadest possible view must be taken to identify mm@chanisms that might be, or might,
contribute to the adjustment of any and all humaoisational behaviour.

9.3 : Some examples of organisational governanadhamesms that are currently in existence
include: laws and the legal system set out andiradier and enforce legal behaviour ;

money or the lack of it restricts choices and behay education, both parental and schools,
teach and enforce appropriate behaviour and itsslithrough building culture ; peer pressure
and the need for an appropriate public personat llmhaviour through access to and
publication of information; other.

9.4 : The existing network of organisational gowre mechanism is diverse and far-
reaching. It has come about through the historgrgénisational human behaviour stretching
back into the mists of the past. There was no f@anake a complete network but a reactive
process throughout history to provide solutionsiider to be organised. The full extent and
complexity of interaction of all the component maaisms of the whole network can only
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begin to be glimpsed at this stage in the developroeOrganisational Governance as a body
of research. There promises to plenty of surpréde=ad, and discoveries of new democratic
and cooperative ways to achieve better solutiom®tb old and new problems.

10 : The need for a rich mix of organisational gou@ance mechanisms

10.1 : Getting organised through organisationabl&ur reduces the need for adjustments to
behaviour, that is, it reduces the need for gowgrmntervention or governance. In effect,
organised is inversely related to governance. Tleenorganised the behaviour the less
governing or adjusting behaviour needed and vicesaveThe less organised the more
adjustments or governance is needed to raise Yieé dé organisation. Organisational human
behaviour might be defined as behaviour that ldads person becoming organised, that is
behaviour that is rational and leads a person tonbee able to efficiently and effectively
achieve any given purpose. The more organised sopas the more of their purposes they
can achieve.

10.2 : The primary purpose of all humans is to isgvmeaning to ensure a supply of clean
air, clean water for drinking, sufficient nutritisdood, hygienic solutions for body care, a
safe and comfortable place to rest and sleep. @mse have been secured for the day, other
purposes will be pursued. Human purposes are padirsough effort that might be
undertaken individualistically, cooperativistically organisationalistically, or any mix of the
three, depending on the opportunity and persorefepgnces of the individual person. The
amount of adjustment or governance needed is detedmnthen, at least in part, by the level
of organisation or disorganisation of a personaugror people. There are also, though, other
factors that will affect not only the amount of gonance required to achieve a satisfactory
level of organisation but also the type or stylggo¥ernance needed to effectively adjust the
target human behaviour.

10.3 : Four modes of organisational human behavimwe been identified to help make

things simpler. These are macro level classificetithat group every, and all aspects of
human organisational behaviour under just four mod@ach one of these modes has very
different characteristics and these differenceshmplications for the choice of appropriate

style and type of governance. If we define orgdmsal in its widest possible sense of

organisational human behaviour we will have to @&lsnsider governance its widest possible
form, matching appropriate types and styles of guaece mechanisms to all of the myriad

aspects of organisational human behaviour in amphof solutions. There are many factors

that will determine exactly what type and style arfjanisational governance mechanism
might be effective in any given situation.

11 : Appropriate mix of organisational governancanechanisms

11.1 : The aim then is develop a rich mix of orgatiopnal governance mechanisms to
provide a complete and effective network to govalinorganisational human behaviour.
Over time the hope is that the need for ever mockehkeetter governance will reduce as better
organisation increasingly emerges from better dasgaional human behaviour. A “virtuous
upward spiral” of better governance leading to dretbrganisation could emerge. This
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positive, uplifting force for improvement must caeract the “vicious downward spiral” that
we are all currently witnessing, as our living ctiahs deteriorate around us on all sides. A
huge effort though is needed to initiate such #&uwirs spiral against the existing backdrop
and build enough momentum to overcome the oppogavgnward forces. Much is being
done. Is it enough? What more can be done? Claa done quickly enough? How long
before the uplifting force is sufficient to overcerthe rate of decline and things can begin to
improve? Linking information about these initias/together effectively is the only way to
answer these questions.

11.2 : How can such a network be made? The gjaptint is to investigate the state of the
existing network of organisational governance mawgms around the world. Law, money,
information and education have been already idedtifas organisational governance
mechanisms, governors, of human behaviour. Whwdrajovernors are there? Which are
working well? Where are the gaps? How can theyileel? What is not working well?
What can be done to improve things? At the same,twork on new methods of governance
that perhaps exploit our unique electronic infolioratresources and the tools that we have.
This field offers exciting new possibilities in tiaeea of cooperativistic governing bodies that
might be able to make an impact in new areas, edpjedn the area of governing
organisationalistic enterprises, which are cleariyiajor cause of problems, but also in other

11.3 : Organisational human behaviour throughoetwtlorld manifests itself in a myriad of
ways. For any given situation the appropriate ofiorganisational governance mechanisms
will depend on the characteristics of the targgaarsational human behaviour. Examples of
variable characteristics include: the degree ofaoigation from disorganised to highly
organised, systematic and disciplined; the purpdslee enterprise from usefully constructive
to destructive ; the mode of human organisationghaliour, organisationalistic,
cooperativistic, individualistic, anti-social; seabr number of people involved; other. More
research is needed here to build a deep undemstpatiorganisational governance and how it
might be improved.

12 : Conclusion

12.1 : All organisational human behaviour is clfsdi at the macro level into just four
“modes” for the sake of completeness and simplicifpe first three modes of organisational
human behaviour, anti-social, individualistic ammbperativistic need effective governance
but it is the fourth mode, organisationalistic eptises that are able to grow to enormous size
and function effectively around the globe with massmpact. It is very difficult to adjust
the behaviour of, or govern, organisationalistitegorises effectively for many reasons. One
of these is that there are many participants ahdfahese participants are only engaged in
this type of enterprise on a part-time basis. Thso because all people must spend a certain
amount of time in individualistic and cooperatiigsbehaviour, for example by looking after
themselves and their families. This part-time ratir organisationalists makes it difficult to
identify specific individuals responsible for andldhthem to account for any particular aspect
of the behaviour of an organisationalistic entesgrilt is the understanding that is impossible
to separate all type of enterprises from the pdjula from which they arise, because the
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people involved are the same that holds the keyth@wr best possible management.
Understanding the part-time nature of organisatisti@ behaviour is crucial to developing
effective means of governing, or adjusting it, wheeeded, in order to achieve better
organisational governance over all.

12.2 : The phrase Organisational Governance hasgeed of mystery about it, with many
shades of meaning making it useful for a wide ranfgurposes but perhaps less than
effective at transmitting any particular specifioncept or idea. This may be because the
language in common use around the theme of Orgamsh Governance is imprecise and
often ambiguous in the way that is used relatinghte subject. It may be though, that the
issues themselves are difficult to define preciseith the borders between different concepts
unclear, fading from one to the other with no cleair off point. This is a common problem
in social science, perhaps in all science, with rjamgon and terminology developing
alongside new concepts and theory in order to eradanguage for the deepening levels of
understanding. The result of this article is togm®e that a core set of terminology for
Organisational Governance is developed throughudson with the aim of coming to an
agreement about exactly what each term actuallynmed his common agreement will help
ensure that the body of work that we jointly proglwver the coming years is coherent and
builds into a bigger picture that will produce theximum benefit to society.

| cordially invite anyone to challenge any of thhatements and conclusions that | have made
in this article. A thorough discussion leadingatocore set of agreed terminology in the field
of Organisational Governance is truly needed.

The terms “cooperativistic” and “organisationatistare the copyright of Suan Gulliver 2012.
Please use these two words freely, if you find thisetul, whilst acknowledging their source.
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Appendix 1
Wiktionary is the free on-line dictionary providatbngside Wikipedia.
From Wikipedia founder Jimmy Wales

Google might have close to a million servers. Yahas something like 13,000 staff. We
have 679 servers and around 100 staff. Wikipeslithe #5 site on the web and serves 470
million different people every month — with billienof page views. Commerce is fine.
Advertising is not evil. But it doesn't belong helot in Wikipedia. Wikipedia is something
special. It is like a library or a public parkidtlike a temple for the mind. It is a place we can
all go to think, to learn, to share our knowledgéhwthers.

When | founded Wikipedia, | could have made it iatfor-profit company with advertising
banners, but | decided to do something differerd:Ww& worked hard over the years to keep it
lean and tight. We fulfill our mission, and leavaste to others. If everyone reading this
donated £5, we would only have to fundraise for d&g a year. But not everyone can or will
donate. And that's fine. Each year just enough lpesgride to give.

This year, please consider making a donation o££8, £15 or whatever you can to protect
and sustain Wikipedia.

Thanks,
Jimmy Wales

Wikipedia Founder
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Appendix 2 : Possible Definitions of OrganisatibBavernance Terms

Organisational

Relating to organisation

Organisational human
behaviour

getting organised, behaviour leading to organisatio
work related behavior

behaviour that is
planned to contribute
towards a purpose
and is not reactive,
random or
spontaneous

Human behaviour

all human behaviour including baih-organisational
and organisational human behaviour

Organised

ordered, prepared for a purpose

not natural, random

Organisation (i)

the results of organisational vénar

organisation/s (ii)

a group of people working tdgettowards a
particular purpose

not recommended

due to ambiguity —
use “organisational
enterprise” instead

Organisational enterpris|

e an individual or groupebple working together
towards a specific purpose

Governance

the results of governing

Government (i)

the results of governing

not recomaes
due to ambiguity —
use “governance”
instead

Government (ii)

the group of people responsiblegfmverning a nation
or country

due to ambiguity —
use the phrases
“national
government” or
“national governing
body” instead

Governing body

a group of people responsible fgrlémenting
governance mechanisms for adjusting the human
behaviour for an enterprise, nation or country

Governance mechanism

anything, any system, anywlmhahat leads to the
adjustment of an action or behaviour of a humaa o
machine

Organisational

the results of governing organisatiduman behavio
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governance

Organisational actions, systems, rules, regulations, enforcement
governance mechanismygrocesses, anything that leads the adjustment of
organisational human behaviour

19




Appendix 3 : Possible definitions of terms reigtio the four organisational modes

Organisational
Modes (OM)

the type of organisational human behaviour leatngesults, changes, effects
or impact on people or the planet

anti-social mode

organisational human behaviourtha the purpose of disrupting or
disorganising the organisational activities of oshe

individualistic mode

organisational human behavithat is carried out in isolation by an individug

cooperativistic mode

organisational human behawioatis carried out by groups of people worki
together cooperatively

organisationalistic
mode

organisational human behaviour that is carriedogugroups of people who
contract or promise to behave in a restricted wdylfil pre-determined roles
within the group

anti-social enterprise

an individual or group of people putting in efftotdisrupt the achievement of|
the purposes of others

individualistic an individual putting in effort to achieve their oywurposes
enterprise

cooperativistic a group of people putting in effort to achieve gread purpose
enterprise

organisationalistic
enterprise

a group of people putting in effort to achieve plepose of the owners of the
enterprise

Organisational
Governance (OG)
sectors

the new OG sectors divide up the results of ogtitinal human behaviour irj
a different way than the traditional sectors whach: corporate sector,
government sector, not-for-profit sector, small amellium business sector,
clubs, other. Traditional sectors are defined ljrtfinancial purpose. OG
sectors are defined by their Organisational Mod&O

individualistic sector

the collective impact of altividualistic enterprise

cooperativistic sector

the collective impact of@lbperativistic enterprise

organisationalistic
sector

the collective impact of all organisationalistidenprise

anti-social sector

the collective impact of altieaocial enterprise
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Abstract

Does the traffic generated by websites of firmsaignything to stock market participants?
Does higher web-traffic translate into availabildy more information and therefore lower
agency problems? And if answers to above ques@nasn affirmative, does higher web-
traffic traffic translate into better firm performee? This paper aims to answer these
guestions by documenting a positive relationshipvben the extent of web-traffic and firm
performance in the MENA region during the 2010. ®Wegue that higher web-traffic lowers
the agency problems in firms by disseminating miof@mation to stock market participants.
Consequently, lower agency problems translatebetter performance. Furthermore, we also
show that agency reducing role of web-traffic isrengronounced in regimes where
information environment is already bad. For examplg results show stronger impact of
web-traffic on firm performance in civil law courgs, firms with concentrated ownership,
and firms with more intangible assets. All of thgseups are characterized by higher agency
problems. Our results, therefore, indicate that-tvatfic can play a substitute for traditional
governance mechanisms in the MENA region.

1: Introduction

Emerging markets are characterized by weak andfektefe corporate governance
mechanisms. For instance, Claessens and Fan (2@@8ment that corporate governance
mechanisms (such as takeovers and boards of dsgaoce not functioning properly and
efficiently in emerging markets. Prior literaturieosvs that presence of family control, weak
enforcement of investor protection laws, and laxplementation of anti-director rights
contribute to ineffectiveness of corporate goveceamechanisms in emerging markets. One
of the implications of weak corporate governancectmeisms is that the culture of
information disclosure could not evolve in theserkats. Prior literature documents that
managers and insiders do not disclose true infoomabout their firms in emerging markets
(Leuz et al., 2003). This results in exposing nameestors to an almost impossible task of
assessing true value of firms. Therefore, it becoimard for these investors to make any
informed decision.

This paper argues that the extent of web-traffiens such publicly available information that
can help investors, especially naive investorsmake value relevant investment decision.
Using data from the MENA region (Morocco, EgyptuBiaArabia, United Arab Emirates,
Jordan, Kuwait, and Bahrain), this paper showstti@extent of web-traffic positively effects
firm performance. Our results are robust after widimg for several firm-specific
characteristics. We ague that web-traffic measumesstors’ access to information regarding
firms. Greater access to information lowers infaiora asymmetries, reduces agency
problems, and leads to better performance of fiwhese website generate higher traffic.
Another reason cited for the positive relationshgiween performance and the extent of
traffic generated by a firm’'s website is that wediffic corresponds to firm’s recognition
among investors (Bank et al., 2011). Higher recogmispurs interest among stock market
participants, increases their appetite to buy diroh, and eventually leads to better stock
price performance. Merton (1987), for instance,uhoent that greater is a firm’s recognition

21



among investors, better is its performance. Thegeaacouple of reasons behind considering
web-traffic as a proxy for recognition among stoclirket participants. First, the importance
of the internet has grown many folds during theerégyears. It is the source of the largest
pool of freely available information. In additiont, is accessible by everyone and from
everywhere. Second, web traffic corresponds to mamy individuals visited the website and
how thoroughly they visited a particular websitanR et al. (2011) show that web traffic
assesses the degree of attention from uninformeskiars. They find that changes in search
volume of a specific firm are related to tradinghaty and investor recognition for this firm.
Prior literature shows that attention attractedabiyrm affects trading decisions of investors
(Gervais et al., 2001; Hou et al., 2008). Grulldrak (2004), for instance, document that
investment decisions of both individual and institnal investors are influenced by firm’s
recognition among investors. They show that inwsstiouying decisions are more prone to
firm’s recognition than their selling decisions. 8equently, greater buying translates into
pushing stock prices high (Barber and Odean, 2@D@&)sistent with our arguments, Da et al.
(2009) also document that the prices of assetsirmreasing function of the number of
internet enquiries. In another related study, \Akistand Markellos (2012) use data generated
from Google search to assess the level of volatitit stocks traded on NYSE. They find a
positive relationship between Internet search veluand both trading volume and return
volatility.

Furthermore, we also show that positive impact ebsraffic on firm performance is more
pronounced in firms that have higher agency problefor example, our results show that
web-traffic is more important in determining firnengiormance in civil law countries than in
common law countries. Civil law countries are cletgazed by lower investor protection,
lower enforcement mechanisms, and lower stock matkeelopment. All of these factors
lead to more agency problems in civil law counttlesn in common law countries. We argue
that in weak governance regimes, such as civil tauntries, stock market participants
consider information obtained from websites moru@aelevant. As a result, web-traffic
takes more importance in civil law countries. Cetesit with these findings, we also show
that web-traffic is more important for firms witlorcentrated ownership and firms with low
fixed assets. Both of these groups represent weslergance regimes. Our results are
consistent with Da et al. (2009) who show thatrammgase in internet search volume generates
higher returns for small stocks. Small stocks, orerage, have higher information
asymmetries than large firms. Therefore, investoosisider any mechanism, such as
information obtained from website, more value ral@vfor these firms (firms where agency
problems are high). Our results indicate that, wheformation asymmetries are high, extent
of web-traffic takes more importance in determiniigh performance. Therefore, we can
consider web-traffic as a substitute for traditiogavernance mechanisms for firms that do
not already have better governance environment.

It is important to mention here that this is thstfistudy, to the best of our knowledge, which
relates web-traffic to firm performance in the MEN&gion. Websites or information provide

on the website are not considered as of prime itapoe by firms. Our study indicates that
firms can use their websites as a strategic toalkttact investors and improve their visibility

and recognition among stock market participantsreMoterest among investors, eventually,
will lead to better stock price performance. Thenaender of the paper is organized as
follows: Section 2 discusses the data used indfudy. Section 3 presents the methodology
and Section 4 discusses the results of the stutyp@per concludes with Section 5.
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2 : Data

This paper documents the relationship between vedfictgenerated by website of a firm and
its stock price performance. The sample consistéirois listed at the MENA (Morocco,
Egypt, Saudi Arabia, United Arab Emirates, Jorddaowait, and Bahrain) stock markets
during 2010. The following sub-sections will expléihe data in greater detail.

2.1 : Web traffic ranking

We use the web traffic provided by Alexa (www.alexan) to rank websites. Alexa ranking
is a relative measurement on how popular a welissaenong the Internet community. Alexa
ranks web sites according to Alexa Traffic they. Jétat means a site with a rank of 1 gets
more traffic than a site with rank of 2 accordirg Alexa. Alexa Rank is calculated by
considering how many users visited a certain weéd @&nown as reach) and how many
distinct pages they viewed in that site (known aggview). The combination of reach and
pageview determines the rank of a website. It isartant to note that multiple requests for
the same website on the same day by the sameneseounted as a single pageview. One of
the drawbacks of Alexa ranking is that it dependgh® data of Alexa Toolbar users. Since
Alexa Toolbar is only for the users of Internet Expr, it does not count internet traffic
generated by other browsers such as Firefox andn@rHowever, there are over 10 million
Alexa Toolbar users who make it a worthwhile measwent.

Table 1 documents the Alexa rankings for each eguiitanel A) and each industry (Panel
B). As was indicated above, higher value indicdteger ranking. Our results in Panel A
show that firms headquartered in Qatar have thkesigranking followed by Saudi Arabia,
United Arab Emirates, Bahrain, Morocco, Egypt, Kitwand Jordan. Our results indicate
that investors use websites more often to getmm&dion about firms in Qatar relative to other
countries. Panel B indicates that websites of Taglenunication firms generate the highest
web traffic, while websites of Oil and Gas firmsngeate the lowest web traffic. Usually
Telecommunication firms have to disseminate infdroma to vast proportion of the
population and websites provide easy way to dissatiinformation. Oil and Gas firms, on
the other hand, have very selected audience. Coesty, personalized way of information
disclosure is preferred.

Table 1: Descriptive statistics of web traffic rankng

Panel A: Web traffic ranking for firms in different countries

Countries Mean Median Standard Deviation No. of Fims
Bahrain 293.09 248.50 185.02 32
Egypt 343.41 358.00 203.37 107
Jordan 446.06 517.50 208.41 72
Kuwait 389.69 414.00 181.43 155
Morocco 337.07 340.00 179.53 52
Qatar 252.18 224.00 150.78 43
Saudi Arabia 275.62 275.00 169.23 125
United Arab of Emirates 286.73 257.00 193.70 86
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Panel B: Web traffic ranking for firms in different industries

Industries Mean Median Standard Deviation No. of Rims
QOil and Gas 400.76 430.00 177.27 17
Basic Materials 352.84 326.00 181.70 33
Industrials 394,52 399.50 170.39 106
Consumer Goods 379.06 398.00 166.42 46
Healthcare 393.00 317.00 217.66 11
Consumer Services 267.25 202.00 202.78 43
Telecommunication 39.06 16.00 59.85 15
Utilities 210.85 158.00 144.88 7
Financials 291.80 267.50 185.85 252
Technology 253.83 208.00 248.69 6

2.2 : Firm performance

Market-adjusted returns (RET) are used as a proxkyfifm performance. Market-adjusted
returns are the difference between stock returdsnaarket returns. Stock prices and market
index are used to calculate the market-adjustadngt We extract the stock price data and
the corresponding market index data from Datastrédm stock price data and the market
index data was obtained for the first and the tist of our sample period to compute the
market-adjusted returns.

3 : Methodology

The paper aims to test whether the extent of waficrgenerated by a firm is related to its
performance or not. In order to answer this quastice estimate a cross-sectional regression
with firm performance (RET) as dependent varialbld web traffic ranking (RANKING) as
an independent variable. For the purpose of compésts, we also include industry dummies
(IDUM) and country dummies (CDUM) in our regressiequation. Our basic regression
eqguation takes the following form.

RET = a + B,(RANKING)
+> ™ (IDUM )+>" B (CDUM ) + ¢

Ind Ctry
1)
Mindful of the effects that firm-specific charaggics may have on firm performance, we
also add a couple of firm-specific variables in oegression equation. For example, larger
firms and firms paying high dividends generate materest from stock market participants
and therefore have better information environmekd. a result, they may have better
performance. Therefore, we add log of firm’s markeapitalization (SIZE) and dividend
payout ratio (PoR) to capture the effect of infotima environment on performance. We also
add total debt to total asset ratio (LEVERAGE) apture the effect of leverage on firm
performance. High leverage firms have higher bapikn risk and therefore have lower
performance. Similarly, we also include earnings gfeare (EPS) to control for the effect of
profitability on firm performance. Profitable firmsend to have better stock price
performance. Our modified regression equation tékes$ollowing form.

RET=a + B,(MEDIA)
+ B,(SIZE)+ B, (LEVERAGH+ 3, (EPS) + /5, (PoR)
+> B™(IDUM)+ " B°¥(CDUM)+¢

Ind Ctry

(2)
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The results of our analysis are reported in Tabl®@ results show that firms that generate
high amount of web traffic perform significantlytber than firms that generate low amount of
web traffic. We report significantly negative caeiént of RANKING for both equations.
Given the fact that higher value of Alexa Rank esponds to lower ranking, negative
coefficient of RANKING indicates that firms genara higher web traffic perform better
than firms generating lower web traffic. We arghattfirms generating high amount of web
traffic are the ones with lower information asymnest Since our sample firms do not
engage in commerce on their websites, the only qaerpof web traffic is to obtain
information. Therefore, high web traffic means thedre individuals are coming to website to
obtain information, thereby lowering the informatiasymmetry regarding these firms. As a
result, we observe better performance of firms \high web traffic than otherwise similar
firms with low web traffic.

Table 2: Relationship between firm performance andveb traffic ranking

Equation (1) Equation (2)
RANKING -0.0251*** -0.0214**
SIZE 1.8850
LEVERAGE -0.2208*
EPS 0.1064
PoR 0.0652
Industry Dummies Yes Yes
Country Dummies Yes Yes
No. of Observations 580 329
F-Value 4.13 10.11
Adjusted-R2 0.077 0.191

NOTE: The coefficient that are significant at 108é #ollowed by *, those at 5% and 1% by ** and ***
respectively.

4 : Discussion of results

Some of the important questions that arise hereFamewhich firms, extent of web traffic is

more effective? Is it for firms that already hawetter information environment or is it for

firms that have higher information asymmetries? Othee extent of web traffic compliments
governance environment or does it substitutes fmreghance environment? We aim to
answer these questions by re-estimating Equatipmo(2sub-samples representing different
governance and information regimes.

4.1 : Web traffic and firm performance under different legal regimes

For the purpose of this paper, we characterize legames into common law and civil law.
Following La Porta et al. (1999), we classify BahyaSaudi Arabia, and United Arab
Emirates as common law countries, and Egypt, Jorndawait, Morocco, and Qatar as civil
law countries. Civil law countries, usually, hawesver investor protection, lower enforcement
mechanisms, and lower stock market developmentofAlhese factors lead to more agency
problems in civil law countries relatively to commadaw countries. We argue that any
mechanism that can lower the agency problems wilhiore valued in civil law countries
than in common law countries (where agency problaresalready low). We consider extent
of web traffic as one such mechanism that can redpce agency problems. As a result, we
expect a stronger relationship between the exteweb traffic and firm performance in civil
law countries than in common law countries. Ouultesfrom re-estimation of Equation (3)
are reported in Table 3. We show that extent of taffic is an important determinant of
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firm performance in civil as well as in common laeuntries. We report significantly
negative coefficient of RANKING for both groups. Wever, as expected, our results indicate
that extent of web traffic is more important in itilaw countries than in common law
countries. The magnitude of coefficient of RANKINShigher in civil law countries than in
common law countries. Our results indicate thaterghinformation asymmetries are high,
extent of web traffic takes more importance in dateing firm performance. Therefore, we
can consider web traffic as a substitute for tradél governance mechanisms for firms that
do not already have better governance environment.

Table 3: Relationship between firm performance andveb traffic ranking in different legal regimes

Common Law Countries Civil Law Countries

RANKING -0.0196* -0.0242*
SIZE -0.0882 3.1734
LEVERAGE -0.0630 -0.3273
EPS -0.2055 0.1010
PoR 0.0621* 0.0710
Industry Dummies Yes Yes
Country Dummies Yes Yes
No. of Observations 148 181
F-Value 3.33 8.23
Adjusted-R? 0.121 0.124

NOTE: The results significant at 10% significaneedl are followed by *, at 5% significance leveltfyand at
1% a significance level by***,

4.2 : Web traffic and firm performance under different ownership regimes

Prior literature considers ownership structure as ieportant governance device.
Concentrated ownership structures provide managetcontrolling shareholders with means
to evade effective disclosure of information (Lextzal., 2003). Poor information disclosure
exacerbates information asymmetries between irsidad outsiders and result in agency
problems. Prior literature also suggests that higtnership concentration creates an
entrenchment problem that allows controlling shaledrs’ self-dealings to go unchallenged
by boards of directors. On the other hand, dispemsenership structures reduce some of
these agency problems by taking away powers fromagers and insiders. In order to test
whether ownership structure affects the relatigndletween extent of web traffic and firm
performance, we divide our sample into two groupmne with concentrated ownership and
the other with dispersed ownership. We define cotnaeed ownership as the case where
insiders hold more than 50% of the shares and disgeownership as the case where insiders
do not hold absolute majority. We re-estimate Eigua(3) for both groups and report our
results in Table 4. As was expected, we show s&onglationship between extent of web
traffic and firm performance for concentrated ovegp firms. Our results show significantly
negative coefficient of RANKING for this group. Qime other hand, our results for dispersed
ownership firms show insignificant coefficient oARKING for this group. As was argued
earlier, when information asymmetries are high ¢emtrated ownership firms), extent of web
traffic takes more importance in determining firmrformance. Therefore, we can consider
web traffic as a substitute for traditional goveroa mechanisms.
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Table 4: Relationship between firm performance andveb traffic ranking in different ownership regimes

Concentrated Ownership Dispersed Ownership

RANKING -0.0267** 0.0158
SIZE 1.8995 2.7715**
LEVERAGE -0.2553* -0.0879
EPS 0.0976 0.2834
PoR 0.0713 -0.0179
Industry Dummies Yes Yes
Country Dummies Yes Yes
No. of Observations 266 62
F-Value 10.00 6.45
Adjusted-R2 0.179 0.518

NOTE: The results significant at 10% significaneedl are followed by *, at 5% significance leveltiyand at
1% a significance level by***.

4.3: Web traffic and firm performance under different tangibility regimes

In the context of agency problems, the kind of &ssadirm has is critical in ensuring whether
outside investors trust it with their capital. Bxt@ capital demands a higher proportion of
tangibility of assets when financial contractilyilis poor and outside financiers are weakly
protected. Therefore, tangibility is measure ofestors’ interest in a firm. We define
tangibility by fixed asset to total asset ratio. é&gected, our results show that extent of web
traffic is a significant determinant of firm perfoance in a sub-sample of firms with low
tangibility. We report negative and significant ffmeent of RANKING for this group of
firms. However, our results show that performanicgrims with higher tangibility of assets is
unaffected by the extent of web traffic. We reposignificant coefficient of RANKING for
this group. As was argued earlier, when informaasgmmetries are high (low tangibility),
extent of web traffic takes more importance in dateing firm performance. Therefore, we

can consider web traffic as a substitute for tradal governance mechanisms.

Table 5: Relationship between firm performance andveb traffic ranking in different tangibility regime s

High Tangibility Low Tangibility
RANKING -0.0074 -0.0442%**
SIZE 0.0139 2.1045
LEVERAGE -0.0610 -0.5000%**
EPS 0.1675 0.0490
PoR 0.1200* 0.0193
Industry Dummies Yes Yes
Country Dummies Yes Yes
No. of Observations 173 156
F-Value 8.70 9.33
Adjusted-R2 0.174 0.292

NOTE: The results significant at 10% significaneedl are followed by *, at 5% significance leveltfyand at

1% a significance level by***.
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5 : Conclusion

This paper explores the relationship between thengxf web traffic generated by a firm and
its performance in the MENA (Morocco, Egypt, SaAdabia, United Arab Emirates, Jordan,
Kuwait, and Bahrain) region during 2010. Our resufthow that higher web traffic
corresponds to better firm performance. We argae hlilgher web traffic on a firm’s website
relates to more information being disseminated ndigg a firm. As a result, information
asymmetries and agency problems go down, restittibgtter performance. Our results also
show that extent of web traffic is more importaot firms with higher agency problem. For
example, we show stronger impact of web trafficfioms in civil law countries, firms with
concentrated ownership, and firms with lower amafrtangible assets. It shows that web
traffic can play a substitute for traditional govance mechanisms in the MENA region.
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Abstract

All over the world, governance crises have becomecarrent decimal in recent times. These
crises are traceable to lack of accountability ovegnance. Although accountability is a
concept that is difficult to define in precise tarnit exists where there is the demand for the
justification for a function or task that is penioed by an individual or body by another
individual or body. Available literature distinghis between two major stages of
accountability to be ‘answerability’ and ‘enforcemtie While answerability stage involves the
responsibility of government, it agencies or puliitice holders, to provide information
concerning their actions and the justificationti@king such actions to the public or any other
institution that provide them with oversight furmts, enforcement on the other hand is the
stage where the public or institutions with ovensidunctions seek ways to correct the
infringement or sanction the offending party. IshH#een observed that, many times, human
beings have to be ‘pushed’ to do what they are @sgybto do. This paper therefore examines
the theoretical perspectives of accountability iablgc governance with emphasis on
enforcement. It is the authors’ view that the ecéonent of accountability in governance will
ultimately assist in correcting the behaviourshafse in public governance thereby resulting
in good governance.

1 : Introduction

Globally, governance crises have become a recudetrimal in recent times. Most of these
crises occur within the African continent, courdrike Egypt, Tunica, Libya etc has been
gulped in these crisis and are yet to fully recovidrese crises can be traceable to lack of
accountability in governance. It is widely recogrdzhat there is need for state authorities to
report and explain to their citizens about the ars¢ management of public resources, and the
development of a framework of how citizens couldndad and enforce accountability from
those in power

Unethical behaviour, corrupt practices and abseh@ecountability have apparently become
erosive and ‘normal’ ways of life in most Africanuntries. This has resulted in a number of
uprisings where citizens demand good governanage fteir leaders. Countries like Libya,
Tunisia Egypt etc are very recent examples. InNigerian public services, the extent of
unethical behaviour and lack of accountability haee&ched crises. Unethical practices have
contributed to the economic difficulties that maddtican countries are facing today. The
truth is that there is a dire need for accounthith the public service of African countries.

It is widely recognized that there is need for estatithorities to report and explain to their
citizens about the use and management of publiouress, and the development of a
framework of how citizens could demand and enfam®untability from those in power.

2 : The Concept of Accountability

Accountability is a concept with several meanindgew applied in ethics and governance.
According to Oluwu (1993), “it is the requiremehiat those who hold public trust should
account for the use of the trust to citizens oirthepresentatives”. This indicates that the
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public will is superior to personal interests antdeavours to ensure that the former is
supreme in every conduct and activity of the pubfitcial. In the same way, Laleye (1993)
sees public accountability as the sanctions andeggires by which public officials may be
held to account for their actions. Basically, actability is a term that is often associated
with the expectation of giving an account. In gosgrce, it is frequently described as an
account-giving relationship between individuals (iyan, 2000); where an individual, group
or organisations is accountable to another indadidgroup or organisation and is oblique to
inform the individual, group or organisation abd@uactions and decisions (past, present and
future) to justify them, and to suffer punishmemthe case of eventual misconduct. In view
of the foregoing, accountability refers to the iddwat public officials should be held
responsible for their actions and/ or inactions levhn the office. To McKinney (1979),
accountability is a greater commitment to valuegd higher standard of morality. However,
for the this to be effective, there must be certeorms and values that they shall be required
to observe (Odhiambo —Mbai, 2003).

Accountability can be viewed as the fundamentalireqent for preventing the abuse of
power and for ensuring that power is aimed towdtds achievement of transparency,
efficiency, effectiveness, and responsiveness (Ragh Taylor) the efficiency of such
accountability is therefore imperative in any gisatiety

Interestingly, the concept of accountability hasddradition in both political and financial
accounting (Lindberg, ). The central idea hasnbémat when decision-making power is
transferred from a principal (e.g. the citizensatprincipal (e.g. government), there must be a
mechanism in place for holding the agent to accéantheir decisions and if necessary for
imposing sanctions. In accounting, the conceptigyltradition refers to financial prudence
and accounting in accordance with regulations asttuctions (Barton, 2006).

The concept of accountability can be classifiecedasn type of accountability that is being
exercised and /or the person, group or institutiat the public official is answerable to.
Basically, we have the horizontal and vertical artability. The capacity of an institution of
accountability, such as parliament and the judyciar other institutions of relatively
autonomous powers to call into question, and ewadigtpunish, unethical conducts of a given
official, is commonly termed horizontal accountéhil Invariably, horizontal accountability
is the capacity of state institutions to check abbg other public agencies and units of
government, and to appropriate sanctions wheressacg

On the other hand, the means through which citizeress media and civil society seek to
enforce ethical standards on public officials isnted vertical accountability. Even though
parliament is typically considered as a key infittu of horizontal accountability, it is also
important in vertical accountability. This is besatcitizens and civil society groups can seek
the support of the parliament in enforcing accobifitg. Hence, the elected representatives
can become the public voice and a means throughhwtitizens can question government
and seek parliamentary sanctions where approfSas@enhurst and O’Brien N.D).

3 : Stages in accountability

From the preceding discussions, it can be deciphénmat the concept of accountability
involves two separate stages. The stages are aatslitgrand enforcement (Stapenhurst and
O’Brien N.D). Answerability generally refers to tlubligation of government, its agencies
and public officials to provide information abotetr decisions and actions. It also involves
the justification of such decisions and actionsthe public and those institutions of
accountability responsible for providing oversight.
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On the other hand, enforcement gives the ideath@public or institutions responsible for
accountability can sanction the offending partyremedy the unethical behaviour. Such
institutions may include the legislature, the juglg or other agencies set up for that purpose.

4 : Accountability in governance

Governance is simply the exercise of political auatly and the use of institutional resources
to manage society’s problems and affairs. Good wg@aree implies well performing
institutions, enabling legal infrastructure, regafg regimes and enforcement. Good
governance is a major contributor to economic ghowtosperity and democracy.

Accountability has been described as one of thenerstones of good governance
(Stapenhurst and O’Brien N.D). This is becaus@&$iuees that actions and decisions taken by
public officials are subject to oversight with thheew to guaranteeing that the plans of
government for dealing with a particular problemfar achieving a particular purpose meet
their stated objectives and respond to the neetlsegbeople they are meant to be benefitting.
Such would contribute to better governance.

Again, accountability is important in governanceitaallows for the ongoing evaluation of
effectiveness of public officials or bodies to emsthat they are performing at their full
potential. It provides value for money in the psion of public services, instilling of
confidence in government and making it to be resp@nto the people they are meant to be
serving (Stapenhurst and O’'Brien N.D).

5 : Mechanisms for the enforcement of accountabiltin Africa

Over the years, several mechanisms have been ddtptdeal with corrupt practices and
unethical behaviours. However, these mechanismsbea generally classified into two
groups. These are those which have to do with namasvalues (codes) and others with the
establishment of accountability institutions (Rashel995).

The required norms and values for regulating anditoong unethical conduct of public
officers is made up of written and unwritten codag#sconduct. These codes of conduct,
whether written or not, can be classified into fguoups. The first category is the personal
self-imposed ethics, which stem from personal keb@d convictions of right or wrong ways
of behaviour in respect of conducting public alaifhe second are the self-imposed ethics,
which are ethical codes agreed by a group to e dgwrong ways which should be adhered
to by any member of that group when serving thdipubhe written ethical rules or conduct
for public officials that are enacted by legislatiobut do not have administratively
implemented sanctions against offenders and maghfoeimposing sanctions belong to the
third category. The enacted statutes or Acts ofléiggslature or provision of a country’s
constitution falls under the fourth category (BarJd993).

Many African countries have adopted these mechanism an attempt to enforce
accountability in their public service. But duewadespread corruption, abuse of office and
the general deterioration of other ethical stanslandthe continent, one can easily conclude
that there are no control mechanisms for the eafoent of accountability. In Nigeria, for
example, the Code of Conduct which was enacte®1® hnd subsequently incorporated into
the 1979 and 1989 constitutions of the Federal Blaprequires that public officials;

- should not allow personal interests to conflighwviheir official assignments
- not to operate foreign bank accounts
- not to ask for gifts
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- and to declare their assets immediately aftantp&ffice, every four years and at the end of
their terms in office

In Kenya, some of the legal and quasi-legal insémi® for enforcing accountability in public
service include codes of regulations for publiovaats, the Public Service Commission Act,
Cap 185, the Penal Code, Cap 63, the Preventidboofuption Act Cap 65, the Election
offences Act, Cap 66 and Exchequer and Audit Aap @12, yet public accountability
constantly deteriorate (Odhiambo-Mbai, 2003).

In addition, many accountability institutions haween established to enforce accountability
in different African countries by their governmeniis Nigeria, the Economic and Financial
Crimes Commission (EFCC), the Independent Corrupttizes and Offences Commission
(ICPC) and other bodies have been established tabab ethical violations and enforce
accountability. In Kenya, the Public Account Contegt Public Investment Committee, the
Inspector of State Corporation, the Public Anti4@ption Unit and other were also
established for the purposes of enforcing accoulittab

6 : Factors that hinder the enforcement of accountaility in Africa

Enforcing effective accountability faces seriousltdnges in African countries, though at
varying degrees. It should be noted here that ifeva cases, the mechanism for the
enforcement of accountability have been partialbccessful in achieving some of it
immediate aims. But the fact remains that incideotenethical behaviors have increased
even when a number of violators have been invdstigand punished by accountability
institutions like the EFCC in the case of NigeN&hile these mechanisms have yielded
positive results in the West, the story is différenAfrica! The question then is, why?

Several reasons for why this is so have been gatrfeom literature. They include lack of
enabling environment, partial enforcement, lackredources for enforcement, support of
international community and lack of transparencg accountability in public service. Others
are weak administrative and legislative system, gaditical leadership and malfeasance in
government (Gambo, 2011).

Ironically, measures to encourage ethics and adability often feature prominently as part
of the agenda of civil service reforms in Africamuatries. The discourse on the enforcement
of accountability and good ethical behaviour iniédrhas been intensified due primarily due
to the following reasons:

1. increase in the incidence of unethical practareslack of accountability

2. the wave of political liberalization that engadfmost Africa countries since 1989 which
has resulted emboldening civil societies into desivangreater enforcement of ethical
codes of conducts and the sanctioning of offenders

3. the growing recognition that unethical practibase contributed to the economic hardship
that is experienced by many African countries

4. the pressure from international donors requisimigter adherence by African countries to
good governance and the curtailment of waste apérglering of resources (Gambo, 2011).

7 : Conclusion

It has been observed that, many times, human béags to be ‘pushed’ to do what they are
supposed to do. This paper therefore examinesdwdtical perspectives of accountability in
public governance with emphasis on enforcement. S0ureties operate on the assumption,
and often the need, for those who break the rolé®theld to account for their actions. Even
in a system based on respect, dignity and mutuat,tthere will be times whegvlicies and
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laws will not be adopted, implemented, or will be igedr- by individuals, companies and

governments. When this happens, there will nedzbtavays to enforce the laws, and to hold
those responsible to account and enforce necesaacyions. The proper enforcement of legal
instruments, codes of conduct and regulations ptmg@ccountability should therefore be

enhancement in the African continent. It is thehatg’ view that the enforcement of

accountability in governance will ultimately assist correcting the behaviors of those in
public governance thereby resulting in good govecea
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“In business, the competition will bite you if y&eep running,
if you stand still, they will swallow you.”
William Knudsen Jr

Abstract

Purpose - Business competition comes in many differentm®rand includes a great variety
of competitors. Successfully positioning the entieg properly deciding on the correct
allocation of resources, and deciding what an getép level of performance might be in
such a competitive environment are key tasks ofsdstmakers. This article attempts to shed
light to what extent competitive intelligence (@f)pacts corporate governance, that is, how
Cl allows company to compete and deliver valuddsiakeholders. This issue is worthwhile
insofar as to provide a new way for companies aeoto develop new framework that hold
together Cl and corporate governance.

Design/ Methodology/ Approach— The approach of this paper is to obtain an imsand
views on how is CI influence corporate governafdaethat end, a range of recently published
research literature on Cl, and governance withgaoizations is reviewed to explore the link
between CIl and corporate governance. Findings réveaepresentation of cross disciplinary
literature which emphasises the multi-faced roléeciCI plays in a modern organization.

Research implications— The paper identifies the extent to which CI tdised within
organisation, as tool to enhance corporate govemand identifies the benefits or problems
that are experienced by implementing and usingsCarainput to the corporate governance
and what value CI adds in the decision-making msce

1 : Introduction

It is generally acknowledged that as a concept g@aree has existed as long as any form of
human organisation has existed. The concept iselferely one to encapsulate the means by
which that organisation conducts itself. Recentbyvaver the term has come to the forefront
of public attention and this is probably becausehef problems of governance which have
been revealed at both a national level and in tten@mic sphere at the level of the
corporation. These problems have caused there aochacern with a re-examination of what
exactly is meant by governance and more specijigadt what are the features of good
governance. It is here therefore that we must siart examination. When considering
national governance then this has been definethdy\orld Bank as the exercise of political
authority and the use of institutional resourcesitmage society's problems and affairs.

34



In today’s society, knowledge is the primary reseufor individuals and for the economy.
Land, labor, capital and entrepreneurship the emistts traditional factors of production

have not disappeared, but the first three haveirgetlin importance. They can be easily
obtained and provided (Drucker, 1992). Interesa inew economic world order based upon
intellectual capital has grown exponentially in bbahdustrialized nations and developing
countries around the world. The need for fast,abdd information exchange came as a
response to rapidly changing markets, productssandces.

By consulting the literature, a tentative conclusipay be that companies do not necessarily
need more information; what they need is useful aabtbvant information in time
(Frishammar, 2002). The reason for this is thatetrere a lot of different terms used to
describe how useful and relevant information migket collected, interpreted, analyzed,
distributed and so forth.

Sometimes competitive intelligence (Cl) is confuseith business intelligence (Bl). The
difference between Bl and CI is that Bl is interidklligence about and within one’s own
company, whereas Cl is external intelligence altloeifirm’s competitors (Bose, 2008).

Cl is a business tool that can make a significamttridbution to the strategic management
process in modern business organizations, drivingingss performance and change by
increasing knowledge (Priporas, Gatsoris & Zacha?805). In the strategy literature,
corporate governance is an important factor affigcthe firm’s performance and long-term
survival (Filatotchev, Toms & Wright, 2006). If @hd corporate governance influence how
firms compete, it will be noteworthy to see howidfluences the various aspects of corporate
governance. In regard on this point, it will beergisting to study the impact of CI within a
stakeholder approach of corporate governance.

The purpose of this research is twofold. Firstiasstudy the relationship between CI and
corporate governance. And second, to provide amghnh®f how CI influences corporate
governance. The rest of the paper is organizedlkesvk. The first part focuses on corporate
governance and its relationship to risk managemé&éhe second part presents a brief
overview of the literature on Cl, its process amolg. The third part presents the link between
Cl and corporate governance.

2 : Governance
2.1 : Good governance and corporate behaviour

Good governance is of course important in everyesplof the society whether it be the
corporate environment or general society or thatipal environment. Good governance
levels can, for example, improve public faith ammhfidence in the political environment.
When the resources are too limited to meet thermim expectations of the people, it is a
good governance level that can help to promotevibHare of society. And of course a
concern with governance is at least as prevalethigcorporate world.

Good governance is essential for good corporatemeance and one view of good corporate
performance is that of stewardship and thus justhesmanagement of an organisation is
concerned with the stewardship of the financiabueses of the organisation so too would
management of the organisation be concerned wieh diewardship of environmental

resources. The difference however is that envirariateresources are mostly located
externally to the organisation. Stewardship in #tositext therefore is concerned with the
resources of society as well as the resourceseobtbanisation. As far as stewardship of
external environmental resources is concerned thercentral tenet of such stewardship is
that of ensuring sustainability. Sustainabilityfesused on the future and is concerned with
ensuring that the choices of resource utilisatiothe future are not constrained by decisions
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taken in the present. This necessarily implies scohcepts as generating and utilising
renewable resources, minimising pollution and usmegv techniques of manufacture and
distribution. It also implies the acceptance of awpsts involved in the present as an
investment for the future.

A great deal of concern has been expressed all theeworld about shortcomings in the
systems of corporate governance in operation anorganisation has been exercising the
minds of business managers, academics and govetrofimals all over the world. Often
companies’ main target is to become global — wailthe same time remaining sustainable —
as a means to get competitive power. But the nmogbrtant question is concerned with what
will be a firms’ route to becoming global and whetl be necessary in order to get global
competitive power. There is more than one answéhitoquestion and there are a variety of
routes for a company to achieve this. Corporateegmnce can be considered as an
environment of trust, ethics, moral values and iclmmice — as a synergic effort of all the
constituents of society — that is the stakeholdaciiding government; the general public etc;
professional / service providers — and the corgasattor.

Of equal concern is the question of corporate $oesponsibility — what this means and how
it can be operationalised. Although there is aneptad link between good corporate
governance and corporate social responsibilityrétetionship between the two is not clearly
defined and understood. Thus many firms considarttieir governance is adequate because
they comply with The Combined Code on Corporate €Bio&nce, which came into effect in
2003. Of course all firms reporting on the Londdoc® Exchange are required to comply
with this code, and so these firms are doing noentlwein meeting their regulatory obligations.
Many companies regard corporate governance as\siaphrt of investor relationships and
do nothing more regarding such governance excejotetatify that it is important investors /
potential investors and to flag up that they hauehsgovernance policies. The more
enlightened recognise that there is a clear lintktvbeen governance and corporate social
responsibility and make efforts to link the two 1€ this is no more than making a claim that
good governance is a part of their CSR policy a§ a® a part of their relationship with
shareholders.

Corporate governance can be considered as an emard of trust, ethics, moral values and
confidence — as a synergic effort of all the cdnents of society — that is the stakeholders,
including government; the general public etc; pssfenal / service providers — and the
corporate sector. One of the consequences of eenomndth the actions of an organisation,

and the consequences of those actions, has beenceasing concern with corporate

governance. Corporate governance is therefore @rtubuzzword the world over. It has

gained tremendous importance in recent years.

Probably since the mid-1980s, corporate govern&aseattracted a great deal of attention.
Early impetus was provided by Anglo-American code#sgood corporate governarice
Stimulated by institutional investors, other coiggrin the developed as well as in the
emerging markets established an adapted versidhesk codes for their own companies.
Supra-national authorities like the OECD and therld/@ank did not remain passive and
developed their own set of standard principles esmbmmendations. This type of self-
regulation was chosen above a set of legal staaddfdn den Barghe, 2001). After big
corporate scandals corporate governance has becemeal to most companies. It is
understandable that investors’ protection has becanmuch more important issue for all
financial markets after the tremendous firm faituend scandals. Investors are demanding
that companies implement rigorous corporate govexagrinciples in order to achieve better

! An example is the Cadbury Report.
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returns on their investment and to reduce agenstsctost of the times investors are ready
to pay more for companies to have good governataedards. Similarly a company’s
corporate governance report is one of the mairstfwylinvestor’ decisions. Because of these
reason companies cannot ignore the pressure fod gmwernance from shareholders,
potential investors and other markets actors.

Nevertheless it is certain that the link betweerpomte governance and actual performance
is still open for discussion. In the literature @mber of studies have sought investigated the
relation between corporate governance mechanismds pg@nformance (eg Agrawal and
Knoeber, 1996; Millstein and MacAvoy, 2003). Moéttlwe studies have shown mixed result
without a clear cut relationship. Based on theseltg, we can say that corporate governance
matters to a company’s performance, market valué emedibility, and therefore that
company has to apply corporate governance prireifB@it most important point is that
corporate governance is the only means for compatoeachieve corporate goals and
strategies. Therefore companies have to imprové thteategy and effective route to
implementation of governance principles. So comgmriiave to investigate what their
corporate governance policy and practice needs.to b

Corporate governance can be highly influentialfion performance, and firms must know
what the corporate governance is. There are fouciptes of good corporate governance,
which are:

Transparency,
Accountability,
Responsibility,
Fairness

All these principles are related with the firm’srgorate social responsibility. Corporate
governance principles therefore are important féirma but the real issue is concerned with
what corporate governance actually is.

2.2 : Good Governance and Sustainability

It is clear that all these long term benefits de® alirectly related to the sustainability of a
firm and that firm’s success. We can evaluate aafeo governance from different
perspectives, such as that of the general econtireyzompany itself; private and institutional
investors; or banking and other financial instdo8. Some research results show that the
quality of the corporate governance system of ame@my may be an important determinant
of its competitive conditions (Fulghieri and Suoemin 2005). Authors suggest the existence
of a reverse causality between corporate governandecompetition and also examined the
role of competition in the production of good caigte governance. Van de Berghe and
Levrau (2003) on the other hand investigated frbm perspective of companies, investors
and banks. From the company’s perspective, it aatonger ignore the pressure for good
corporate governance from the investor communitstalling proper governance mechanisms
may provide a company with a competitive advantagstracting investors who are prepared
to pay a premium for well-governed companies. Frominvestor's perspective, corporate
governance has become a important factor in investilecisions as it is recognized to have
an impact on the financial risks of their portfaliolnstitutional investors put issues of
corporate governance on a par with financial inicawhen evaluating investment decisions.

Bghren, and @degaard (2004) also showed that @igpgovernance matters for economic
performance; insider ownership matters the mostlevbutside ownership concentration
destroys market value; direct ownership is supetrindirect; and that performance
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decreases with increasing board size, leveragedeaid payout, and the fraction of non—
voting shares. Black et al (2005) investigated riflationship between governance and firm
value. They found evidence that better governedsfipay higher dividends, but no evidence
that they report higher accounting profits.

2.3 : Governance and performance

The relationship between good governance and kassiperformance is clear and investors
are increasingly willing to pay a premium for gogalvernance in a business because of the
expected improvements in sustainable performandehwhill, over time, be reflected in
future dividend streams (Crowther & Seifi 2010). dAthe relationship between social
responsibility and governance is similarly cleagg(sAras & Crowther 2007, 2008). In an
attempt to satisfy the necessities of the stakemnslthere can appear other conflicts between
the interests of the different groups includedhi@ wider concept of stakeholders.

An important component of sustainability is thatrisk management. This too provides an
intersection with operational requirements as misimg exposure to risk both makes a
company more socially responsible and more sudikanaut also reduces cost in the longer
term (Crowther & Seifi 2010). Often however the huetologies for the evaluation of risk are
deficient in their effectiveness of evaluating +jgalarly of environmental risk.

Obviously there is an element of risk attachedny @perational decision, and this risk arises
because we are attempting to predict outcomeseiriutiure of decision made now (Crowther
2004). Various techniques exist which can help aagar to understand the nature of risk
associated with any decision and to quantify tieced of that risk. One such technique is
Risk Analysis which is based on clearly distingungfrisk from uncertainty and then treating
risk probabilistically in order to make the bestideons. In all cases of strategy development
the selection of an appropriate strategy depends aprealistic assessment of the risk and a
guantification of possible effects through analy#tiss to risk analysis therefore that we now
turn.

When a range of possible outcomes for an eventt éen obviously the sum of the
probabilities for all of the possible outcomes mequal 1 — as one of the outcomes must
occur. The assignment of probabilities to each hif butcomes however enables us to
construct a probability distribution showing thenga of possible outcomes and their
respective probabilities. Such a distribution masglivibe important to the analysis because
merely selecting the most likely outcome may well reflect the level of risk involved.

For example in the two projects shown below the bstsmate of profitability for each of the
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Figure 3 — Differing probability profiles

projects is identical but it can be seen from trabgbility distributions (figure 3) that the risk
associated with them is quite different, with origh@ projects having a risk of incurring a
loss (project B). Without the probability distrilbans therefore a firm would be indifferent as
to which project was chosen but with an understajnadif the distribution of risk then it can
be seen that project A is the preferable projetyiding always that the expected returns for
the two projects are similar. Risk analysis carubed to quantify the expected values of the
return from each project but assessing the relatationship between risk and rewards
inevitably relies upon managerial judgement anéraqn’s attitude to risk.

Risk analysis as a technique is based upon pratyatbi€ory (Crowther, 2004) and upon the
ability to construct probability distributions. & a technique which is designed to enable
individual risks associated with a project to benbined and summed to find the overall risk
for the project. It is based upon assigning a podita distribution for each risk factor, rather
than merely assigning a best estimate. These pilipalstributions are then combined using
Monte Carlo Simulation techniques to arrive at aerall assessment of risk (Crowther,
1996).

This kind of analysis can lead to very differergsessment of risk for particular decision than
would be our assessment if we based our quaniditaolely upon mean values from our
understanding of the probability of particular autes. In complex problems with a range of
possible outcomes and a variety of factors to brided this technique therefore can help in
our understanding of the risks involved and herexe affect our decision making in such
cases.

Although risk analysis can be a useful tool theremit comes to making strategic decisions
the most useful tool is Games Theory. This is paldirly helpful when deciding about
refrigerator labelling because just as in makingnyn@ngineering and management decision it
is important to recognise that the decision ismatle in isolation and that the effects of the
decision cannot be realistically quantified ashétt decision is made in isolation. This is
particularly true when the external environmenaffected by the decision, such as when a
firm is considering the launch of a new producthange to its prices, or the conduct of an
advertising campaign. In such circumstances ioisswfficient to consider how the decision
might affect the firm itself or how it might be egged by its customers. It is also necessary to
recognise that the firm’s competitors will be aféxt by the decision and may very well
decide to respond to the actions of the firm. lehsa situation the firm and its decision
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makers can be regarded as either in competitiom anbther firm and its decision makers or
in conflict and the generic term to describe thislkof situation is that of a game and Games
Theory can help to model this kind of situationd®ther, 2004) and therefore improve the
decisions which are made.

In games the participants are competitors and ukeess of one is usually at the expense of
the other, such as when one firm gains market stramugh the use of an advertising
campaign at the expense of the other firms in ideistry — or through its labeling strategy.
For the purposes of Games Theory in such a situétie number of players can very often be
simplified to two players — the firm and the compen, with all competitors being regarded
as a single player. It is possible to model theéoast and reactions of all competitors
separately through Games Theory but this makesniihematics very complicated, often
without significantly changing the analysis. Gariiégory provides a method of formulating
a business situation in terms of strategies —tiiageg)y of the decision maker and the strategy
of his / her opponent — and in term of outcomeshHdayer in the game selects and executes
those strategies which (s) he believes will resultvinning the game’, that is will result in
the most favourable outcome to the problem sitnatim determining this strategy for
winning each player makes use of both deductive mrthlictive logic and attempts
guantification of the outcomes.

2.4 : Stakeholder management

The 1980's economic environment has been the rdastime proliferation of the stakeholder
theory (Donaldson & Peterson, 1995) which made ttreory a response to the lack of
opportunities available to managers to explorehay were focused on the sole traditional
stockholders. The stakeholder theory has brokerbtinders and made every individual or
group of individuals that may have an interest ead affect, or being affected by, the firm,
be classified as a stakeholder; and thereforepheidered by the management when making
decisions (Freeman, 1984; Freeman & McVeas, 2001).

In this regard, stakeholder theory has been sulbpeatwide use (Freeman & McVea 2001,
Donaldson & Peterson, 1995) and many authors ateehip classify stakeholders according
to different criteria. However, in the context obri@petitive intelligence and Governance the
focus will be on one particular group: competition.

Part of the stakeholder management suggested leynareand McVea (2001) is to identify
the stakeholders, then make sure the interestseed of all these stakeholders are balanced.
Therefore, the key to a good management is in ¢gakito consideration the interests of the
relevant stakeholders identified and then balanttiegactions taken by management in order
to fulfil the needs of these stakeholders.

Good governance procedures enable the identifitatiorisks and therefore also aid its
management and reduction. Equally competitive ligesice is enables through good
governance and it is to this that we now turn.

3 : Competitive intelligence
3.1 : Definition

According to Beatty and Ulrich (1991), novel wagdeat the competition may arise from the
ability of an organization to conceptualize and agamchange. ClI can help an organization to
achieve this objective.

A lot of people think that CI is similar to corpteaspying (Marin and Poulter, 2004).
However, much of this work consists on finding retging available data from public sources
(government filings, news clippings, surveys, pmessases and industry journals) or from the
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organization itself (Lackman et al., 2000). Diversaurces of Cl can be used such as
customers, competitors, associations, employees@ngany records.

There are many definitions of Cl. The Society ofnpetitive Intelligence Professionals

(SCIP, 2008) defines CI as "a systematic and ethprocess for gathering, analyzing and
managing external information that can affect thempany's plans, decisions and
operations”. Dishman and Calof (2007) define Gis’actionable recommendations arising
from a systematic process, involving planning, gdtlg, analyzing and disseminating
information on the external environment, for oppaities or developments that have the
potential to affect a company or a country’s comtpetsituation”. Indeed, another definition

of Cl is the use of public sources to develop infation about the competition, competitors,
and market environment (McGonagle and Vella, 1980)ncludes competitor intelligence as
well as intelligence collected on customers, s@ppli technologies, environments, or
potential business relationships (Saayman, e0a8R

Lackman et al. (2000) defines an effective CI fiorctby its emphasis on users; total
commitment to Cl by the company’s top leadership] aeffective methods of disseminating
the gathered intelligence within the organizatiBowell and Allgaier (1998) stress that CI
staff need to make available the results of theglligence analysis to decision makers both
quickly and effectively.

3.2 : Importance of CI

Dishman and Calof (2007) believed that Cl may intpky true purpose of intelligence, that is,
to gain strategic advantage. Therefore, Cl includempetitor intelligence as well as
intelligence collected on customers, suppliershrietogies, environments, or potential
business relationships.

According to Strauss and Du Toit (2010), organisaiare playing attention to Cl, because it
supports organisational needs in terms of gathermgrpreting and disseminating external
information. Therefore, the primary output from 8lthe ability to make forward-looking
decisions (Bose, 2008). Johns and Van Doren (2pbd)ted out four major benefits 1)
Differentiation, 2) Cohesive marketing communicatiplans, 3) Pre-selling an idea to the
target audience, and 4) Building credibility witbuy customer.

Kahaner (1996) states that the companies needltimeti® global economy for the following
reasons:

» The pace of business is increasing rapidly andnlesses are required to handle more
projects and make more decisions with more spesdlibfore ;

» Technological development resulted in the introductof wireless communication,
personal computers, the internet and biotechnolddys has increased the speed and
availability of communication and companies areegigncing an information overload ;

» Increased access to resources, increased numiggobafl competitors and decreased the
importance of close physical proximity ;

» Existing competition is becoming more aggressiveanil market places are maturing
resulting in companies increasing their marketslathe expense of their competitors ;

» Political changes affect companies quickly and darlty. Many countries have moved
from communism or socialism to capitalism in th&t ldecade.

According to Prescott (2001), three functions within organization are mainly concerned by
Cl programs: marketing, planning and R&D. As reswdhd for a good understanding of
dynamics change, Cl programs should allow a beiteterstanding of the industry and
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competitors, a better identification of areas ofheuability, and an evaluation of the possible
moves of competitors (Prescott, 1995).

Pole et al. (2000) stress that Cl has a determiaffext on the development of five selected
characteristics, which are involved in organizagidearning:

1. Question the Status Quo:Cl methods unfreeze attitudes and make the orgamiza
comfortable with exploring other solutions than wemtional ones. Sharing information
enhances build trust, encourages mental risk-taknatends to equalize power.

2. Reduction of ComplacencySome organizations consider the absence of dramaticts

as the absence of competitive threats. This a#titafl complacency might be dangerous
because it may lead to negative organizationaksswhich can create strategic blind spots.
Cl recognizes that slow but cumulative threats lwauperilous for an organization. It provides
tools to identify and deal with them.

3. Challenge Existing Assumptionsit is common for an organization to have some share
assumptions, known in the management field as “damntilogic’. These institutionalized
assumptions can exclude other perspectives, whioh the organization’s vision to its
current markets because of a myopic frame. Pickeh Ress (1998) claim here that CI
participates in challenging habitual assumptionsaalifferent and new interpretation of a
competitor’s strategy.

4. Reduction of Arrogance: Market awareness uncovers changes in the enviranthah
dispel the basis for arrogance due to entrenchiédres or histories of financial success.

5. Patterns of Collaboration: Teamwork leads to discover other processes and dége
view of company’s challenges. Also, it encouragéfecéve actions with deadlines and
evaluation.

3.3 : Cl process

According to Bose (2008) "Cl is both a process angroduct (intelligence). The process of
Cl is the action of gathering, analyzing, and apwy information about products,

competitors, suppliers, regulators, partners, anstocners for the short- and long-term
planning needs of an organization”.

Many departments are involved in Cl process, bukbh®an et al.( 2000) have found in their

study that nearly half of the companies indicatihg CI function was housed in the

marketing/market research department, followedneysales department and accounting with
14 per cent of the responses.

The SCIP describes the CI cycle as the process Hoghwaw information is acquired,
gathered, transmitted, evaluated, analyzed and ramdigable as finished intelligence for
policymakers to use in decision making and acfidrere are five phases which constitute this
cycle: Planning and direction, collection, analydissemination, feedback (Bose, 2008).

In their empirical research based on 1025 execsitsugveyed about their companies’ usage
of Cl, Dishman and Calof (2008) have found thatp@dcess is constituted of five steps:

planning and focus, collection, analysis, commuiioca decision, but this process is affected
by certain contextual influences, namely organaral culture / awareness, the formal

infrastructure available as well as employee ingolent (Saayman, et al, 2008).
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Figure n 2 Model of Competitive Intelligence
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Source: (Dishman and Calof, 2008)

In this study, we attempt to provide a better ustderding of Cl, and its role in a firm’s
success. Specifically, we examine the CIl procedb wiview to discerning its impact on
organizational governance. A model of the CIl preces thus proposed. This provides
additional insight as to significant factors rethte the various phases, and may have impact
on organizational governance. In order for the @bcpss to have an impact on the
organizational governance, the information mustisseminated to decision makers within
the firm. Greater dissemination and fast feedbawbke the managers to enhance the way
they manage their company, and allow them to madteibdecisions that respond to, and
sometimes anticipate, competitors’ moves.

3.4 : Cl tools

Senior managers within the organization are denmgnohiformed/accurate intelligence, and
are requesting that it is made available at thieestiopportunity.

For a good CI work, CI staff needs to evaluate thdous tools and techniques that are
available for studying evolving intelligence profig/situations. They need to think “outside
the box” and be abstract thinkers. By thinking ‘Sdé the box”, they up-date their skill,

become more knowledgeable and can solve varioublgms, even with no immediate

solution (Trim, 2004).

Johnson and Scholes (1997) say that an organizatifmmced to respond to the competitive
situation and to retaliate accordingly. Then, Cbwdd be clearly defined and corporate
intelligence staff has to consider the various piztional barriers that exist (Breeding,
2000). With respect to this, Porter’'s (1980, 198®myk is valuable. Other companies use
scenario work or role-playing to identify and armycompetitor’'s strategic intent (Gieskes,
2000).
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To disseminate information, most common methods tesghnology, on direct (eg.
Presentation) or indirect (eg. Emails) exchangesabse the time-sensitive-nature of CI
products and the speedy delivery afforded by teldgyaools (Marin and Poulter, 2004).

For a good dissemination of Cl, companies shoule: ltae necessary hardware, software and
users accounts to access e-mail and/or the intréhtt respect of this, newsletters, alerts and
competitor profiles can be attached and distrib@texsh a generic e-mail account or uploaded
onto an intelligence-related intranet site (Hohh®®00). For example, Microsoft uses a
combination of web and e-mail based communicati@ihods to receive potentially useful
information from its sales division or partner canpes (Rosen, 1998). A group like Lexis-
Nexis has many central competitive intelligencegyiwith full-time employees in touch with
over 1000 people from sales and marketing depatsmnerorder to gather and share data via
an e-mail hotline (Gieskes, 2000). The group udes a mechanism called “Smart tools”
which tracks mention of competitors and of the campitself in the press or trade journals,
on a daily basis. Many other companies use thesetoas which are automatically updated
for a fresh data.

In addition, online discussion or news groups canuged for sharing information and
knowledge with employees or researchers workireyspecific sector or industry.

Companies use many tools to collect and sharenrdbon. However, Cl work has to be
measured and CI data evaluated for an efficienE@ipirically, the evaluation of Cl usage is
not a straightforward activity because it is difilicto quantify. Some companies exploit
intranet usage statistics, when others try to nreathe value of Cl, but these efforts remain
insufficient (Marin and Poulter, 2004).

3. 3: Link between CI and Corporate Governance

Nowadays, organizations are facing significant gesn Corporate governance is one of the
most important dimensions impacted by these chaagésvolved over time. It becomes the
focus of attention of many environment actors lidgectors, investors, stakeholders,

regulators for a better efficiency, effectivenessd aethical management (Demirbas et
Yukhanaev, 2011).

Good corporate governance involves a set of relghips between a company’s management,
its board, its shareholders and other stakeholdéits increasingly accepted “good” corporate
governance practices (Solomon et al., 2003), ierotdl maximize its residuals (Pistor, 2006;
Meharey, 2006), which mean profits. Then, for thgaanizational setting, the effective
decision-making and the success of marketing annphey processes, organizations need to
have timely and relevant information (Brod, 199®)e previous custom of waiting weeks for
a comprehensive competitor analysis is no longee@able if a company wishes to be
competitive (Gallagher, 2001). Therefore, how @lpact corporate governance? Is ClI
encouraging good corporate governance or in cdntraseates bad conditions for a wealth
generation?

Laidroo (2009) states that information is more ke in larger firms with concentrated
ownership, lower leverage and higher market-to-bradlos. His empirical tests reveal the
importance of ownership structure in providing mhation. The lack of sharing information
can be harmful. Mueller and Peev (2007) stress disgtnmetry of information between
managers and external investors may result in umgestment by external firms, while
companies with high managerial discretion tendverimvest.

Hussey (1998) thinks that CI staff needs to comwatei with various stakeholders. He
stresses that top management has to define whavalves.
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From a marketing view, CI allows to identify anddeal with security related threats (the acts
of counterfeiters, fraudsters and terrorists),roheo to ensure that the impact of both predicted
and unpredicted events and their consequenceat@lized or reduced (Trim, 2004).

Some organizations as Motorola and 3M, not only @kéo better know their environment,
but also take counterintelligence measures (Presk@5). Trim (1999) has highlighted that
senior managers have to stay within the law inrtleeganizational policy and security
measures.

Pole et al. (2000) explain that Cl is expanding mleatify three dimensions for that:

* Institutionalized watchfulness: organizations withteam pay more attention for their
external environment such as key competitors, egleindustries, target customers,
etc. Francis (1997) talks about a state of watdelsd when Cl team provides the
framework to institutionalize this alertness to erfl environment. Therefore,
alertness to external stakeholders increases tha#erstanding of unexpected
developments which can provide opportunities tdanepor threats to face.

» Shared information: ClI team legitimizes sharingndéérmation and offer a model for
desired behaviour across Cl team boundaries. Tgeeticipation in the organization’s
intelligence process can be enhanced.

» Development of enabling structures: the organimaéinhances its learning capability
not only from information collected but also frontarnal interactions with employees
and external interactions with customers, vendard, competitors.

Then, CI creates an ongoing link with stakeholdd#rbecomes a forum for the exchange of
ideas inside and outside the organization and Her dvaluation of new partnerships and
synergies (Bonthous, 1996). In essence, Cl helpdegists to understand the forces that
influence the business environment and should beingportant responsibility of top
management (Priporas, et al, 2005).

4 : Conclusion

Governance is about providing transparent andifié@rmation on the organisation, held the
managers accountable, which can enable a quicke#iadtive intervention by the different
stakeholders when all or some of their interestsatira danger. However, being an open and
transparent company may lead to disclosing valuablermation to competition, and
threatening the competitiveness of the organisatidmns information that requires time,
money and effort made by the competition underféien of CI, can be requested easily by
using governance as a right.

Good governance leads to sustainability and pedoo®a as it was discussed earlier in this
paper, but over disclosing core and vital inforrmatielated to the activity of the organisation
can be more harmful than helpful.

Therefore, in a transparent world where informaigudisclosed and available, organisations
will seek their competitors to provide them withraach information as possible, at the same
time to be vigilant in disclosing theirs. This Isai® a vicious circle and could be dangerous
for the companies and may lead to bad governaracgipes.

Competition is a stakeholder of any organisatiomw, lay being so, managers will have to take
it into consideration when making decisions notydhrough CI but also by being legitimate
to this stakeholder's needs in getting as muchmmdtion as possible on the organisation, then
protecting the survival and interests of their anstitution.

Moreover, Governance and Cl can be contradictorgdme way and complementary in
another, depending on where the organisation stamd$iow developed and established it is.
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In a competitive environment where transparencg iequirement, organisations are in a
dilemma of how much information disclosed is enowghhave good governance without
harming its competitiveness. This is the balaneg tiganisations will have to maintain for
their sustainability.
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Abstract

The purpose of this research was to analyse thessselating to the recent scandals over
government accountability in payments of judgendetit in Ghana. The study investigates
the extent to which the public institutions of agotability and mechanisms of control operate
effectively to ensure that those who exercise paegeount for their stewardship in the use of
public funds. The research procedure applied wamlynghe careful analysis of source
materials including newspaper articles, parliamgni@oceedings, government documents
and public reports, as well as radio and televiseports. A 6-item survey questionnaire was
also administered to the general public to asgegablic opinion on the issues. Our findings
reveal that blatant disregard for the public precoent laws, illicit abrogation of contracts,
weak institutions of accountability, a catalogue efors, negligence, and sometimes
deliberate corrupt behaviours of government, pevatd corporate officials resulted in the
fraudulent payment of colossal sums of money irggdent debt. The study is particularly
significant to international and corporate bodiesd business with the Republic of Ghana in
that it alerts these institutions of the importaméeensuring that all the stipulations of the
country’s financial and procurement laws are cdlefibserved when entering into a contract
with the government to avoid future abrogation ambure restitution in the event of
government default.

1: Introduction

Corruption and fraud in the procurement of goodd aervices for the public is a major
problem that plagues most governments across thed vespecially in the developing
countries of Africa and Ghana is no exception. Guwvernment of Ghana under the Mills
administration is reported to have paid out a tafalGH¢624 million as judgement and
settlement debts in its first three years in offjb#p://edition.myjoyonline.com/pages/news).
Majority of these were payment of debts resultirant breach of contract in the procurement
of certain goods and services for the Ghanaianigublnstitutions and individuals who
benefited from such payments include, Constructtbaneers (€94 million), Waterville
Holdings (€25 million) and the businessman Alfredb&si Woyome (GH¢51.2 million).
Other judgement debt claims yet to be settled delusofoton and Africa Automobile’s
claims of USD$1.3million and USD$1.5 billion respeely.

However, investigations into the payments by theriémic and Organised Crime Office
(EOCO) revealed that most of the payments made wéher fraudulently obtained or
resulted from previous governments’ disregard fontactual agreements. The Auditor-
General’'s 2010 Report on Public Accounts submittedParliament also indicated that
GH¢276 million of the total judgment debt paid bpvgrnment to various claimants
representing 11% of total government administraéixpenditure, could have been avoided if
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public officials had taken precautionary measures performing their official duties.
Procurement contracts are awarded and cancelledubgessive governments in a point
scoring match. Contracts are sometimes abrogatedgh arbitrary and in some instances,
capricious use of power. In the end huge sumsarfay that could have been expended on
essential social services are lost senselesslydividuals and firms whose services the state
did not enjoy.

Study Objectives

1. To investigate the extent to which the public itgtbns of accountability and
mechanisms of control operate effectively to ensiaé those who exercise power
account for their stewardship in the use of puhirals.

2. To assess the public’s perception of the judgerdebt payments.

3. To investigate the implications of the judgemeritdmses for institutional development
in the country

2: Literature Review
Judgement/Settlement Debt

Judgment debt is the amount of money awarded lpug t the winner of a court case and
payable by the losing party. It is “a legal obligatto pay a debt or damages evidenced by a
judgment entered in a court of record and enforeehy execution or other judicial process”
(http://www.merriam-webster.com/dictionary). Judgmrn debt may be obtained by full
litigation or by default when the defendant faisfile a defence leading to judgement given
in favour of the claimant unopposed. Thus judgnuksiits are debts that have been reviewed
by a judge in a court of law, and found to be vallddgement debt must be distinguished
from settlement debt or debt arbitration which nsagproach to debt reduction in which the
debtor and creditor agree on a reduced balanaeandesser than the original amount that will
be regarded as payment in full.

Debt settlement is sometimes preferred to full faws because a considerable percentage of
the outstanding balance can be reduced or forgiverugh the settlement negotiations, and
the arbitration process avoids lengthy acrimonidegal wranglings. However, debt
settlement robs the debt resolution process ofspamency, full litigation and thorough
interrogation of issues, evidence and witnessedirigato authoritative verdict by a court of
competent jurisdiction as the case may be in judgendebt. Hence the debt settlement
process is open to fraudulent manipulation of stdfieials charged with negotiating such
settlements on behalf of the state.

In the case of the recent breach of contract dafpinents in Ghana, it is important to note that
most of the payments were settlement rather thdgment debt payments.

Public procurement

Public procurement refers to the acquisition of dgoservices and works by a procuring
entity using public funds (World Bank, 1995a). Amtiog to Roodhooft and Abbeele (2006),
public bodies have always been big purchasers,ingealith huge budgets. Public
procurement represents 18.42% of the world GDP (Madd, 2010), and in developing
countries, it is increasingly recognised as esskenti service delivery (Basheka and
Bisangabasaija, 2010), and accounts for a high gotiopm of total expenditure

(Tukamuhabwa, 2012). In Ghana, it “accounted forreanthan 70% of government
expenditure after personnel emoluments” (Chairmiathn® PPGB, 19/09/2012). Due to the
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huge amount of money involved in government protignet and the fact that such money
comes from the public, there is need for accouftalaind transparency, (Hui et al; 2011).

Consequently, various countries both in developad kast developed countries have
instituted procurement reforms involving laws aedulations. However, the major obstacle
has been inadequate regulatory compliance (Tukabwéa2012). De Boer and Telgen
(1998) confirm that non-compliance problem affeatdé only the third world countries but
also countries in the developed world. For examplethe US, for the fiscal year ending
September 30, 2006, the government recovered adréctal of more than $3.1 billion in
settlements and judgments from cases involvingmdaof fraud (Lander, et al, 2010).
Odhiambo-Mbai (2003) also, observes that the lefelccountability in the management of
public affairs has consistently declined since petelence. A report by the OECD notes that
although public procurement has been employedvasalanstrument for achieving economic,
social and other objectives it is regrettably aeraawulnerable to mismanagement and
corruption (OECD, 2007). Procurement fraud squandierited funds, threatens safety and
national defense, cheats taxpayers, and harmsgoeet efforts to obtain needed goods and
services.

Although fraud in public procurement has long bestablished as a canker in the Ghanaian
public management and despite the recent publicnatidnal uproar over huge payments of
judgement / settlement debts in connection witlcprement and financial engineering, very
little if any scholarly study exists that systematiy examines public accountability relating
to the various judgement debt payments by the gowent, the mechanisms of control and
the extent to which these mechanisms are effegtiimplemented and enforced to hold
officials entrusted with the disbursement of pulfilinds accountable for their stewardship.

Public Accountability

The Encyclopaedia of Democracy defines public actahility as “the ability to determine
who in government is responsible for a decisioacaiion and the ability to ensure that public
officials are answerable for their actions”. Acdagito Bonsu (1998), accountability is not
just the responsible exercise of authority but assuring that those who exercise power
account for their stewardship to the ultimate seuof power — the people. Due to the
enormous authority reposed in public officials esgléy the exercise of discretionary powers,
it has become necessary to hold public officeroactable for their actions as a way of
ensuring against misuse and abuse of power/ atyligrosition. Whenever an action is taken
in the name of the state, the state becomes rappoifer the action. Besides, because of the
massive injection of public and donor funds anch#at is important to hold public actors
accountable for the manner in which public fundsdisbursed.

Further, evaluating the ongoing effectiveness diflipwfficials or public bodies ensures that
they perform to their full potential, provides valdor money in the provision of public
services (Bovens 2006), instills confidence in go@ernment and ensures responsiveness to
the community they are meant to be serving. Bdgicgdublic accountability is the
cornerstone of modern democracy and central to gowdrnance. It is according to (Adefila
& Adeoti, 2001), the parameter for adjudging theblpu expectation of fairness,
responsiveness and exemplary leadership

According to a World Bank document the concept atoaintability involves two distinct
stages: answerability and enforcement. Answergbitéfers to the obligation of the
government, its agencies and public officials tovide information about their decisions and
actions and to justify them to the public and thmsgitutions of accountability tasked with
providing oversight. Enforcement suggests thatghblic or the institution responsible for
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accountability can sanction the offending party remedy the contravening behavior,
(http://siteresources.worldbank.org/publicsectogavernance/Resources).

Types of Accountability

The concept of accountability can be classifiedoadiog to the type of accountability
exercised and/ or the person; group or instituttbe public official answers to and
conceptualized by reference to opposing forms abuactability. Public accountability is
therefore classified into horizontal verses vettieacountability, political verses legal
accountability, and social verses diagonal accduilitia

Horizontal verses Vertical Accountability

Horizontal accountability is the capacity of statstitutions to check abuses by other public
agencies and branches of government, or the renenefor agencies to report sideways. Its
institutions include the judiciary, independent siitational commissions, public accounts
committee and agencies of restraints on executigeddficial power. Alternatively, vertical
accountability is the means through which citizemsss media and civil society seek to
enforce standards of good performance on officiAlscording to Professor Gimah Boadi
(2005), vertical accountability refers to accouiiigb that political leaders owe their
followers and that owed by public officials to tgayers. It is usually secured through a
system of campaigns and elections resulting inciais holding office at the pleasure of
voters.

Bovens (2006) notes that vertical accountability abso refer to principal-agent relationship,
whereby the principal delegates to the agent, ¢femtais accountable to their direct superiors
in the chain-of-command. For instance the publicial answers to the department/ agency
minister, the department answers to the ministes, rhinister answers to parliament, and
parliament answers to citizens. Parliament is thiey actor in terms of holding government
officials to account. Parliament, as principal, uiees the government and its officials, as
agents, to implement the laws, policies and prograimhas approved — and holds the
government and officials to account for their parfance in this regard. Parliament is also an
agent, in that the electorate (the principal) aleleislators to enact laws and oversee
government actions on their behalf. The electortites hold legislators to account at election
time.

Political versus Legal Accountability

Parliament and the judiciary act as horizontal Gangnal checks on the power of the
executive. While parliament holds the executiveitipally accountable, the judiciary holds
the executive legally accountable. Together, th@yide ongoing oversight in order to keep
the government accountable throughout its term fiiteo Political accountability usually
manifests itself in the concept of individual mieisal responsibility in that parliament can
call on ministers during question time or througke public accounts committee to answer
guestions regarding their stewardship. The judjcianlds the executive and other public
officers accountable by determining the constingidy of their actions and to pronounce
judgement and punishment on those found guiltyootr@avening the law.

Social verses Diagonal Accountability

The concept of social accountability relies oncingagement, a situation whereby ordinary
citizens, the press and/or civil society organmadi participate directly or indirectly in
exacting accountability. Mechanisms of social actahbility are often “demand-driven” and
operate from the bottom-up (Goetz & Gaventa 200)ere press freedom exists, the press is
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usually very vocal on matters of accountability ardularly informs the public of actions

bordering on impropriety by public officers. Thde@f members of parliament is paramount
in providing weight to such grass roots accounitgbthechanisms. For example, a Member
of Parliament can represent the concerns of histhestituents by questioning a Minister
during question time in Parliament.

According to the World Bank Institute (2005), sd@acountability involves mechanisms of
diagonal accountability which seeks to engageanitzdirectly in the workings of horizontal
accountability institutions in an effort to augmehe limited effectiveness of civil society’s
watch dog function by breaking the state’s monopalgr responsibility for official executive
oversight. Mechanisms of diagonal accountabiligfude community advocates’ participation
in institutions of horizontal accountability e.gndependent constitutional commissions and
various commissions of enquiry that may be set apnvestigate wrongdoings of public
officials; community advocates’ ability to accedassified information about government
agencies; authority to compel a government agea@nswer questions; and to acquire the
authority of the horizontal accountability institn to enforce the findings or influence
elected officials.

Ultimately, parliaments are key actors in what hasn termed the ‘chain of accountability’.
They are, along with the judiciary, the key indidn of horizontal accountability, not only in

their own right but also as the institution to whienany autonomous accountability
institutions report. They are the vehicle throughicli political accountability is exercised.

Along with civil society organizations and the massdia, they are also important institutions
in vertical accountability

(http://siteresources.worldbank.org/publicsectoganvernance/Resources).
Mechanisms of Accountability in Ghana

In Ghana, a number of control mechanisms are pplaice to ensure public accountability in
the use of public funds including the follow:

* The Economic and Organised Crime Office (EOCO)

» Parliamentary control

» Professional Codes of Ethics

* Financial Administration Laws & Regulations

* The Auditor Generals Department

» The Courts

* The Media

* National Elections
The Economic and Organised Crime Office (EOCO)
The Economic and Organized Crime Office (EOCO), setsup by Act 804 of 2010 in line
with Article 190 (1((d) of the 1992 constitution ase of the Public Services of Ghana to
supplement and augment government's effort initjiteé figainst corruption in the State. The
Office was established as a specialized agencywérgment to monitor, investigate and on
the authority of the Attorney-General, prosecutg afience involving serious financial and
economic loss to the state. The Act replaces thedp Serious Fraud Office Act, 1993 (Act

466). EOCO is mandated by Section 3(1) (a), (B),(§ and (2) S.12, and S.13 to investigate
any suspected offence provided for by law whichespp to the Executive Director on
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reasonable grounds to involve serious financiat@mnomic loss to the state or to any state
organisation or other institutions in which thetsthas financial interest; detect crimes likely
to cause financial and economic loss to the states reasonable measures to prevent the
commission of crimes which may cause financial @n®mic loss to the state. Can EOCO
be relied upon to effectively investigate governmand public officials who commit
financial crimes against the state impartially withfear or favour?

Parliamentary Control

As John Stuart Mills notes, parliaments functiomtatch and control the government, throw
the light of publicity on its acts, compel a fubkposition and justification of acts which

anyone considers questionable; and to censure thémnd condemnable. In Ghana, the
legislature has the authority of oversight over thEerations of the government and to
criticize it. This is to ensure that public offibelders conduct the affairs of the country in a
responsible manner. Parliament uses The Public kidsoCommittee, Estimate Committee,
Departmental Standing Committees, and Question Emeeans of controlling the acts of
public officials. Other methods available for pament to control the executive branch of
government include: impeachment, approval of pedicand agreements initiated by the
executive, and the motion of censure. Does the @&hanparliament exercise effective
oversight over the government and other publicats?

Professional Codes of Ethics

Organizations and professions also try to ensuspgsrconduct of office by instituting codes
of ethics and conduct to regulate the excessesiblcpofficers which otherwise could lead to
the exercise of uncontrolled power, fraud, nepatisragligence and inefficiency. The
guestion is did the public officials involved inetiudgement debt payment scandals do due
diligence, conduct themselves with professionalsna diligently followed the codes of
ethics of their respective professions?

Financial Administration Laws and Regulations

To ensure financial propriety and accountability toéir actions, public officers/heads of
department, and spending officers are regulated gt of financial procedures, rules and
regulations including the Financial Administrati®egulations (FAR) NRCD 123 1979, the
Financial Administration Act 2003, Act 654, and tRablic Procurement Act 2003, Act 663
which indicate the manner in which security andt@tg of assets as well as expenditure are
disbursed. The Financial Administration Act 2088t 654 was established “to regulate the
financial management of the public sector; presctiie responsibilities of persons entrusted
with financial management in the government; ensieeeffective and efficient management
of state revenue, expenditure, assets, liabilitesqurces of the government, the Consolidated
Fund and other public funds and to provide for eratrelated to these”. 17. (1) of the Act
states that “a contract that provides for the payroéany money by the government shall not
be considered valid without the prior approval bé tMinister”. The question is, did the
Minister of Finance approve the payments made toydve and on what basis was the
approval made?

The Public Procurement Act 2003, Act 663 specifiablic procurement methods, tendering
procedures, the conduct of procurement proceedingghe award of procurement contracts,
as well as established the Public Procurement Bdaacged with the duty to “harmonise the
processes of public procurement, secure a judicieasnomic and efficient use of state
resources and ensure that public procurement isedaout in a fair, transparent and non-
discriminatory manner”..
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Also, 62 (1) of the Financial Administration Act@8 Act 654 states that any public official
who conspires with another person to defraud thee@unent, or makes opportunity for
another person to defraud the Government; deliblgrgiermits the contravention of the law
by another person; willfully makes or signs a faséry in a book or willfully makes or signs
false certificate, commits an offence, and is Babh summary conviction to a fine not
exceeding 5000 penalty units or to imprisonmengfterm not exceeding 10 years or to both.

Unfortunately, the Act is silent over the abrogatiof public procurement contracts and
compensation for termination of such contracts ebgr creating room for fraudulent
manipulation of both government and private offisvolved in the procurement of goods
and services for the public. Are our public procoeat laws adequate to protect public
coffers against fraud and corruption? Did governinadficials involved in the procurement
process follow all the stipulations of the Publro@rement Act?

The Judiciary and the Courts

The Judiciary or the law courts is the branch ofeggoment responsible for the settlement of
disputes, enforcement of civil and criminal casesl interpretation and protection of the laws
of the country. The judiciary exercises legal andZontal accountability over the executive

to ensure government and public officials who bréad law are duly punished. The law

courts have been deeply involved with the judgendsiit cases since its onset however
guestions have been raised about the capacitylaliy af the Attorney Generals department

to successfully prosecute those accused of illwiblvement in the judgement debt payment
issues. Is the government committed to bringingéheho default the state to justice?

The Auditor Generals Department

The office of the Auditor-General is extra minisiéand is given power by Article 187 (2) of
the 1992 Constitution to audit all the public aatisuof Ghana, including the courts, central
and local government bodies, all bodies enactedrbpct of Parliament and all institutions
in which government has shares or stakbee payment of all judgement debts by the
government has been captured in the Auditor-Geseffl10 Report on Public Accounts
submitted to Parliament by the Auditor-General. Auglitor-General’s Report also indicated
that GH¢276 million of the total judgment debt paiduld have been avoided if public
officials had taken precautionary measures in perifog their official duties. Could those
public officials responsible for such needless payts be apprehended and prosecuted for
their negligence, fraud or corruption?

Media Publicity

The media and civil society groups hold governmentsally accountable and play a critical
role in public and corporate accountability. Throupe media, the general public and the
corporate community is made aware of the regulatatgomes (Zubcic and Sims, 2011). Hui
et al (2011) stated that in Malaysia, wide publaratof tenders in the media such as
newspapers and websites could help reduce corrugiio increasing transparency and
participation, thereby enhancing public procuremeompliance. According to Borden

(2007), media exposure reduces the incidence ohgdoing through press coverage that
highlights instances of wrongdoing. In an environmef heightened and effective press
coverage of misconduct, others contemplating midaonmay be discouraged. Related to
this, UNDP (2010) indicated that many procuremeransgals have been uncovered by the
media and a free and independent press is a pdwerdlto promote transparency and

accountability.

Ghana currently enjoys a wide degree of press dmedn 2008, there were over 136
newspapers, 11 TV stations plus satellite telemismver 21 radio stations and increasing
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internet access, (http://www.pressreference.cor@&@hana.html). Does the Ghanaian
media report issues fairly and impartially to caons¢ an effective source of social
accountability?

National Elections

The idea that voters use elections to hold goventsnéo account lies at the heart of
democratic theory. If governments fail to providadigy outcomes preferred by the majority
of the citizenry, they are likely to lose office turn, a solid government record that is largely
in tune with public demands may secure re-electiRut. in the words of Vladimir O. Key
(1966, 568), elections allow citizens to act as“théional god of vengeance and reward”. In
order for citizens to judge if an incumbent dessri® be reelected on the basis of past
performance, voters need to be aware of governraetndons and the outcomes of these
activities (Vries & Giger, 2012). However, studisow that the extent to which electorates
are able to cast their votes based on logical assa# of incumbents’ performance depends
upon the individual’s political sophistication aadailability of information to the individual
electorate (Gomez & Wilson, 2006; Duch, 2001). Bu# Ghanaian electorates politically
sophisticated enough or well informed enough to enaiting decisions based on the critical
analysis of the issues?

2: Research Methods

The research procedure applied was mainly the Waaehlysis of source materials including
newspaper articles, parliamentary proceedings, rgovent documents and public reports, as
well as radio and television reports. A 6-item syrguestionnaire was also administered to
the general public at various parts of Accra — gy malls, markets, university campuses
and lorry stations to ascertain the public’s opinam the judgement/ settlement debt payment
issues. In all, a total of 1568 people were pollHte results were analysed using frequencies
and percentages.

3: Research Findings

Question Yes No Neutral/
Don't
Know

Do you think the EOCO reports are credible in tlegjposition of fraud in the 80.9% 19.1% 0%

judgement/settlement debt payments?

Do you think parliament exercises effective contmodl oversight over the 35% 61.3% 3.7%
government?

Are Ghana'’s procurement laws adequate to protddtqeoffers against fraud and 53% 25% 22%
corruption?

Do you trust the Attorney General’'s Department tredMinister of Justice to 31% 56% 13%

effectively prosecute government officials andtlatise implicated in the
judgmer debt fraud?

In your opinion, does the media report issues inrdriased and non-partisan 55% 45% 0%
manner?
Will the judgement /settlement debt cases be tha oensiderations for your voting 28% 11% 61%

decisions in the December elections?
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4: Discussions

The Effectiveness of the Mechanisms of Accountali in the Judgement Debt Payment
Cases

At the outbreak of news of about the judgement galgment fraud, the EOCO was charged
by the late President John Evans Atta mills to stigate the payments. The office indicted a
number of people including present and past goventiofficials namely:

* Businessman Alfred Agbesi Woyome for making falkgnes to obtain 51.2million
for abrogation of a contract that never existedr.“Woyome manipulated documents
and information, and riding on the negligence anadamplicity of public officials,
managed to receive money which he was clearly notlexl to”. (EOCO Reports,
2012).

* Former Chief State Attorney, Nerquaye-Tetteh whiused to contest Woyome’s
fraudulent claims leading to a default judgemerfaiour of Woyome.

» Mrs. Gifty Nerquaye-Tetteh, his wife into whosecagnt Woyome paidC
400,000.00.

 Paul Asimenu, the Director of Legal Services at Mmistry of Finance and
Economic Planning accused providing informatiort tided Woyome to obtain the
fraudulent payments.

* Former Deputy Minister for Education and Sportsemthe Kuffuor administration,
Mr. Osei Bonsu Amoah accused of not following taiel Idown procedures stipulated
in the procurement law when awarding the contadVvaterville Holdings and whose
political campaign was financed by Woyome.

* Mr. Osarfo Maafo, the Minister of Education and Bgounder the Kufour
administration accused of the illicit abrogationtieé contract with Waterville leading
to €25million settlement debt payment.

* Mrs Betty Mould Iddrisu, the former Attorney Genleezcused of failing to go to
court preferring to settle the breach of contraetints out of court without due
diligence and even disregarding the late presi¥gld’ instruction to go to court and
settling the claims out of court some of which adrout to be fraudulent.

* Mrs Betty Mould Iddrisu, also accused of paying olutourt settlement of €94million
to Construction Pioneers (CP) without due diligence

* Minister of Finance and Economic Planning, Dr. Kesah Duffour, for paying out the
judgement/ settlement debts out of governmentecefivithout due diligence as
required by the Financial Administrative Regulaton

The EOCO reports also stated that the late Presidéls tried unsuccessfully to stop the
Woyome payments raising questions as to the ektenhich the President was in control of
the affairs of the government. The former Presideas reported to have instructed the
Attorney General Betty Mould Iddrisu to contest thefault judgement obtained by Woyome
and to withhold subsequent payment of the remaiamgunt after initial payment of over
Gh¢17 million in February 2010. Mrs. Betty Moulddhiisu however, disregarded the
president’s orders and went ahead to negotiatefardurt payment plan for additional Ghc34
million paid in three installments. This accorditgycritics is an “evidence of leadership
paralysis, if not deliberate connivance” (http:/mnghanaweb.com/Ghana). The sudden and
untimely death of President Mills on the"™24f July 2012 gives further credence to the
suggestion that due to ill health the former presidvas unable to exercise full control over
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his cabinet and staff leading to rampant corruptind disregard for the principles of probity
and accountability by government officials.

The authority of the EOCO to investigate the judgetndebt payment cases was however
challenged by the main opposition party, the Newriétec Party (NPP) on grounds that
EOCO was not an independent institution and theeafaght not conduct a fair and impartial
investigation since members of the ruling New Deratic Congress (NDC), officials of the
Attorney Generals department and other governmiicials were implicated in the cases.
Section 4 of Act 466 places the EOCO under therAé&p General. The Director and two
Deputies of the office are appointed by the Pregidend the Minister of Justice and Attorney
General is responsible for the EOCO. And the thénrAey General was herself implicated
in the case. Former president John Agyekum Kufouasequently advised his party members
not to cooperate with the EOCO investigations.

However, despite initial objections, our surveywhdhat 80.9% of those questioned agree
the EOCO reports were credible. Thus the EOCOrtedumave come to be accepted by
majority of Ghanaians as a true and authoritatiymosition of fraud and corruption within the
present government and to some extent past govetisrienancial administration of the
country.

Effectiveness of Parliamentary Oversight

Parliament has in the course of the scandals saljesajority of those implicated in the case
to severe scrutiny by the Public Accounts CommitfBee Former Attorney General and
Minister of Justice, Betty Mould Iddrisu was sulbgztto questioning by the Public Accounts
Committee (PAC) for her role in the payment of @ldc51.2 million to Woyome and the €94
million to CP. The PAC of Parliament also estaldshthat Construction Pioneers Ltd (CP)
was owing the government 284 million deutsche mark$ GH¢5.2 million in tax liabilities
at the time the government entered into an agreetoeipay the company €94 million as
settlement debts. Irrespective of this, CP was #blelaim the €94 million without paying
what was due the government in respect of itsitebilities to the state. Why did the former
minister decide to settle the case with CP withiaking care to ensure that investigations are
conducted into all of CP’s dealings with governmémfore the payment was made?
Appearing before the PAC on the™»f July, the former Minister of Justice informed
parliament that she acted professionally and initterest of Ghana in reducing the €162
million claimed by CP to €94 million through thetsament negotiations.

Some members of the public had called for the irdpeeent of the late President Mills for

“overseeing” the fraudulent payment of the cologgsdgement debts. But that was probably
farfetched as there has been no proven link ofidtes president to the “gargantuan fraud”.
Should parliament have moved a motion to censuresters involved in the case? Majority

of Ghanaians think the Minister of Justice, BettpwMl Iddrisu should have been censured
and prosecuted for her role in the case. Conselguémts. Mould Iddrisu has resigned her

post following the EOCO investigation.

Although Parliament had been instrumental in enguthat public officials involved in the
judgement /settlement debt cases offer explanatadgustification for their conduct as well
as apportion blame to those found wanting it wasertslof calling for the arrest and
prosecution of suspects. Could parliament do morensure that future occurrence of such
cases are prevented? Does the Ghanaian parliamsean anstitution exercise real and
effective oversight over the executive to contha@ excesses of the government of day and its
officials? Our research reveals that only 35% ofthpolled believe that parliament exercises
adequate oversight over the executive. Majority afethe view that parliament is too
polarised to exercise any real and objective cbwotrer the government.
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The manner, in which the Parliament of Ghana hasedaout its oversight role, has come
under sharp criticism from the Chairman of the RuBktcounts Committee, Mr. Albert Kan

Dapaah, regretting how the government majority,rduee, had endorsed in an omnibus
manner whatever was presented by the executivakByeon the topic, ‘Parliament’s Role
in Ensuring Transparency in the Oil & Gas Sectdhe PAC chairman stated that:
“While we hail the victory of democracy in our cdon Parliament which is the central
institution of democracy and the key institutiorowersight suffers from crisis of credibility,”

(http://liamaghanaian.com/index.php?do=/news/ghambament-suffers-credibility-crisis).

Ghanaian MPs are noted for voting on party lined supporting their party’s position on all
issues without real justification even where comnsense points to the contrary because
criticizing one’s own party’s position on an issgeseen as disloyalty and treachery. Hence
leaving the job of holding the executive accourgdbl the way state resources are managed
in the hands of Parliament will only go to entrerttie chronic state of corruption and
mismanagement of public funds. Until MPs are readyefend the constitution of the country
and the will of its people in the discharge of th@iandate as against parochial party and
personal interests, the ability of parliament toereise significant oversight over the
government of the day will continue to be sevelehted.

The Adequacy of the Public Procurement Laws

Were the public procurement laws effectively impéented and enforced in the procurement
processes that resulted in the disputed judgenetihef®ent debts for the country? The
Former Deputy Minister for Education and Sports amthe Kuffuor Administration, Mr.
Osei Bonsu Amoah who was instrumental in the awafrdhe contracts to Waterville
Holdings for the rehabilitation of the Accra, Kumaad Elwak sports stadia was said to have
instructed the contractors to start work on thggmts immediately after the signing of the
memorandum of understanding (MOU) while awaiting dfficial signing of the substantive
contractual agreement; an action which constitutedlear breach of the procurement
regulation. The question therefore is was due m®&alowed in the award of the contract?

A major flaw in the Public Procurement Act 2003t 863 is its silence over the abrogation
of contracts and compensation for termination ahscontracts. Consequently, most of the
breach of contract claims and subsequent judgemsetitément debts were the result of illicit
abrogation of contracts entered into with the gomeent. The Managing Director of
Waterville Holding (BVI), Mr Andreas Orlandi arguekat Waterville through an open, fair
and international bidding process and in complianith the Ghana Public Procurement law
won a contract to construct two new stadia andbiétete two others. However, in spite of
the Waterville being given approval for the awafdhe five stadia the government decided to
re-award two of the five stadia already awardeWaderville to Shangai Construction Group.
“The procurement process for the two stadia awatddékde Shangai was not in compliance of
the Public Procurement Law,” (http://edition.myjojioe.com/pages/news). This situation is
indicative of gross disregard for the public presuent laws and a breach of contract causing
financial loss to the state.

The then Vice President under the Mills Administat Mr John Dramani Mahama, now the
President of Ghana who took over the presiden@r #fie sudden demise of President Mills
stated in an interview with Shaka Ssali of Straiatk Africa on VOA Africa that most of
the judgement debts the NDC government is saddlddwere caused by the previous NPP
government which after coming to power in 2001 ghted several contracts with many
foreign, international and local companies leadm@ crystallisation of many of these debts
when the NDC return to power in 2009.
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Most notable among these abrogated contracts angrtiturement contracts with: Waterville
Holdings for the rehabilitation of stadia which uted in the payment of €25 million to
Waterville and the controversial Ghc51.2 millionWwoyome; Isofoton, a Spanish company
contracted to execute the rural solar electrifaratproject for Ghana under the Spanish
protocol agreement with the Government of Ghanditgato a claim of $1.5 million in
breach of contract; and African Automobile contealcby the former NDC government in
1999 to import 86 cross country vehicles which weedivered in 2001 for distribution to
local assemblies but have been left to rot in adbedrwarehouse because the NPP government
which took over office refused to pay for or use #ehicles claiming lack of contract, lack of
appropriate documentation or that the vehicles il meet the required specifications.
African Automobile is now claiming $1.5 billion fro the NDC with whom the initial
contract was entered.

The question therefore is, are our public procurgnteavs robust enough to insulate the state
against fraudulent manipulations by public and gevofficials involved in the procurement
process? Opinion of our respondents on the issgesharply divided. While 53% believe the
laws are adequate, 25% answered ‘No’ and 22% ‘Dorotv’.  It's important to note that the
procurement laws themselves are not the problerheratheir implementation and
enforcement. However, it may be important to reviba/current procurement laws to include
clear conditions under which contracts with théestamuld be legitimately abrogated.

While it is legally and morally imperative that aceessor government has the authority to
review all contracts and liabilities it inheritecbin a previous government, it is crucial that
constitutional or legislative measures are put lace to ensure that legally binding
contractual agreements of the state are honougatdiess of which particular government
entered into the initial agreement. Hence, anydi@cito abrogate a contract especially those
with foreign companies which normally have hugefioial implications for the state must
obtain parliamentary approval or be disclosed plpliogether with the reasons, which
should include the costs-benefits analysis andfigeions for such an abrogation.

Capacity of Judicial Oversight

The capacity of the law courts especially the Ateyr Generals department to effectively
prosecute and punish those who have been involmethe fraudulent payment of the

gargantuan judgement/settlement debt paymentsdesdalled to question. To date only the
businessman Alfred Agbesi Woyome who is accusechaiing fraudulent claims to obtain

C51.2million in default judgement is currently fagiprosecution at the high court. All the

present and former government officials and otlmgdicated in the cases have been left off
the hook raising questions about the governmemwi'snsitment to prosecute these corruption
cases and the ability of the Ghanaian courts toceseeeffective oversight over government.

Results from our polls show that only 31% of thea@dian public trust the AG department to
effectively prosecute government officials accused illicit involvement in the
judgement/settlement debt fraud. No one for examapbierstands why the state in a dramatic
twist entered a nolle prosequi on Tuesd4ylGne on the basis of which the court dropped all
charges against the three others being prosecatethdir role in the Woyome case. Why
were the charges dropped entirely?

Why did the then Attorney General refuse to conidstWoyome’s fraudulent claim against
the state leading to the award of the Ghc51.2 oniljludgement debt? Why didn’t the
Attorney General contact the former governmentcafs regarding the award of the stadia
procurement contracts to ascertain the facts aiatblesh the legitimacy of the claim?
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An even more pressing question on the minds of dsinaians is why did the state decide
to settle the breach of contract cases out of aatiner than vigorously pursue them in court
especially when the legitimacy and legality of soofighe supposed procurement contracts
were clearly in doubt? It is important to notettheost of the prominent so called judgement
debt cases were actually out of court settlemeeg®tmted by the former Attorney General
Betty Mould Iddrisu. According to Martin Amidu, arimer Attorney General who was
dismissed by the Mills administration for ‘miscomtiun the wake of the Woyome scandal,
“As long as the state has a good case, we shouldbandon the courts and rush for out of
court settlement, just to build evidence against he”
(http://www.graphic.com.gh/features/page.php?news).the latter explains, in the case of
judgement debts, the full length of the law hasnberhausted without reprieve as against
settlement negotiations that do not take the latw account. The Auditor-General’'s 2010
report also stated that those who undertook theotragpns and authorised the payments
could not always explain and justify the need faetspayments.

As the Vice President, now President John Dramaathdvha explained: “Previously we had
no rules by which the Attorney General operatedus$ed his discretion to decide which case
to pursue in court and which to settle. But thedeswe have learnt is that you need not leave
this discretion to one person” (http://www.youtudmn/watch?v=wSomcwdzZhWI). The
Cabinet has therefore decided to fix a ceiling f¢GLO million on judgement / settlement
debt paid by the Attorney General. Any amount edoegthis must be referred to Cabinet for
consideration. Although this new ceiling has théeptal of reducing the level of losses, one
wonders whether the policy is far reaching enowgburb future abuse of such discretionary
powers.

A more worrying phenomenon has been the abilityhef law courts especially the AG's

department to successfully prosecute people whau@for commit crimes against the state.
The state of Ghana under the Mills’ administratiwes lost all 13 high profile cases in

succession raising questions about the ability,edige and motivation of government

lawyers charged with the duty of defending theestat deliver on their mandate. Reasons
given for the state’s frequent loss of cases irelud

* undue politicisation of cases,

» the haste of the AG’s department to rush casesud without careful investigation;

» the inexperience or incompetence of lawyers inAkes office leading to the filing
of wrong law suits;

* inadequate personnel at the AG’s office to repretdee government in certain cases,
leading to accused persons being discharged for e¥gmosecution;

* inadequate budgetary allocation of funds for tragniof staff, and provision of
necessary materials for effective and efficientfggsional services to the state, and
the obvious;

» corruption in the AG’s department resulting in faek of interest in ensuring that
those who defraud the state are duly prosecutegh@anigdhed

The sacked Attorney-General Martin Amidu claimeahoag other things, that a government
minister was trying to frustrate his attempts t@sgcute Woyome who had perpetrated
"gargantuan crimes" against the people of Ghana.Aviridu will be remembered for being
the one who introduced the word ‘gargantuan’ ih\ocabulary of the ordinary Ghanaian.

Besides, the prosecution’s delay in prosecutingWuogome for example, is partly attributed
to difficulty in recovering documents relating toeetaward and subsequent abrogation of the
CAN 2008 stadia procurement contracts. The progectutas accused former government
officials of destroying and or hiding important dogents crucial to the successful
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prosecution of the case. It is no secret that iar@hand most developing countries of Africa,
public officers normally leave office with the afé — taking with them important documents
to cover their tracks or simply frustrate their a@gsors to render them ineffective.

Given the current calibre of lawyers at the AG’§icef, the institutional weaknesses of the
department and the challenges of resource and ialatenstraints, the prospects of the state
successfully prosecuting and winning the case ag#iose accused of defrauding or causing
financial loss to the state in the judgement lseint debt saga are rather very slim.

The Media & Civil Society Groups

The media has been vociferous in exposing corrapfraudulent dealings and other forms of
wrongdoing by government and public officials adlwae corporate and private officials. The
Woyome case was first broken by Adom FM back inddalger, 2011 and fiercely pursued
and anatomically digested on daily basis by mostianBouses throughout the country. The
media’s daily exposition on the case has kept ti#ip informed about the judgement debt
saga. The use of TV and radio call-ins and so@akark sites like Facebook and Twitter also
enable the public to express their opinions andleomation for what they see as corruption
and abuse of office by the government.

Given the high level of press freedom in the coyntme would expect that the media
exposition of issues would objectively inform thebpic about issues of national importance
thereby giving the public the opportunity to makdormed decision about government
activities and the behaviour of public actors. Unifpately, our polls show that only 55% of
the public think the media reports on issues inm@nased non-partisan manner.

The Ghanaian media is polarised and often seemsa&rsiinents of political propaganda by the
two main political parties — NDC and NPP, rathearthas reliable sources of public
information. Hence, any revelations of wrongdoioga simply be dismissed by either side of
the political divide as mere propaganda aimed strdditing the opponent, a situation which
has limited the effectiveness of the media as @efai tool of public accountability.

The implication here is that for effective sociacauntability, the media cannot be totally
relied upon. The onus therefore lies with civilistg organisations like ISODEC, AFAG and
IMANI Ghana to exercise diagonal accountability ioyensifying their campaign against
fraud and corruption in public actors. Civil Sogigbroups must insist on membership on
various commissions of enquiry so as to influendbeo institutions of horizontal
accountability in the public interest.

National Elections

No other scandal has consumed the Ghanaian elextoreecent years as the judgement debt
scandals especially the ‘gargantuan’ payment mad&dyome and its related implication of
several government and public officials. The pa&trdf the scandals influencing the voting
behaviour of Ghanaians in the forthcoming electioasnot be overemphasised. While the
Mills/ Mahama government is focused on propagathegyr “unprecedented achievements”
over the last 3 — 4 years, the opposition paemgsecially the NPP is bent on making the
judgement debt scandals a major part of their ieleeering campaign to hammer the level of
corruption in the government to turn the elect@atgainst a government which came to
power on the back of the promise to fight corruptémd restore probity, accountability and
good governance. However, the demise of Presiddig &hd the nationwide testimony of his
honesty, dedication to country and his better ‘Gh&genda’, and most importantly, his
pursuit of peace which earned him the title “Asoredhene” will no doubt affect voters’
opinion of government.
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Our investigations reveal that only 28% of the pubategorically declare that the judgement
debt cases will be the main consideration for \gtdecisions during the forth coming

December elections. The majority (61%) is neutral ¢he remaining 11% answered ‘No’.

Consequently, the extent to which the scandals plaecisive role in the outcome of the
forthcoming elections depends partly upon how tenes especially the court cases unfold,
and partly upon the economic conditions of the tgun

Most people vote based on their personal econoituiat®n — whether they are able to afford
daily meals for themselves and their families, gagir children’s school fees and meet the
basic necessities of life; as well as the geneedrmmeconomic conditions of the country as a
whole — interest rates, exchange rates, inflatamst of fuel etc. A significant number of
people also vote along tribal lines and dogmategance to certain political parties.

Although the government has managed to keep iaflain single digit over a sustained
period, there is a general feeling of a worseniognemic condition throughout the country
partly due to the continuing depreciation of th&éareal currency. The question as to whether
the judgement debt scandals will have a signifidgampact on the December elections is
anyone’s guess. To prevent a negative impact, govent must take measures to ensure that
all those who connived to defraud the state inudgement debt payments are duly punished.
More importantly, government must take rapid measwo ensure the economic wellbeing of
the people to guarantee their support and votdseielections.

Conclusions and Implications of the Judgement DebtCases for Institutional
Development

The study revealed the weaknesses in the counpyosurement laws, institutions of

parliament, the law courts and the Attorney Gereralffice, as well as the general

application of the various mechanisms of contrahe Trecent revelations of fraudulent
payments of judgement debts by government are anctbar evidence of corruption canker
that has bedevilled state institutions for manyryeew. There is the need for a rethinking
and strengthening of our institutions of accourifgbto ensure that people in authority

properly account for their stewardship and are guigished when they contravene the law.
The following ten key factors should be considere@dny future institutional development

efforts regarding governance and accountabilit@ana.

1. There is the need to separate EOCO from the Atyofdeneral’'s Department and
established as an independent state institutiorh w#presentation of relevant
stakeholder groups especially civil society grotgensure the effective investigation
of government officials involved in fraud and cqotion.

2. The Attorney General’'s Department must be separated the Ministry of Justice.
The former should be the state’s advocate and emgnt of the latter which is a
government ministry to ensure the effective andarhal prosecution of government
and public officials who contravene the law.

3. The public procurement laws need to be amendedclade stipulations for contract
abrogation

4. Constitutional guidance and constraints on abrogatf government contracts by
successive governments must be provided.

5. The powers of the Attorney General in making de#ttlement decisions must be
carefully regulated.

6. Implementing bodies or agencies involved in thecprement process must ensure the
strict observance and enforcement of public praverd laws
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7. Media should be depoliticised to ensure objective impartial reportage of issues of
public interest

8. Civil society groups must be supported and givempnence on public commissions
of accountability

9. Electorates must be well informed and educatechenmportance of voting based on
issues and performance rather than tribe and bliediance.

10.The law courts must be resourced with the necedsaman and material resources
and strengthened to ensure the successful proseand punishment of people who
commit fraud, corruption and other crimes agaihstdtate.
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Abstract

Purpose - The financial crisis had a knock out on the eton of the UK as it has affected
businesses and the financial place as well asubgcpand not for profit sector. The lack of
research discovered regarding governance in thikcpsdrtor and its importance in the global
economy and the wider stakeholders it affects, wlegemain drivers to carry out this study.
This paper studies the implication of the globalaficial crisis translated into budget cuts
within the public sector in the UK on governance latal councils, focusing on Risk
Management and accountability. This paper hasestastith a highlight of the stakeholder
theory and governance in the public sector, themtbthodology adopted in this research was
emphasised, and the data collected was analysedagtpart of this article has been devoted
to discussing the finding and a conclusion.

Design/ Methodology/ Approach— The methodology used in this paper was an exjdoy
study, which linked the existing theory to the nfavdings of this research. The sample of the
research consisted of 5 councils in the East MdBaregion, data was collected via semi-
structured interviews with key governance staféatch of the respondent councils.

Research implications — This research explored the gap in the literattegarding
governance in the public sector and added to tistimy one. The findings of this research
proved that there is a direct impact of the cristhe general management of people and
resources in local government. Risk managemenhesget councils has been affected and a
range of stakeholders have been directly impacyetthé crisis, whether these are employees
of the council or the communities where the couwnarke operating.

1: Introduction

Corporate governance has been “trending” for tesedacade in the private sector, and many
academics as well as professionals have had aydartinterest in it. This can be linked to
the different corporate failures that have takeacelin the 2000s and that the durability of a
corporation is synonym of good governance.

However, the private sector is not the only sethat has been influenced by the corporate
governance concept, but the public sector as Véihs been noticed from the literature, that
there is not the same interest by academics opubéc sector as it is for the private one.

This is the reason why this paper is going to habeief look at the governance framework in

the public sector, particularly in the local goveent.

The public sector can be classified as not-foripex it is driven by providing services to the
community instead of making profit. This sector naany particularities, such as the nature
of funding (ownership), the resources constraithis,groups of stakeholders, but mainly the
non-commercial aspect of their activities (Crowthed Seifi, 2011).

The stakeholder theory is going to be discussetdis®ne of the most influential theories and
important for corporate governance. Then corpogateernance in the public sector is going
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to be defined and its principles are going to ipleasised, in addition to a brief introduction
of the governance framework for public sector.

This research is about assessing the impact tbeafirthncial crisis had on risk management
and accountability within local councils. A gapthe literature has been detected regarding
this area, and this study is going to cover thgemtlof risk management and accountability
within a sample of local councils based in the Béisiiands in England.

2 : A theoretical Framework
2.1 : Stakeholder theory

In order to build a framework that will help und=wrsd the orientation towards stakeholders
of the organizations in the public sector, the pgpesents the stakeholder theory and the
ways in which they can be classified. Stakeholteoty was firstly mentioned in Johnson’s
(1971) definition of the corporate social respoitisyb concept. In his view, a socially
responsible company not only focuses on generatiofjt, but also balances a variety of
interests for groups as employees, suppliers, looaimunities and society as a whole. So,
identifying the relevant groups to be satisfied asthblishing the nature of the relationship
with them is fundamental for every company. Carp899) argues that there is a natural link
between the idea of corporate social responsilaliy the stakeholders of a company.

Stakeholders represent a key element in the asatyghe environment of an organization,
which can positively or negatively affect theirigities (Murray and Vogel, 1997). The most
popular definition of stakeholders advances thea idé “individuals or groups that may
influence or be influenced by the scope of orgditsal objectives” (Freeman, 1984, pp. 46).
Ferrell et al. (2010) point out that individuals gmoups are considered to be stakeholders of
an organization when they meet one of the severalitons: (1) when they are positively or
negatively influenced by the activity of a compamywhen they are preoccupied by its impact
on the organisation's welfare, (2) when they capbuor procure essential resources needed
for its activity or (3) when they are highly appieged within the organisational culture.

Stakeholder theory brings together economic andhkderests, which implies the focus on
a large and complex range of objectives and thegration of stakeholders’ demands into
companies’ core activities. Crowther (2008) posesidea that stakeholder theory is based on
the social contract between an organisation andgadeeety, the main argument being that if
companies affect stakeholders they ought to beoresple to them. Organisations do not
operate in isolation but rather within a very wated complex network with its own synergy.
As long as companies become aware of this visienetlis an opportunity for developing
harmonious relations with the society.

While some researchers indicate that there arermgpg of stakeholders to dominate others
and that they all have the same intrinsic value dor organisations (Clarkson, 1995;

Donaldson and Preston, 1999), there are others fingothis approach misleading and

illusory (Gioia, 1999). Polonsky (1995) suggestt tivthen stakeholder theory is employed as
a marketing tool it is necessary to identify specgdroups that might affect companies’

activity. He promotes the idea of internal and mdé stakeholders. The first category
includes employees, managers or shareholders aydréipresent those entities with which
the company develops direct and strong relationgbipthe other hand, external stakeholders
are composed of government, non-governmental asghons, media, environment or

society.

The academic literature is abundant in stakehalt¥essifications (Clarskon, 1995; Henriques
and Sadorsky, 1996, 1999; Wheeler and Sillanpa8y;1Werther and Chandler, 2006).
Clarskon (1995) distinguishes between the volungawy involuntary stakeholders. The author
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specifies that while voluntary stakeholders freelhyose to cooperate with an organisation
(shareholders, employees, managers, consumerdiesapptc.), the involuntary stakeholders
have no freedom in making a decision and they daawoid the relation with the company

(individuals, local communities, environment, flgugenerations, etc.)

Agle et al. (1997) developed a stakeholder typologgsidering several attributes that they
have: power, legitimacy and urgency. By combinifgse characteristics, the authors
proposed a model with seven categories which cgattaih a higher or a lower degree an
organisation. It is also suggested that if a staklsr has power, he is accepted in the relation
and its demands put pressure on a company, thensthkeholder requires priority and
immediate attention in satisfying its needs.

There is a link between the principles of corpomgdeernance and the stakeholder theory.
Corporate governance manages the relationship batee organisation and its stakeholders,
by making the managers accountable, having a psares control systems in place, having a
relevant risk management and governed by a mirddgpendent and internal professionals.

2.2 : Corporate Governance in the Public Sector

Corporate governance in the public sector has hikfimed by CIPFA and SOLACE as
“...the system by which local authorities direct arantrol their functions and relate to their
communities” (ALARM, 2001, p.3). Good corporate governance iacgl ensures a high-
quality services delivery as well as a high levgbuablic trust in the public bodies (The Audit
Commission, 2003).

According to Ryan and Ng (2000), corporate govetceaim the public sector consists on
governing the organisation rather than managingdtiis about making sure — through
procedures and control systems — that the manadetise organisation are making their
decisions efficiently and effectively. Accountatyliis also part of the role of corporate
governance (Ryan and Ng, 2000), as it is cruciatdmmunicate to the stakeholders, in a
transparent way, how the organisation is managddaw it is performing.

Corporate governance in the local government hasn bmore formalised after the
introduction of the Local Government Act 2000, whenabled them to have a clear structure
and framework of governance. Although it has beaticad that the embedding of
governance in public sector institutions takes tiamel creates confusion; however, it was
noticed that local authorities are doing bettentbéher public institutions, due to the direct
openness of their system to the general public @ugit Commission, 2003) .

In a research conducted by the CPA (2003) aimingdsess the statistical relationship
between corporate governance and the quality oficgs provided by the public sector
bodies, it was shown that there is a positive i@lahip between the two, and added that most
public failures were due to a combination of fasteuch as poor risk management and control
systems and poor leadership.

In the public sector, there is an issue of balapplitical, social and economic factors. It can
be confusing to cooperate in an environment whéferent objectives need to be achieved.
That is why a clear framework of corporate goveoeaprinciples is vital for the balancing of
these factors (Whitfield, 2003). In addition to tthéhere is the increasing number of
partnerships with the private and voluntary sec¢tarsich makes it difficult to trace the

governance across all these institutions (The ADdimmission, 2003).

2.3 : Principles of corporate governance:
The Combined Code of Corporate Governance in theaddkit has been updated by the
Financial Reporting Council (FRC), in 2010, islsilprinciple based code rather than a rules
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based one (FRC, 2010). This code is a “comply @taex” (FRC, 2010), which means that
the companies if they fail to comply with certainngiples can explain why they did so. This
flexibility might be seen as a positive factor imlgedding the spirit of good governance in
companies, but it is also a threat of more cregtivi explaining the failure of compliance.
The shareholders though have the right to challdhgeexplanations given by the board,
when they seem unconvincing (FRC, 2010).

The principles since the Cadbury report have béghtly emphasised, and went from three -
Openness, Integrity and accountability — (CadbtBg?2) to five - Leadership, Effectiveness,
Accountability, Remuneration and relations with reflders (FRC, 2010). The content of
the code has been the same, and aims for the sarpesp: achieving good and durable
corporate governance.

Furthermore, following Cadbury report (1992) and ttlolan Committee report (1995) into

standard in public life, the CIPFA and SOLACE is$aecorporate governance framework for
public sectors organisations. The framework prowidaidelines on five key areas that are
considered to be very important in local governafi¢e framework requires that every local
council should have in place a:

» system for identifying and evaluating all signéfint risk

Openness: Being open to communicate full infornrmatabbout how the organisation is
managed and about the people working in it. Thisemable the stakeholder build confidence
on the public sector entities and on the stewapdshpublic resources. (IFAC, 2001)

Integrity: It is about the organisation being hdnabout its activities and having sound
control systems in place. It is shown in the quaditits financial statements and the level of
performance achieved (IFAC, 2001).

Accountability: Is first of all, a process by whiohganisations need to have a clear attribution
of responsibilities, which will enable each perdorbe held accountable and responsible for
their actions (IFAC, 2001).

These three principles are interdependent in suclose way, that one cannot be achieved
without the other. Being open to the public canbpetachieved if there is no accountability
and integrity. In other words, it is not possibbecommunicate to the public information that
does not exist in the first place.

Being honest and having good control systems ioephaithout attributing responsibilities, or
without being able to communicate the effectivengisthe organisation to its stakeholders
will not reach good governance.

Having a good structure and a clear roles distioinytwithout good processes in place and
without communicating them to the stakeholdersoitsgovernance neither.

That is why it is very important for the board ajvgrnors — in order to maintain a certain
level of good governance — to give a very speci@néion to the balancing of the three
principles, and making sure that they are metldinaés.

The board of directors is the one responsible ler leadership of the governance in the
organisation (FRC, 2010; IFAC, 2001; The Audit coission, 2003). It has to have a clear
identification and division of responsibilities b&ten the executive and non-executive
directors (FRC, 2010; IFAC, 2001; The Audit comrnoss 2003). The management of the
organisation is not the responsibility of the bodydt of the executive directors (managers)
(FRC, 2010). The chairman is the leader of the db@ad has to ensure that it is operating
effectively (FRC, 2010; IFAC, 2001). The non-ex@geitdirectors can help the execs tailor
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their strategy in an effective way (FRC, 2010; IFAZD01), without intervening in the
management of the organisation (Cadbury, 1992)odal government, the non-executive
roles are occupied by the elected councillors (Atdit Commission, 2003).

The effectiveness of corporate governance can Ieevad through the board and its
committees. The members of the board and commitséesild have the appropriate balance
of skills, experience, independence and knowledg¢h® company to enable them to
discharge their respective duties and responsiédieffectively.(FRC, 2010, p.12)

The effectiveness of the board is tightly relatedhe procedures by which new directors are
appointed, the information received at their induct the procedures of re-electing the
directors, the time that these endeavour for theeg@nce of the organisation, and most
importantly the assessment of the board, the coteesitand each member’s performance on a
regular basis (FRC, 2010; IFAC, 2001).

Remuneration is one of the most critical principdégovernance. A balance should be made
when fixing the remuneration of the directors, nder not to discourage highly skilled and
competent people from accepting the job, neithear semunerating them, so they can be
biased in their governance (FRC, 2010; IFAC, 200he remuneration of the directors is
fixed by a special committee, where the directors @ot allowed to decide their own
remuneration (Cadbury, 1992 and FRC, 2010; IFA©®120

2.4: Risk Management

Corporate governance is about managing risk effelgti An effective management of an
organisation cannot be achieved without a progérmanagement in place (ALRAM, 2001);
therefore, it is important first to define whatstmeant by risk management, which is about
“the identification, analysis and economic contodl those risks which might prevent an
organisation achieving its objectives.” (ALRAM, 20(.8). Having a good risk management
implies that it is embedded in the organisationdturte and considered as a holistic system
rather than one separate function (ALRAM, 2001).

In the early 2000s, risk management was still confled with insurance which was
translated in the position that it held in the ngeréal structure of public bodies: many
insurance managers have been allocated the tagdkahangers (ALRAM, 2001). This is an
important issue, as it limits risk management surmance, whereas, insurance is actually part
of managing risks. The ALARM has issued a nundfeisk management recommendations
for public sector bodies to follow. The list of c@omendations is not exhaustive and
variances may apply from an organisation to anofAeRAM, 2001). These guidelines can
be resumed as follows:

Risk management should be driven by the electedbaesmn the case of local authorities,
which is the top of the organisation (ALRAM, 200These people are also responsible for
defining a risk management policy for their orgatien that needs to be signed by the CEO
and approved by the board. The follow up of thegyoheeds to be done yearly and decide
whether it needs updating or not (ALRAM, 2001).dtalso recommended to designate a
“champion” for the program within the board of @bt councillors and form a working group
to have a general knowledge of the organisatiasksr Holding a good communication of the
risks that might affect the organisation as a tesfustrategic decisions made, as well as of the
governance roles and responsibilities of each memibdhe board. A formal assignment of
the risk management roles and responsibilities wdke the managers more accountable and
integrated as well as it will facilitate the iddittation, analysis and monitoring of the risks
facing the organisation.
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The board needs to communicate to both manageremaptbyees the risks threatening and
opportunities for the organisation, in additionhving a clear and tested contingency plans
in case things go wrong (ALRAM, 2001). What is sesfgd by ALARM is an interesting
framework, but seems to lack many components asdhgry top-down approach. A good
risk management that leads to good identificatibmigks, analysing them, and then decide
which ones to eliminate, share, mitigate or accepéds to be both top-down and bottom-up
(Coyle, 2002). Communicating to employees whattheerisks is not enough, as they might
have a different perception of risks, and mightehalentified other risks that did not appear
to the top managers, that is why it is very impatrfar public or private sector organisations
to have an interactive way of managing risks witifferent parties internal (across all levels)
and external have their say. It seems complicdedit is better to have a good risk readiness
than to expose a whole community to governancartail

3: Methodology

This paper is based on an exploratory study ainhingxplore the impact of the financial
crisis on governance in local councils in the Bastlands of England. The data collected for
this study is both primary and secondary qualitatiata.

A semi-structured interview has been conducted@eroto collect the data, and then sent by
email to 47 local councils in the East Midlanddyireg on the list of their contact details
provided on the direct.gov website. Out of the durcils 4 councils replied by email and one
council provided information through a phone intew.

The respondents were holding key governance jotisnine councils and varied from Head
of Regeneration and Organisational Developmentp@ate Governance Officer and the
Director of Delivery, Communications & Political @ernance.

In order to complete the information generateduglointerviews, the last two annual reports
from the websites of the respondent councils haenanalysed.

4: Data analysis

A thematic approach was adopted in the analysiseofesponse from the local councils. This
is with the aim of highlighting risk awareness,rplang and action, and secondly to assess the
implication of the financial crises. The analysssembedded in the current findings in the
literature on risk generally but more specificallighin the public sector.

4 .1: Risk identification

How was the council affected by the austerity messand the budget cuts operated by the
central government?

This question centres round councils’ risk idenéfion which is the fundamental starting
point of any risk management framework includingsi of the local government (Crawford
and Stein, 2004; Wood, 2009). Risk identificatian process of recognising potential
situations or events that give rise to a situatibat could inhibit an organisation from

achieving it set objectives or lead to an orgarsasettling for sub-optimal outcome than
planned. However, effective risk identification végs broad risk awareness which is
influenced by risk perception. Risk perceptiomath socially, culturally and in some cases
institutionally determined (Hofstede, 1980; Weinstd 989).

Organisations do not exist in a vacuum and aretaatlg exposed to events and situations
both internally and externally (Aguilera et al 20@f Maggio and Powell 1983). While some

of these events could be outcome-enhancing othensad. For examples, there appears to be
a general consensus that the current economic telieeacerbated by the financial crises
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presents formidable risky situation to many orgatmsms both in the private and public
sector.

Our findings showed that there is a clear awareonédbe potential risk arising from the
financial crises by all the councils studied. Thiwareness is also reflected in a lucid
guantitative assessment of the implications of ¢hees on the councils’ budgets. The
following excerpts from the response from the cdsneflect this fact. One of the district
council, council B suggested that:

“We lost 32% of our central government grant. Aseault we cut £1.3 million from our
budget in 2011/12 and we have a further £0.8 millbd savings planned. We still need to
find another £0.4 million in savings.”

Council E, borough council suggested that:

“The austerity measures, along with other facted o £1.5m of expenditure cuts. This
included the loss of approximately 25 posts.”

The third, council D suggested that:

“ since the austerity measures were introduced rutisle Comprehensive Spending Review
2010, the Council's Revenue Support Grant has lbaefrom £10.366million in 2010/2011
to £8.185million in 2011/2012 (reduction of £2.18lion from previous year) and to
£7.282million in 2012/2013 (reduction of £903,000nh previous year). “

4.2: Risk analysis and implication for governancesisk management and auditing in the
council

However, while there is a clear awareness of amtethat represent a potential risk to the
councils, this is just a step in the risk managdrpeocess itself. It is important that the risk is
analysed and categorised appropriately. This ithabthe implication could be effectively

assessed which should then inform the respongeetask. To find out about this we ask the
councils in the study how the current crises hdsctdd governance and in particular its
impact on risk management and auditing. We posedjtiestion below:

How did these measures affect governance? Inclugisig Management and Auditing?

Our findings suggest lack of clarity among the anlsnon the likely effects of the financial
crises on their governance, risk management aednigt auditing process. Thus while some
councils have clear appreciation of the likely efe others are less sure of this. Although we
accessed the information about this online we wesrested in the practical appreciation of
the situation by the councils through their spokespns on the issue. Thus our analysis is
based on the official response received from thencib under the Freedom of Information
Act. This is because it reflects the official pasitof the councils and represents a carefully
considered response. The following findings areéciattive of our conclusion on the seemingly
lack of effective appreciation of the impact of treses on governance and risk management
in the councils studied. For example, the city adycouncil A suggested that:

“A real practical issue, as there is a fear of drdoy the current employers in the council
before they are made redundant for instance. b ahse, the auditors are asked to look at
particular areas that are at risk of fraud. Algghter controls are made on recruitment (do we
really need to recruit this person? Therefore, nabrecks are done in the process and more
guestions are asked in order to avoid spending yoie have a standard risk assessment
and an equality impact assessment: e.g. When we tmwmake a spending cut we ask
guestions about how it is going to impact the comitnes and who are the groups that are
going to be affected, the decide whether to aciteptisk or mitigate it. “
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This response showed a very narrow and misguided i the implication of the financial
crises on governance and risk management at thecitoMVhilst internal control should
ensure protection of the resources of the stakeh®ld is far beyond this, and includes the
process of establishing policies, procedures amttalochecks that ensures for an overall risk
management process. We also got the sense th&éhdmeial crises could compromise risk
management in some council as it is possible tlatisk management function is subsumed
into other functions as councils try to finding &y in order to balance their budget as
statutorily required. For example, in responséhoduestion, the only borough council in the
sample suggested that:

Council E:

“The responsible post was deleted but Risk Managemeas not affected as this function
absorbed into other roles.”

District council B simply suggested that:
“Governance has not been affected.”

This response is reminiscent of the lack of clamty specialised nature of the risk
management role within the public sector, and dskflating the role of the risk managers
with the insurance officers of the council (Cravd@nd Stein, 2004). There is a real danger
that proper analysis of the effects of the spendirtg on governance and controls within the
councils are not done as responsibilities for #éhesdecentralised.

On the other hand we have two district council$ s@wed better appreciation of the effects
of the cuts on their governance and risk managermestesses. This is suggestive of a
proactive approach to risk and governance in thesacils. For example, appreciation of the
risk management implication of the cuts has ledrdorganisation of service delivery,
development of new portfolio and position with Sfieademit on attending to governance and
risk that may stem from the fall out of the cutbefle is also evidence of operational review
and improved briefing in order to enhance fronelservice delivery and thereby minimise
risks. For instance, District council D respondeatr question as follow:

“The Council has undergone a reorganisation to bslpo deal with the austerity measures
and to focus on meeting the needs of the Localigen@a. The main focus of the
reorganisation was to meet needs of our commurotiean area basis, allocating resources to
priorities agreed with the community. This has ntéhat we now have area managers and an
area focus to the provision of services, organgednd community rather than service needs.
This approach has also allowed us to take on bib@deed to work in partnership with other
public sector, private and voluntary sector padntr be able to make the most of the
resources available.

The reorganisation has also taken into accountndmed to make sure that governance
arrangements are effective, and the appointmeahdissistant Chief Executive responsible
for a Governance Unit. The Unit is responsible fooject management, governance, risk
management, business improvement, information nmeanegt, consultation, performance
management and horizon scanning. Other than thegekato the Audit Commission, there
are no changes in auditing — our internal audwiseris provided by Audit X — the internal
auditors for the County Council and external auditre currently the Audit Commission.”

And district council C provided the most refreshiugd reassuring response which detailed
policy and operations guidelines and indicates d@miristration that has given due

consideration to the effects of the current finahairises on its governance and risk
management procedures.
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“When implementing savings, Managers are expeatetatve regards to potential control

issues which could impact on their service; thisisequirement set out in the Council’s

Financial Regulations. Managers are required touds any potential control issues they may
have with Internal Audit which could impact on tGeuncil’s governance arrangements.

Internal Audit may increase testing if they feedréh are any governance issues raised during
their planned audit work carried out.

The annual Audit Plan and Terms of Reference fdividual audit are reviewed in light of
any changes to service or staff structures.

In order to strengthen Corporate Governance, CribisEouncil is looking at implementing
an Audit Assurance Framework, which would consigéareas affecting governance at the
Council and putting in place process for monitotiingse against a predetermined standard.

The Council has recently reviewed and strengthéiseStrategic Risk Register, especially in
the area of financial management.”

It is clear from the findings that councils havé&etient appreciation of the effects of the cuts
on their governance and risk management proceddragiideline on this will be hugely
useful for councils in their stakeholders’ managetfenctions.

4.3: Stakeholder relationship, governance and risknanagement

An important aspect of the local councils’ goverraand risk management relates to their
interaction with their stakeholders. Lack of appagon of who the key stakeholders are and
how the current financial crises could impact or trelationship with them could be
indicative of poor corporate governance and riskhagament process. O’Donovan (2002)
suggests that organisations need to continuousigweheir legitimacy with their dynamic
conferring public. Bridging the gap with dynamialstholder requires effective governance
structure that places risk management at the cehite operations. This is important in order
to understand the nature of the changes that mag bacurred to the conferring public
(Adelopo et al 2012) and how to effectively respore this change so as to maintain
legitimacy by reducing legitimacy gaps.

Managing legitimacy gaps during period of uncetiatgpified by the current financial crises
may require new partnership and building new nét&do ensure effective utilisation of
available resources to deliver optimum value taouer stakeholders. This is underpinned by
the idea of an enlightened stakeholder approaclehwtiie UK is renowned for. In order to
find out how the councils’ stakeholders have chdraed how the councils are responding to
their stakeholder management under this uncertaanéial situation we posed two sets of
related questions to the councils as follows:

Who are the most significant stakeholders to yoour€il? How does the council fulfil their
demands and needs? Who are the most affected std&ehby the cuts and why?

What is the corporate governance vision of youmed@ How was the vision of you council
affected by the cuts?

The first set of questions address the issue &kbtdders and the way they may have been
affected by the cuts while the second set of qoestseeks to explore how the cuts have
affected governance structure within the councils.

As would be expected, the responses to these quesdre varied from very superficial with
no substance to more specific and detailed answhese is fairly unanimous response to the
guestion about the key stakeholders. All the cdandentified the service users, residents and
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the community as their key stakeholder. This iteotéd in all the responses by the councils
as presented below:

District council B

“Residents are our most significant stakeholdersl we fulfil their needs by providing
services. The most affected stakeholders withreegga cuts have been our own employees,
because we have tried to protect services to netside

District council D

“The County Council and adjoining Councils are most significant stakeholders as we have
an agreement with the county council to be stratpgrtners, focussing on our strategic aims
and working together on shared aims. Taking an amg@oach has also meant that the
communities themselves and community groups arkided as the stakeholders for their
areas, helping to formulate plans and prioritigspfartners to address.”

Borough council E

“Members of the Public and Partners. Fulfillingitheeeds and demands is what the council
is here for. No front line services were signifitpmffected by the cuts.”

City council A

“We are here for the public: people of xxxx, bussen the city and other partner
organisations. One of my teams their job is to hda® on who is in the community, what
their needs are, etc, which is fundamental to muidee right decisions. On top of that
communities are consulted when there is a majoieissor instance, the council is currently
consulting with people about council tax benefits.

However, we noticed that district councils D anddugh council E suggested that they also
considered their partners and adjoining councilismg®rtant stakeholders in order to focus on
shared strategic objectives and working togethén sommunities and community groups in
“helping to formulate plans and priorities to pautsi’. This approach is also seemingly at the
heart of the big society agenda of the coalitiorvegoment at the inception of the
administration which effectively is suggesting ttievolution of resource allocation to the
community groups and stakeholders. This marks ansfa¢d in the stakeholder management
as we know it. However, the idea appears to be $kied as not a lot has changed since.

4 .4: Local Governance and cuts

Another important theme that featured in our inmmwwith the councils was the effects of
the cuts on governance at the local council. Egdbnive were interested in finding out if the
cuts have led to changes in governance vision amdthis was being handled. We were also
seeking to unravel the effects on the board ancem@nce structure. This is particularly
relevant given that some councils now have eledddnd executive council structure
compare to where the business of the council ishat mercy of the whole politically
motivated machinery. For these reasons the follgwquestions were posed to our
interviewees.

What is the corporate governance vision of youmed@ How was the vision of you council
affected by the cuts?

Overall, we got the sense that all the council r&m@lar governance vision which is mainly
to deliver first rate services to their stakehatddand ensure accountability and that these
visions have not changed despite the financialscrigable 1 provides a snapshot of some of
the responses from the councils.
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Table 1. Governance vision within local councils

Councils | Governance visions Effects of cuts on vision

City Things have been overtaken. The vision has slighttgnged as theChanged also governan
council economic climate has changed and governance hagethawe now have structure has changed.

A an elected mayor who is the decision maker. Thigery helpful as there

is one decision maker to direct the council. He bksr ideas about
priorities, where we should invest and where waughaoot.

ce

District | The vision is unchanged, but in 2011 we reducechtivaber of corporat¢ No change but adjustment
council priorities from four to three. priorities.
B

District | Although there are changes to there are changd t6IPFA governance Unchanged
council | framework, the councils governance visions are fectdd.
C

District | We have a vision for our corporate plan that istfiar district to be a placeUnchanged
council | where people what to live, work and visit — thisieh has not changed
D and is still our aim.

Borough | See corporate plan (attached) for full vision. Mwon was not affected Unchanged
council E| by cuts.

The next section of the paper presents discussibiise finding and makes suggestions for
future research.

4: Conclusion

The current financial crises which started in 20@%e had far reaching effects on many
social actors. Both public and private enterprisage been adversely affected. Whilst the
private sectors enterprises seem to have realseceal implication of the crisis and are seen
to be adjusting their operational and financiapdissation accordingly, through downsizing,
pragmatic risk management and enhanced corporaermggnce approach. It is not quite the
same in the public sector.

The spending review is likely to lead to significaonstrains on service delivery at a number
of public sector organisations especially the lamalncil which form the focus of this current
study. Local councils are the closest link to tlizen and have essential roles to play in their
everyday life. Reductions in their financial gram®an that local councils would have to
finding savings in order to prop up their financedabalance their books as statutorily
required. This may affect frontlines services affstare made redundant with fall on effects
on service delivery. The adverse consequencessétbould worsen the financial situation of
the councils further as they may be faced withifigant litigations arising from poor service
delivery and complaints.

Consequently, effective corporate governance asid management in the local council in
dealing with the uncertainty brought about thefiicial crisis. In order to provide answers to
some related questions this study conducted a steaciure interview with five local councils

in the midland of UK. The study found that althowdhthe councils studied have evidence of
risk identification arising from the financial ces, their appreciation of the implication of the
crises on their risk management and governanceoappris somewhat inconsistent and
shallow in some instance. While there are courthds show significant appreciation of the
danger and are proactively taking steps in formesbrganisation and appointment of risk
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management and governance officers, others arelaidiback about it. We however found
evidence of quantification of the potential savihgt would need to be generated in order to
balance their books. This needs to be translatedreal impact on service delivery and a
clear assessment of the risk management impliGtérthis. In doing this, the idea of local
council buying audit assurance service may becoppeading in the near future. This will
prevent litigation and provide some limited guaesnbn the ability of the council to meet its
obligations. It will help the councils to identifysk areas, set predetermined standards and
monitor performance to the standard.

We document evidence of changing priorities inlteal councils as a resource of the cuts,
although majority of the councils appear to suggest their corporate vision and objectives
have not been affected by the current cuts theyitgstinthat priorities are changing.
Furthermore, we found that councils are havingxpaed their stakeholders’ spectrum and
are employing strategic alliance and partnership wther stakeholders through focusing on
areas for the delivery of their services. Thisxpexted to improve their risk management as
services are delivered to service areas througltegiic alliance and local council partners.
Community and community groups are getting involiedormulating governance policy at
the local council enhancing ownership and faciligigovernance at the grassroots.

A strategic regulatory framework is need for thdlpusector, with few and clear targets to
enable the organisations across the country tosfoauthem (The Audit Commission, 2003).
Therefore, the control of the performance can dwereasy for auditors and inspectors to
assess. The ultimate objective for public bodiestilsto provide high quality public services
(The Audit Commission, 2003), but in order to agki¢hat, some strategic targets need to be
set and met.

The findings show that corporate governance inptitaic sector is a vital process for a truly
democratic and sustainable society. It is also ldhgcthat back in 2003, the public
satisfaction and trust in the public bodies wag Vew, while the conjuncture was not as bad
as the current one. Cutting public spending intftore jobs across sectors will only decrease
the level of trust that the public has in the publodies, from hospitals to city councils. It will
be very interesting to carry out a research about the current political system will affect
the level and quality of the corporate governamaoel, will test the strength of the governance
procedures already in place. It is also kind ofc&img to know that in a developed country as
the United Kingdom the quality of services deliviet®y the public sector are still considered
as not satisfying, which makes the one think albhawt this level can be in poorer countries,
where the corporate governance is still not knawrat least just a theoretical concept.

Governance in order to be implemented properly sigedbe carried out by people who

believe in it, as well as by implementing clearqadures and rules. Neither can achieve good
governance separately (ALARM, 2001). Therefore, K&y element to the success of

governance is people, hence, stakeholders, whdtese are mangers, communities,

customers or auditors.
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Abstract

This paper aims to examine the impact of the deteants of profit forecast by companies on
the level of detail of information disseminatedthg leaders. It analyzes the contribution of
publications to reduce information asymmetry betweeanagers and investorsrom a
sample of 50 companies listed on the stock exchafhdgeunis (Tunis Stock Exchange) in
2010, our results show that the most successfupaaras are able to provide profit forecasts
detailed and reliable than others in order to ma&entheir financial value. They also show
that companies belonging to high-tech sectors peowore detailed and credible than others.
These results suggest that the publication ofbldisnformation is an important determinant
of investor behavior.

1 : Introduction

When investors want to participate in the capita publicly traded company, the leaders put
at their disposal a set of information to reduce timcertainty surrounding the transaction.
Lev (1992) [30] finds that investors can form annggn on the value of the company and
appreciate the price of the shares offered duhiegoperation, if asymmetric information and
uncertainty are not reduced, it is unlikely thatastors are involved.

Baik and Jiang (2006) [1] found that by disclosinfprmation on earnings forecasts and
recommendations for buying and selling securitiesncial analysts are putting pressure on
the leaders of publicly traded companies. This appéo be beneficial for shareholders,
however, many adverse effects appear. The exceeptmmism of analysts, led leaders to
manipulate accounting information and to act adathe interests of shareholders. The
existence of this optimistic, demonstrated in nwusrstudies around the world confirms the
idea of discipline management ineffective.

During the last decade, including conflicts of net# seem to exist between investors and
analysts because they are frequently used by bangsiness relationship with companies

followed. The disciplinary role of analysts has meshallenged by Dubois and Dumontier

(2007) [17]. Despite this, it seems that their Baecasts or recommendations influence the
behavior of investors, found in some cases, byitiamcial market.

In this context, the objective of this researctoisinalyze the level of detail of the publication
of forecast information published in annual repaftsompanies. Thus, the question is how
does the information on the profit forecasts awddao companies predict satisfactorily the
evolution of stock prices and hence cause a remtugti information asymmetry between

managers and shareholders?

The greatest challenge to the evaluation of pubticlded companies for the announcements
made by financial analysts, the company and itspg®ots. Thus, the quality of forecast
information is of considerable practical and théioed importance. It allows the achievement
of corporate financial and helps provide a stromgl @onfident needed by the various
financial actors.
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Bughin, Colot, Croquet and Niyuhire (2007) [5] ntat the use of this information has an
important effect on the value of the company, titerpretation of its financial statements by
investors and the decision to buy, sell or holdugées of the company. Indeed, companies
are faced with this need for information from thajomity of stakeholders in the financial
market investors especially at the end to makebtst decisions on economic growth and
more trust in the title.

After a brief presentation of the different actorghe financial market who are interested in
information on the profit forecast and the variaasls available to them, which will allow
information to qualify. The first part continuestivia review of literature on the impact of the
publication of information by exposing leaders exdfvely of the methodology and the
empirical results obtained and presented in therskpart of this article.

2 : Users of the information in the profit forecast

The need of market participants in financial quatitie information has continued to grow
and diversify as this information help them asdbes heritage and to decide as you need to
buy, sell or hold securities of the company. Stsidhé Barako, Hancock, Izan (2006) [2]
show that knowledge of the choice of the compadigslosure of financial and accounting
information influences the appreciation in valuetiy majority of stakeholders.

2 1: The leaders of publicly traded companies

Leaders disseminate the forecast information theld lo facilitate understanding for
investors, to reduce the risk of non-clarity anéccuracy of this information and to
understand the variations in stock prices. Leadensvey private information on profit
forecasts to inform investors about the abilityemerate profits, due to develop new projects
funded by capital.

Cheng and Firth (2000) [8] found that some leadiside to publish forecast information,
others do not publish, in fact, the U.S. leadersndbpublish certain numerical forecasts in
order to protect the company's risk of prosecutiod heavy penalties if it fails to meet its
commitments as they undertake their reputations Ppliblication is compulsory in Malaysia
Jelic, Briston and Saadouni (1998) [27], it is awied in Hong Kong in the study by Cheng
and Firth (2000) [8], and Australia in the studyBrpwn, Clarke, How and Lim (2000) [3].

Financial analysts are putting pressure on busiieaders and are a real discipline
mechanism because most of these different benefitdisclosing earnings forecast by
analysts. The active behavior of the leaders hsgltesl in various works, Tan, Libby, and
Hunton (2002) [36] and Libby, Hunton and Tan (20[8)] who studied the consequences of
this behavior on the judgment of investors, on pegception of financial analysts and
financial market reaction to earnings announcemeéntgheir experiment, they find that the
disclosure has no real effect on analysts' earrforgsasts.

2 2 : The financial analysts

The financial analyst gathers and processes infitmmand non-financial and participates in
several functions to facilitate economic decisioaking of interested information on profit
forecasts. The study by Leone and Wu (2002) [28Jwshthat the analyst has a high capacity
of its profit forecast when forecasting is moreweate than the other, the jurisdiction of the
Financial Analyst is appreciated, and it is consgdea good analyst. Clarkea, Khoranaa, and
Patelb Rauc (2007) [10] found a positive reputatomong analysts and compliance of their
predictions that act on the broadcasts of sharésrenmarket share of brokers positively.

Les analystes financiers évaluent d’'une maniéréngerte les actions des entreprises cotées,
lorsqu’ils considérent que ces actions sont sowsués, ils recommandent leurs achat et

82



lorsqu’ils détectent des entreprises surévaluéegréconisent leurs vente. D’ou se présente
I'utilité des analystes financiers dans leurs ritgalement bénéfiques au bon fonctionnement
de I'économie. Dubois et Dumontier (2007) [17] trent que les analystes financiers sont
capables de connaitre les erreurs d’évaluationadgsns d’une entreprise en maitrisant les
parameétres a estimer des méthodes de cette évaluati

Financial analysts assess a relevant share off lsimpanies, when they consider that these
shares are undervalued, and they recommend theshgse when they detect overvalued

companies, they argue for their sale. Whence cahesisefulness of financial analysts in

their roles fully beneficial to the smooth functiog of the economy. Dubois and Dumontier

(2007) [17] find that financial analysts are alde&khow the errors for the shares of a company
controlling methods to estimate parameters ofalaaduation.

2 3 : The investors

Investors may form an idea of the value of the canypand share price appreciation when
leaders put at their disposal a set of forecasbrimftion that reduce the uncertainty
surrounding the transaction. If this uncertaintyad reduced, investors will employ financial

analysts and then a higher premium of risk.

Based on the results of Beaver (1968) [3] publistedforecast information have an impact
on investor behavior. This information leads tchargye in investor expectations presented by
adjusting their portfolios. In their model, theypéain that the accuracy and intelligibility of
information held by each investor is responsibletfe difference revisions of expectations
from one investor to another. Based on this reagpnihe less informed investors will change
their expectations, while those more informed bilitdo so moderately.

3 : Literature review and hypotheses

This study helps to understand the determinantbeofevel of detail in forecast information.
This understanding is important since a detailegdast information is likely to reduce
information asymmetry between managers and inv&stor

3 1: The information required as part of the profit forecast

To ensure quality and data matching, accounting ¢at¢ the amount of accounting and
financial disclosure by financial analysts and camps. The set of disclosure requirements,
which companies must comply is grouped under tire fmancial reporting. This is for listed
companies to file annual accounts and managemeoitrevith the court, to publish the
qguarterly turnover. The financial analyst completaetie role of companies by providing
forward-looking statements are characterized byt@aaal reliability.

This part aims to identify tools for classifyinganmation and more specifically to test their

direct or indirect impact on the forecast inforrati To the extent that these factors help
explain the behavior of leaders in the dissemimatibforecast information and non-financial

studied by Cheng and Courtenay (2006) [9] and GaemnMagnan and Aerts (2006) [13], we

propose that these factors and determined, carasiyninfluence the control practices of

financial forecasting.

This work is in a slightly different perspective ihxamines the level of detail in forecast
information published. The hypotheses tested ia #hidy the determinants of the level of
detail of information publication looking (Scoredre:

Hypothesis 1 : The percentage of shares held by directors (RE®uldhbe positively
associated with the level of detail of information.
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Haniffa and Cooke (2002) [25] found a positive asston in Malaysia need not justify the

use financial intermediaries. French companiesirssieed characterized by a significantly
more shareholding companies concentrated than A8gimn. Faccio and Lang (2002) [22]

found that under these conditions, the leaders wilik in the interests of shareholders as
holders of control block.

Hypothesis 2 :The level of detail in forecast information shogldw with the firm age (age)
listed.

Clarkson, Dontoh, Richardson and Sefcik (1992) Mé&fe based on signal theory to explain
the profit forecast. The older companies are eraged to provide more detailed forecasts to
differentiate themselves from others.

Debreceny and Rahman (2005) [15] find that oldend with better control over their market
are able by themselves without resorting to stomkdrs to collect detailed and reliable
forecast information to construct an image ideht@eal specific to them.

Hypothesis 3 :Over the forecast horizon (Horiz), the longer thiee€ast information released
will be less detailed.

Dumontier (2003) [19] suggests that the leader cbprovide earnings guidance over a long
enough even if he knows his market relatively wak, often encounters obstacles and
difficulties related to situations arising later.

Hypothesis 4 :The capital structure (Indep) should present atpesassociation with the
level of detail of information.

This is related to the flow of new projects finade®th funds raised that are more difficult to
estimate. Thus, La Porta, Lopez-de-Silanes, Shlaifd Vishny (2000) [28] note that external
investors wishing to participate in the capitaltoé company require reliable and credible
forecast information.

Dumontier and Raffournier (2002) [18] specify a dahefor reducing the information
asymmetry between managers and investors who demaredtain level of detail of this
information, which meets the needs of the latter.

Hypothesis 5 :The detail of the information should be positivagsociated with membership
of the company to a firm of good quality (Audit).

Depoers (2000) [16] finds that companies that meddés to several firms should disclose
more comprehensive and good quality to maintaiir tieputation and credibility. According

to Clarkson, Ferguson and Hall (2003) [12] and @teas, Godfrey (2004) [7], the audit
quality provided by auditors of large firms leadsan increase in the accuracy of financial
information.

Hypothesis 6 :The level of detail of information should be highetarge enterprises (size).

However, in some studies, the association betwiesnsize and level of detail of information
is not significant. Ferguson, Lam and Lee (2003)] [@nd Prencipe (2004) [33] show that
large companies already have a better understaodimgir market.

Other results Depoers (2000) [16], Eng and Mak 8Q20] and Cormier, Magnan and van
Velthoven (2005) [13] refute this hypothesis anglai that the demand forecast information
pertinent to grow with large companies with the Bena

Hypothesis 7 :The level of debt (Endett) should be positivelyoassted with the level of
detail of information.
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As the agency costs between shareholders and nraniageease with the proportion of debt
of the company, Bujaki and McConomy (2002) [6] dretguson, Lam and Lee (2002) [23]
show that highly leveraged firms may have diffigulto raise new financing. These
investigations show a negative association of dabtthe level of detail of published
information. However Eng and Mak (2003) [20] fouadpositive association between the
level of debt and the level of detail of the infation published in Singapore.

Hypothesis 8 :The higher the activity sector (SECT) is sensitiveeconomic fluctuations
more detailed information is important.

The forecasts are difficult to establish whemiines to high-growth sector. Indeed, Entwistle
(1999) [21] and Stolowy and Ding (2003) [35] foutidt innovative firms are more likely to
achieve results higher than firms operating initiaglal sectors and should therefore publish
more reliable information, resulting in positiveflirence of retail information in relation to
membership of the company to an industry innovation

Hypothesis 9 The level of detail of information should be posily correlated with levels of
profitability (ROE).

The result of Garcia (2002) [24] performed on a gi@nof Spanish companies shows a
positive influence of firm profitability on the lel of information. This argument implies the
importance of communication when the financial hesithe company is high.

The relationship between disclosure and the leVairofitability has been studied without
success on a sample of UK companies by Percy (48@Dand Williams (2001) [37].

Hypothesis 10 :The level of detail of information should decreasth the share of insiders
in the company (Part Ins).

Haw, Hu, Hwang and Wu (2004) [26] argue that fiwitgh high share of insiders are more
politically visible and use the information forategic purposes to make transfers of wealth in
favor of government.

Shen and Chih (2005) [34] note that the leader iling to adapt its financial reporting.
Consequently, insiders cannot judge the action hed teader against them and are
consequently called financial intermediaries tageithis situation.

Hypothesis 11 :The level of detail of information should increagi¢h the level of executive
control by majority shareholders (Part Shift).

The link between the level of detail of the foredasormation and level of executive control
by shareholders is important because the theorytwasdistinct outcomes, Eng and Mak
(2003) [20] show that the presence of shareholderseases the publication of forward-
looking information by management.

Hypothesis 12 :The status of quotation (Cot) should have a pasiigsociation with the
level of detail of the information.

Firth (2006) finds that investors have requestsifit@rmation that companies and financial
analysts must satisfy. The quotation determineshasacteristics of the structure of capital
ownership and reinforces the difficulties of managat actions leaders or quality of the
information provided is a means to reduce agenaflicts.

Trading on foreign markets is represented by arpimariable equal to 1 if the firm is listed
on a foreign market and 0 otherwise.
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4: Empirical results

The approach is made before an analysis of empigsalts.

4.1: Sample and Methodology

After a presentation of the sample, the methodolaspd is described.
4.1.1: Sample

Our sample is limited to 50 companies listed on dtwek exchange of Tunis (Tunis Stock
Exchange), we have included all companies listedhenstock market in 2010, and as this:
Leventis and Weetman (2004) and Hassan, and Ro@iiggioni (2006).

Our questionnaire to companies listed on the sioakket for end to calculate the score they
give useful forecast information published in arintgports. However, the variable to be
explained based on research data emerging frongukstionnaires led to financiers who
work in these companies.

We have 50 questionnaires circulated directly tmganies during the months of March and
April 2012. We have prepared a response rate thatl(G0%. We mention that 40
guestionnaires were completed by our presence intarview with the Financial. For others,
who have requested to complete the questionnaireeabecause of their unavailability, we
examined whether the respondent has fulfilled ledl hoxes and if it has encountered some
difficulties in understanding.

4.1.2: Calculation managed overall score informatio disclosure

The dependent variable of the study correspondsstmre that measures the level of detail of
the information published by companies in the seam@Ve study companies who have the
choice of whether to publish information held by tleaders that is to say companies that
make or not the issuance of securities during tbar.yFor each company a score was
calculated from a list of 49 items that companies kkely to spread. The approach is

dichotomous: a list of information takes the valui¢ passed; otherwise it is set to 0.

For each of the 50 companies in the sample obseavedore is calculated publication. This
score is the sum of points obtained from the suwm@yducted among companies listed and
after (reading the annual report) where:

STi= ?:151'
With:
- ST;: Total score of firm i
-n: number of items in the index
-Sj: Score of item j = 1, if the item is published @nhdtherwise.
4. 1. 3: The explanatory variables

We classify the explanatory variables (or indepahderiables) into two categories: direct
variables that reflect the assumptions that lighat heart of our empirical and indirect
additional variables to improve model specificatibant which are not central to our
demonstration.
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Tablel. Definition of the explanatory variables

Hypotheses Operational definition Operational name Sign Data surce
tested
Structure % Retention of leaders Ret (Hy) Annual Report
property
Age Age of the company Age (Ho) Annual Report
Horizon Forecast horizon in years Horiz (Ha3) Annual Report
Capital equity Indep +(Ha) Annual Report
Structure Total Liabilities
The quality of 0: bad practice Audit + (Hs) Annual Report
the audit firm ) .
1: good practice
(binary variable)
Size Ln (total assets) Size He) Annual Report
Indebtedness Book value of debt Endett (H-) Annual Report
Industry dichotomous variable Sect + (H) Annual Report
High technology: 1
Other: 0
Level of Net income ROE + (H) Annual Report
profitability of Equity
the company
Visibility of Proportion of insiders Part Ins (H10) Annual Report
insiders
Corporate Share of shareholders Part Shift (Hhyp) Annual Report
governance
Status of 1 if the firm is listed on a foreign Cot + (Hyo) Annual Report
guotation market and O otherwise

5: Empirical results

5.1: Methodology

Determinants of disclosure in financial documemtsl @heir rationale are discussed. The
explained variable (score 1) is binary, we useg#t legression.

To assess the determinants of forecast informatveryse the following model:

Score 1=ap+ a; (Age) +a, (Auditeur) +a3 (Cot) + a4 (Horiz) + as (Indep) +ag (Insider) +
a7 (Part maj)+as (ROE) +ag(Ret)+ aio(Sect) +a11 (Taille)+ a1z (Endett) + ¢

87




5. 1. 1: Correlation Matrix:

It is appropriate to examine the correlations of #xplanatory variables may bias the
conclusions of this analysis, to detect collingdoétween them.

Variables | Age Audit | Cot Horiz | Indép | Insid PartM | ROE Ret Sect Size VCD
Age 1

Audit 0,053 | 1

Cot 0,228 | 0,342 | 1

Horiz 0,252 | 0,023 | 0,020 1

Indép 0,076 | 0,242 | 0,069| 0,238 1

Insid 0,239 | 0,014 | 0,142| 0,139| 0,009 1

PartM 0,100 0,220 0,169 0,036 0,199 0,514 1

ROE 0,123 0,065 0,139 0,215 0,064 0,076 0,082 1

Ret 0,067 0,049 0,151 0,105 0,068 0,038 0,288 0,1p0 1

Sect 0,260 0,033 0,150 0,135 0,044 0,106 0,046 0,019 79,2 1

Size 0,147 0,260 0,256 0,177 0,136 0,204 0,230 0,03 690,1 0,201 1

VCD 0,003 0,198 0,273 0,177 0,024 0,138 0,22 0,0p2 290,2 0,245 0,515 1

Examination of the correlation matrix shows tharéhis no problem of collinearity between
the explanatory variables because they have loveledion, therefore, we are not obliged to
take corrective action.

Correlation coefficients range from a minimum equea0.003 to a maximum equal to 0.342,
with the exception of the relationship between #iwre of insiders and by majority
shareholders, and the size and the carrying amaiutite debt correlation coefficients are
0.514 and 0.515 respectively. According to Kenngi$92), these two values do not reveal
the presence of a serious collinearity problengesih confirms that this problem exists when
the correlation coefficient exceeds the threshéld.®. So we will use all the variables of our
model to 2, hence no problem of autocorrelation.

Overall, the proposed model explained 74.10% of Dlkebin-Watson statistics are almost
equal to 2, hence no problem of autocorrelation.

5. 1. 2 : Estimated model

Variables Coefficient Prob.
C 10.91384 0.4604
AGE -0.048968 0.3993
AUDITEUR -0.720105 0.8674
CcCoT * 27.44027 0.0000
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HORIZ -1.073365 0.429¢
INDEP -0.004130 0.2735
INSIDER * -28.73049 0.0021
PARTMAJ 6.178852 0.5507
ROE **0.042528 0.0289
RET 13.25140 0.2234
SECT **-14.52086 0.0491
TAILLE 0.386810 0.6004
ENDETT -0.073763 0.9106

5. 1. 3: Interpretation of the signs of the estimad coefficients

The positive sign of the estimated coefficientoagged with variables Cot, maj share, ROE,
Ret and size, as predicted from the model assungptiwhile the negative sign of coefficients
associated with age, Auditor, Horiz, Indep and btdy contradict them.

5. 1. 4: Interpretation of the significance of thesigns of the estimated coefficients

- Age. The estimation results show that the coefficientthis variable = -0.048) is
negative, implying that the age of society negdyiadfects the level of detail in forecast
information. However, this coefficient is not sifjoant; therefore, the age of the company is
not a factor explaining the level of detail of infeation. This conclusion can reject the second
hypothesis (B) stating that corporations are encouraged to geowiore detailed information
on profit forecasts.

We believe that younger companies do not have measthe market, should provide more
detailed information on the profit forecast to attrthe most investors and to differentiate and
occupy a place in this market characterized byngtampetition.

- Audit. The results show that the coefficient on thisalde is negativeo = -0.720), this
means that membership of the society to a goodtguain reduces the level of detail in
forecast information, which is contrary to the thedSimilarly, the results show that this
coefficient is not significant. Thereby reject tiifgh hypothesis (H) assuming that the level
of detail of information is to represent a positassociation with membership of the company
to rename a firm.

We suggest that the best performing companies ldesby themselves without resorting to
the best law firms to offer more comprehensive famalard looking information quality with
the least expenditure.

- Status of quotation. The coefficient on this variable. € 27.440) is positive, which means
that the listing has a positive impact on the comication strategy Tunisian companies. In
addition, this coefficient is statistically sigruéint at a level of risk equal to 1%. These results
allow us to conclude that the publication of thpams in the listing is a factor of an additional
level of detail of forecast information.

Thus, the rating actions strengthens coaching fteaaed reduces agency conflicts in order to
attract and retain investors, this conclusion carept the twelfth hypothesis () postulating
that provides a status listing high level of detdiinformation statements.
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- Horizon. The coefficient on this variablex (= -1.073) is negative, this means that the
forecast has a negative impact on the level ofildgftanformation. Also, the coefficient is not
significant, leading to confirm that the forecastmiot a determinant of the level of detail of
information.

These results allow us to confirm the third hypstb€Hs) assuming that the horizon is long
over, most published information is less detaidMte conclude that over a fairly long, the
manager often encounters obstacles and difficuleileded to situations arising later.

- Independence.The estimated coefficient on this variabte £ -0.004) is negative, this
supports the capital structure that reduces thel lef/ detail of information, most of this
coefficient is not significant, which leads to thenclusion that capital structure is not a
determinant of the level of detail of informatiofhese results allow us to reject the fourth
hypothesis (k) which proposes that the capital structure shpoddent a positive association
with the level of detail of information.

We note that the characteristics of the capitalcsiire of society determine the intensity of
the agency relationship between owners and manafjeedr interests are antagonistic, the
separation between them created agency costs agé hescattering of information between
agents.

- Part Insider. The results show that the coefficient on thigalde is negativeo(= -28.730),
this implies that the share of insiders reduceddhel of detail of information. Moreover, the
coefficient on this variable is statistically sificant at a risk threshold of 1%. The share of
insiders in society is a determining factor in tbeel of detail of information. These results
allow accepting the tenth hypothesis,;{Hthat the level of detail should decrease with the
proportion of insiders.

Indeed, the leader is willing to adapt its finahaeporting, conflicts of interest arise, and
consequently, the insiders cannot judge the acbbnslers against them.

-Part Shift. The results show that the coefficient on thisialde @ = 6.78) is positive,
implying that the level of executive control by timajority shareholders has a positive impact
on the level of detail of the information. Howevéhijs coefficient is not significant. This
leads to reject the eleventh hypothesisi(Hvhich states that the level of detail should
increase with the percentage of shareholders.

Certainly, shareholders are more sensitive to nhackerections (lower prices) in poor
forecasts by management. They will exercise corsools not to incur costs related to bad
forecasts. Consequently, the leaders will be updessure and will no longer work under the
conditions they expect.

- ROE. The variable representing the return on equity,results show that the coefficient (
= 0.042) is positive, implying that the return cquigy has a positive impact on the level of
detail of information, especially since this coeiffnt is significant at a risk threshold equal to
5%. This conclusion can accept the ninth hypoth@#s assuming that the level of detail of
information is positively correlated with the lea| profitability.

Therefore, the most successful companies are thuseprovide more detailed forecast
information to justify the long-term forecasts @ondlifferentiate themselves from others.

-Ret. The coefficient on this variable £ 13.251) is positive, implying that the percemtad
shares held by the leaders has a positive effettefevel of detail of information. However,
this coefficient is not significant. This resuliaals us to conclude that the percentage of
retention is not an explanatory factor for an dddal offer of forecast information and to
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deny the first hypothesis (Hthat companies with the percentage of sharesihelirectors
high offer detailed forecast information.

In these conditions, the leaders will not publisicuaate information in order to hide some
failures because they fear punishment they knownthaeket fairly well. In addition, some of
them are struggling to master events occurring late

- Sect The results show that the coefficient on thisalae is negativeo = -14.520), which
implies that membership in a high-tech sector hasgative impact on the level of detail of
information. However, this coefficient is signifitaat a risk threshold equal to 5%. This
conclusion can accept the eighth hypothesi (it the companies that belong to a high-tech
sector provide more reliable information than ogher

We conclude that innovative companies and highnelcgy are more likely to achieve
results greater than the operative companies dititvaal sectors.

- Size The results show that the coefficient on thisalde is positive ¢ = 0.386), implying
that size has a positive effect on the level o&illelf information. By cons, this coefficient is
not significant. Size is therefore not a factor lakpng the level of detail in forecast
information. This conclusion can reject the hypsthesixth (H) stating that large companies
release more detailed information than others.

However, small companies do not have significasbueces, trying to improve trust with
other stakeholders, by providing good quality infation to ensure their sustainability.

- Endett. The coefficient on this variabler (= -0.073) is negative, this supports that debt
reduces the level of disclosure, most of this doieffit is not significant, confirming that the
debt is not a determinant of communication stratetggements. This result allows rejecting
the seventh hypothesis fHassuming that the most leveraged companies oitee detailed
information than others. We find that the most taged companies find it more difficult to
raise new funds; therefore, they will disseminalsd information about their situation

6. Conclusion:

The study shows that the level of detail in forédgagormation released by companies is
motivated by the argument of the financial utilifyo our knowledge, this work is the first to
study the relationship between the level of deththe forecast information and the reliability
of earnings forecasts in the Tunisian context, attarized by a relatively large information
asymmetry between various stakeholders.

Indeed, our results indicate that the most sucakssimpanies are able to provide earnings
guidance detailed and reliable than others in otdemaximize their financial value. The
study also showed that companies listed simultasigaan the Tunisian market and abroad
that involve insiders in decision making and inteex of high technology provide more
detailed and credible than others.

The importance of financial forecasting, their e¢dmition to economic growth, the inability
of financial accounting to reflect the true fordcaslues and the emergence of the concept of
social responsibility have developed among investond other agents is a growing need
Detailed information and credible.

However, until now, there is no consensus modelirfggosing or institutional steering the
developments and events occurring late. Hencewbi& could have implications for stock
market regulators since they suggest an obligatonpublish very detailed forecast
information that improve the efficiency of the Tsiain market.
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Annexes:
1. Question to company manager:

Please indicate the degree of importance you lattacach of the following information
items that may be disclosed in annual reports ofpanies listed on the BVMT.

1. important, 0. not important.

Pieces of information of the analysis grid Botosa(i1997)
1 - Information on the goals and strategies of theompany
Presentation of company goals 0 1
Presentation of the general strategy of the company 0 1
Discussion of actions taken during the year to@ehthe objectives 0 1
Discussion of actions to be undertaken in futur@rye 0 1
Presentation of a timetable for reaching the target 0 1
2-non-financial information
Publication of information on the number of empleye 0 1
Publication of information on the backlog 0 1
Publication of information on the percentage ofessdko be delivered next year 0 1
Publication of the percentage of sales for prodinctee past five years 0 1
Publication of information on market share 0 1
Publication of information on the amount of newensiplaced this year 0 1
Publication of information on sales growth in kegions for which no segment 0 1
information is produced
3 - Forward-looking information
Discussion of the impact of the opportunities tbempany on future sales or profits 0 1
Discussion of the impact of risks facing the compsales and future profits 0 1
Comparison of profit forecasts with actual earniofjthe year 0 1
Ccomparison of sales forecasts with actual sal¢iseojear 0 1
Presentation of cash flow forecasts 0 1
Presentation of forecast capital expenditure or B 8osts 0 1
Presentation of forecast market share 0 1
Presentation of cash flow forecasts 0 1
Presentation of forecasts of future profits 0 1
Presentation of forecasts of future sales 0 1
4-Information on analysis of management
Change in operating profits 0 1
Change in net income 0 1
Change in capital expenditures or costs of R & D 0 1
Change in inventories 0 1
Change in sales 0 1
Change in receivables 0 1
Change in market share 0 1
Eléments d’information ajoutés a la grille d’analys de Botosan (1997)
5 - Financial Information 0 1
Publication of information on the capital structure 0 1
Publication of information on the variation in toser 0 1
Publication of information on the history of thesk price 0 1
Market perception about the value of the company 0 1
Publication of information and amounts on advarisexpenses 0 1
Publication of information on the financial value 0 1
Publication of information on capital employed 0 1
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Publication Information on the liquidity ratio 0 1
Publication of information on the PER 0 1
Publication of information on other financial ratio 0 1
6 - Information on earnings forecast

Publication of information on the evolution of gkqarice 0 1
Publication of information on the profitability tfie securities of shareholders

Presentation of operating income forecast future 0 1
Existence of a summary table of key figures 0 1

Explanation of variations between previous forezasid realizations

Future cash horizon from 2 to 5 years

7 - Information published in annual reports

Publication of annual report

Publication of Financial Statements

Publication of reports of the auditor

Presentation of EBE, VA and operating income

o|0|o(o

TSI
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Abstract

In the ever increasing worldwide attention to tlwmnaept of sustainable development the
pillars of which are economic, social and environtaédevelopment, industrial engineering
as the productivity champion has not really recgiweajor attention. This is unfortunate as
one can see it as the toolkit to attain sustaind@lelopment because industrial engineering is
concerned with productivity as the measure for potidn and service efficiency. Without
this it would be difficult to quantify the qualigspects of sustainable development e.g. those
related to environment. And without this there wbbk difficulty to evaluate the integrated
systems of man, money, materials, energy, knowledé@mation and equipment, which are
all instances of the three pillars. Energy efficignis one route towards minimising
environmental impact. Minimising such impact is daetor towards achieving sustainability
and therefore making possible sustainable developnhe this paper it is intended to show
the use of industrial engineering tools like riskalysis to assess how sustainable our current
energy consumption is and so refrigerators arentalsethe sample for such analysis. This is
due to general usage of refrigerators by all peeplerywhere and due to its major part in
worldwide energy consumption. Energy labels are adays a common feature of
refrigerators put into the market for sale, althotigis trend is diverse in different parts of the
world which signals non harmonized comprehensiosustainable development in the world.
These are explored in this paper at a theoretsal to show that industrial engineering tools
and techniques have a contribution to make to sudidity

1 : Introduction

The concept of sustainable development has assproetnence in the economic world and
it is increasingly being based upon a process tefactive, integrative and learnt decision-
making by firms through the process of understag@iossibilities for common technological
futures. In the range of issues that now compiiee doft-technology basket there are the
physical environmental issues, social contractd #rv@ mutually suitable to factors of
production, and sustainable future of firms tha farendly to physical and human ecology
(Hawley 1986; Martinez-Alier 1987; Coombs 1990;Gaod, Daly and El-Serafy 1992).
Sustainable development therefore has been exdr&ci® out of the ethical decision-making
of corporations and is made to link up with the ocoon interests of ecology and the
grassroots for poverty alleviation and gaining haneapabilities (Ekins 1992; Daly 1992;
Walker and Unterhalter 2010). Korten (1995) referssuch an emergent age of business
decision-making as an ecological revolution.
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The business world we currently inhabit calls fdfedent kinds of strategies in production,
organizational decision-making, and delivery of siscial image to the consumer. These
dimensions are quite different from those we haaaarit and practiced in a conventional
neoclassical world.Myrdal (1987) calls upon this kind of challenge rieoclassicism by
wondering why the psychologists and philosopherse hkeft the economists alone and
undisturbed in their futile exercise of neoclassiti So we must turn to other disciplines to seek
possible answers, and industrial engineering aptbeuctivity champion has received major
attention in other arenas but has not yet engageéd the problems of sustainable
development. In this paper we seek to do so. Onesea it as the toolkit to attain sustainable
development because industrial engineering is coedewith productivity as the measure for
production and service efficiency. Without thisnbuld be difficult to quantify the quality
aspects of sustainable development e.g. thosedelatenvironment. And without this there
would be difficulty to evaluate the integrated syss of man, money, materials, energy,
knowledge, information and equipment, which areirstances of the three pillars. Energy
efficiency is one route towards minimising enviramtal impact which we are investigating.

2 . Sustainability and Industrial Engineering

Industrial engineering (IE) is concerned with thesidn of processes which will benefit
companies and therefore ultimately consumers. fitgans that they have to be sustainable.
Sustainability is a concept which concerns all besses more than anything else.
Sustainability requires R&D and technological depehent — which is what industrial
engineering is concerned with. So IE has to bededwpon sustainability to remain relevant.
Sustainability is based on the 3 pillars of Bruadtl — economic, social and environmental.
So IE has to be concerned with these. Mainly tBetfengs are also what CSR is all about. So
sustainability and CSR are very largely synonymdusther words — CSR is equivalent to
sustainability and sustainability has to be thetra¢riocus of IE. Designing anything without
considering sustainability is a waste of time.

The current discourse of sustainable developmenterdrates upon a concern for not
limiting the choices available to future generasiomhis is plainly unrealistic as mankind has
been unable to achieve this since he changed ftortehgatherer to farmer and cut down the
forests around the world. In the present it is jost unrealistic but attracting attention away
from the real issues. Resources are important ofseobut attention needs to be directed
towards the real scarce resources which need twsked efficiently. And those scarce

resources are not financial resources as convettforance theory would have us believe —
they are environmental.

Sustainability or its synonym, sustainable develepgh has so far been referred to in
different terms such as durability (Aras & Crowth@009), triple bottom line, corporate
integrity, etc. the most widely used definitionsafstainable development is the one from the
1987 Report of the United Nations World Commiss@mn Environment and Development

2 This is the modern world based upon economic dramt rational behaviour.
® These are often treated as synonyms althougheiteeipn fact different.
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(the Brundtland Commission): "meeting the needshefpresent without compromising the
ability of future generations to meet their own c&e

Sustainability implies the acceptance of any costslved in the present as an investment for
the future (Aras & Crowther, 2008a). Sustainableettigoment is concerned with the effect
which action taken in the present has upon theongtavailable in the future (Crowther &
Martinez, 2004). A sustainable society is the dgcwhich provides for its needs without
impairing the needs of the future generations. &loee, sustainability implies that society
must use no more of a resource than can be regedef@rowther & Martinez, 2004).
Considering our current consumption, the way we lig not sustainable at all. Hence,
sustainability is a matter of international concemhich requires the emergence of
international standards. This requirement is exmsted by the recent movement towards
globalization. Indeed globalization requires a \wwide integration, therefore countries
should adopt international standards and avoidisrals as barriers to trade.

With the increasing globalization of markets, intgional standards (as opposed to regional
or national standards) have become critical totthding process, ensuring a level playing
field for exports, and ensuring imports meet indé¢ionally recognized levels of performance
and safety. International standards and their usdechnical regulations on products,
production methods and services play a vital rolesustainable development and trade
facilitation— through the promotion of safety, qtiaand compatibility. The benefits derived
are significant. Standardization contributes ndy oo international trade but also to the basic
infrastructure that underpins society, includingaltie and environment, while promoting
sustainability and good regulatory practice. (IS¥Dtcal secretariat, 2006).

The idea of globalization encourages countriesdimpt harmonized rules. Unless otherwise
they will be trapped in diverse and sometimes actitiy rules which would result in unequal
trade market. International standardization is @aali opportunity for the countries to raise
their voices on the matters which otherwise mayolrex barriers to their trades with the
world. So, countries should necessarily participat@vely in the process of international
standards drafting. This is indeed of vital impoda for the developing countries who could
make sure that their national conditions are olesenso, they would willingly meet the
international standards formulated through a faansensus approach. Besides, use of
international standards is beneficial in avoidingnecessary costs to provide national
standards which may result in another barriersadet Spending time and money on already
established international standards at national lisvjust as reinventing the wheel. Therefore,
the worldwide trend is to adopt international stmad in order to realize the aim of "one
standard, one test and one conformity assessmecedgure accepted everywhere". However,
it is worth mentioning that "development is notreeesize-fits-all process. Each country must
progress, as ultimately only it can best tell witsitambitions and needs are. However, in a
globalization world, sustainable development canibetachieved in isolation. (Sudarwo,
2008).

Sustainable development is a concept closely ebliatesocial responsibility in that the latter
is denoted by WBCSD as the third pillar of sustbieadevelopment, the other two pillars
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being economic growth and ecological balance. Méslewsustainability is referred to as one
of the three principles of social responsibilithetother two being accountability and
transparency (Crowther, 2002).0n the other handiakoesponsibility is defined in ISO
26000 (2010) as the responsibility of an organorafior the impacts of its decisions and
activities on society and the environment, throdginsparent and ethical behaviour that
contributes to sustainable development, includieglth and the welfare of society ... So here
we see that the main focus and final aim of somabponsibility is to attain sustainable
development. The organization contributes to soatde development through social
responsibility in its defined borderlines wherelsré is no such a borderline defined for
sustainable development therefore it is more cohgrsive and belonging to all, not just the
organizations.

3 : Pillars of sustainable development

The three pillars of sustainable development arénel® as economic growth, ecologic
balance and social responsibility. Unlike the segeementioned by WBCSD, one can
assume that these pillars consist in a circlay#ii equal value to create sustainability.

Consider the energy consumption status throughwutmorld. We waste a good portion of
our consumed energy through inefficient methodss Tday we ignore the requirements of
our children (social irresponsibility). The polloiti due to fossil fuel consumption leads to
global warming, the consequence of which threammgronment (ecological imbalance). It
demands for investments in purging environmentr{enac pressure). In this example, social
irresponsibility leads to ecological imbalance whin turn leads to economic pressure. As a
result we may choose to save more fossil fuel toe take of our children (social
responsibility). It results in saving money wastedemove pollution (economic growth). For
such a purpose, we may switch to a kind of renesvalergy such as solar (ecological
balance).

In another instance, the government may decidertwve subsidies to fuel in order to make
consumers account for externalities. Then peoplaldvduy fuel by its virtual price
(economic pressure). Such a pressure would neateskir designing energy efficient devices
to minimize the amount of energy consumed, or peophy decide to avoid buying that sort
of fuel and substitute a sort of renewable enemgythiat. The result would be a cleaner
atmosphere (ecological balance) and more concernthe future generation (social
responsibility).

Figure 1 shows that no sequence could be considerdtese three pillars. Instead they are
interdependent. A shortage in one, would resulb$s in another.
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Figure 1- The interdependence of sustainable dpuwedat and its pillars

4 : Energy consumption

The world energy consumption in residential sectoesn’t seem even and countries use
energy according to factors such as their incomvelde natural resources, climate, and
available energy infrastructure. Therefore, dua togher income level, typical households in
OECD nations generally use more energy than thoseon-OECD nations. This is partly
because higher income levels allow OECD househimidsave larger homes and purchase
more energy-using equipment. Larger homes generalijpiire more energy to provide
heating, air conditioning, and lighting, and thegd to include more energy-using appliances,
such as televisions and laundry equipment. Smatierctures usually require less energy,
because they contain less space to be heated mdc@uoduce less heat transfer with the
outdoor environment, and typically have fewer o@rup.

A comparison of the United States and China asxample proves this claim. The average
residence in China currently has an estimated 23@@re feet of living space or less per
person, than in the United States, where the agem@gjdence has an estimated 680 square
feet of living space per person. (World Energy Bednomic Outlook 2008).

The US GDP per capita and its estimated residentiakgy use per capita in 2007 were

$43,076 and 37.2 million Btu respectively, wherdessame data for China amounted to only
$5,162 and 4.0 million Btu, which means only abaog-eighth and one-ninth the U.S. level,

respectively (US Department of Energy). It is apparhowever that as a country develops
then the amount of energy rises in a correlatiath w§ per capita income. So too does its use
of ever more sophisticated consumer durables, deimgua corresponding increase in energy
availability.

Over the last decade the price of crude oil hasedabetween $16 per barrel and $150,
although currently around $100. It is expected hawe¢hat the price will continue to follow a

101



rising trend as demand continues to increase astarfrate than supply. This has implications
for both energy availability and usage and for ansible development which need to be
considered.

An increasingly important factor which influenceaurghasing decisions is that of
environmental protection, particularly associateithvelimate change. This is particularly
important as far as the purchase of consumer degabl concerned because of the energy
which they consume; energy efficiency is one rotgeards minimising environmental
impact. Minimising such impact is one factor towsathieving sustainability and therefore
making possible sustainable development. The dearyament of this paper is that the desire
to make sustainable purchasing decisions necessibatter information to make decisions
according to this criterion. This in turns requireanufacturers to provide better information
through their labelling. This research extends d&uowledge of the components of
sustainability and requirements for sustainablestigoment, particularly as far as consumer
purchasing decisions are concerned. It also hasnpally important implications for
manufacturers and shows for them too an importaater towards achieving sustainable
development for themselves and for the global ecgno

5 : Risk Reducing

An important component of sustainability is thatrsk management. This too provides an
intersection with operational requirements as misimg exposure to risk both makes a
company more socially responsible and more sugikiraut also reduces cost in the longer
term (Crowther & Seifi 2010). Often however the huetologies for the evaluation of risk are
deficient in their effectiveness of evaluating tigallarly of environmental risk. So we will
demonstrate how some IE techniques can be useltitess the problem.

It is accepted that design, and specifically enelgyelling, influences the consumer
purchasing decision (Seifi, Zulkifli & Crowther 201 Seifi & Crowther 2010). This is an
important area for manufacturers to be concerndld &g it has crucial effects upon the design
of products. Consumer durables are an importarat taréenvestigate this relationship as they
represent significant purchases within the houskHmldget. Moreover they represent
purchases which are typically made after investgaand the consequences of the decision
are manifest over a number of years of the typifalof the product. Consumer durables
therefore represent an important area of study.dBasumer durables are diverse in nature;
thus generalisations can be made across the ranngecinvestigation needs to be based upon
the specific. This study therefore is based updnigezators. This particular durable has been
chosen for several reasons. Firstly it is a proeath all individual consumers make use of,
as well as many commercial organisations. Secoihaynot a high technology product and
not subject to rapid technological changes in @i®es manner as televisions or computers.
Thirdly the market is mature as almost all conswemare already in possession of a
refrigerator. Purchases therefore are almost éntisplacements and are based upon need
rather than the dictates of fashion. In other wdhdsproduct tends to get replaced when it
gets old and inefficient, rather than because aingke in fashion or a desire for something
new. Thus the product has a long life cycle. Tfeedycle is also an important determinant of
choosing refrigerators; the long life cycle meahsttrunning costs are a significant

102



determinant of choice and not just the initial j\arsing cost. Refrigerators therefore represent
an exemplar which is ideal to study the phenomeuoder investigation and have been
chosen as such.

Owing to developments in household industries icem¢ decades, an average house has
approximately 10 electrical appliances, among whad after illuminating devices,
refrigerating appliances are the most importants Tdppliance plays a major part in the
welfare and health of a family. Factors such aspiygulation growth, buying power of the
families, relative price reduction, by-installmeptirchases, are expected to increase the
market of this appliance. The conventional andtiredly straightforward manufacturing
process of household refrigerating appliances tegewith a reliable demand market has led
to the emergence of so many manufactures arounddhd.

The energy consumption behavior of a householdgesfiting appliance depends on several
factors such as the climatic condition of the aneahich the appliance is used or the ambient
temperature, the type of the appliance namely é&eeaefrigerator, refrigerator-freezer, Frost-
free or not, the frequency of opening and closihg toor, the volumes of different
compartment, etc.. Different climate classes contififerent atmospheric conditions and the
manufacturer accomplishes design and manufactagogrding to the specific conditions of
each. So it is needed to apply proper material equdpment which would lead to proper
performance based on the climatic class concerA&h it is vitally important that the
customer would knowledgably purchase a refrigegagippliance suitable for his/her own area
of living. Unfortunately so far this important facthas not yet received enough attention and
customers usually purchase an appliance withouhdaglimatic classes into consideration.
They may buy an appliance not suitable for thescelof residence. This way the appliance
would soon lose its efficient performance and camsiconsiderably more energy. As an
instance, an appliance designed according to abnwddss N, would have an approximate
compressor run 20% more when used in tropical areas

A refrigerator is basically a heat exchanger, caplihe air within it at the expense of the
ambient air temperature. The objective for sustality is to make this heat exchange as
efficient as possible by making the refrigeratoergy efficient. Over time this is happening
as the figure 2 below indicates. This supportsifigd by Parker and Stedman (1992).
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APPLIANCE STANDARDS
AWARENESS PROJECT

Average Household Refrigerstor Energy Use, Violume, and Price Over Time
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Figure 2 — Increasing refrigerator efficiency arducing cost

It was calculated that the fit of a multiple regries model to daily use data from a
refrigerator is affected by door opening and exudiby the following model:

kWh = -5.05 + 0.084 (Kitchen Temp.) + 0.0092 (DQpenings) 1) (
Where:

kWh = daily refrigerator kwWh

Kitchen Temp= °F

Door Openings= number of refrigerator door openipgysday
R-squared = 0.85

5.1: Applying IE techniques to understand the issuge

In this paper we are primarily concerned with tiffeas of energy labeling on refrigerator

purchasing. The techniques of IE can be helpfuounderstanding and will help to show

that better energy labeling will lead to differelgcision making so we now explore how this
can be so. First we start by considering the udgagkes Theorem. In the eighteenth century
the Reverend Thomas Bayes (1702-1761) became stedren mathematical applications of

probability theory, and in particular in the way which probabilities changed depending
upon the acquisition of additional information. ldeveloped what became known as the
Bayes theorem of conditional probability which ssathat:
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Probabilities can change when additional infornratie acquired from subsequent
events. Probability is therefore of consequentdii® in decision making.

Bayes theorem of conditional probability can beregped algebraically as:

Pr(AB)

Pr(A|B) = PIB)

(@)

In the case of refrigerators we can consider t0& &f people would like to buy an energy
efficient refrigerator because it has lower opagattosts. But half of these people will only
do so if they understand the information being mted on the label. So Bayes theorem can
be used to show that the probability of buying aergy efficient appliance will change if
additional information is provided through labelifighis can then be compared with the cost
of providing this information. This additional imfoation will facilitate decision making for
the manufacturer.

Bayes Theorem can therefore be seen to be of valumanagement decision making

(Crowther 1996) through its use in quantificatidrthee value of additional information and a

consideration of how this additional informationadges the decision which might be made
by managers. Equally the use of this theorem facasntion upon the salient features of
decision making through its quantification of tieks associated with any course of action in
comparison with the gains which might ensue, themabking a comparative analysis if the

effects of alternative courses of action more gsr through quantification. Use of the

theorem can also actually help identify the chomvbgh are available through this rigorous
guantification. It is therefore a valuable partbf

There are however problems with the use of thisrtegie in practice which revolve around
the ability to quantify the effects of alternatiweurses of action and to assign probabilities to
their likelihood of occurrence. The value of thegtification is obviously only as good as the
value of the evaluation of the costs of the altewea and the probabilities assigned to them.
If these are not particularly accurate then thdyasmabased upon them will not be accurate
and this quantification will not form a satisfagtobasis for decision making. Currently
research is being undertaken to arrive at a momirate assessment of the relevant
probabilities. One of the problems with this kinfdapalysis is that, unless these decisions are
made on a regular basis and some experience isfaherbuilt up, the evaluations are
necessarily subjective and the decisions made based them therefore questionable. The
main use of this technique therefore is in introdgca certain degree of rigour into the
decision making process through a forced identiboa of choices available and
consequences of making each individual choice. ifhisself is likely to improve the quality
of managerial decision making without an accuratengfication. One further problem with
Bayes Theorem is that it assumes that the decisiguestion can be made in isolation and
will not affect, nor be affected by, any other &&mn which might be made within the
organisation. In practice this is rarely the case any individual decision is inter-related with
other decisions.
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6: Risk analysis

Obviously there is an element of risk attachedny @perational decision, and this risk arises
because we are attempting to predict outcomeseiriutiure of decision made now (Crowther
2004). Various techniques exist which can help aagar to understand the nature of risk
associated with any decision and to quantify tHeceé$ of that risk. One such techniques is
Risk Analysis which is based on clearly distinginghrisk from uncertainty and then treating
risk probabilistically in order to make the bestidens. In all cases of strategy development
the selection of an appropriate strategy depends aprealistic assessment of the risk and a
guantification of possible effects through analy#ftiss to risk analysis therefore that we now
turn.

When a range of possible outcomes for an eventt éen obviously the sum of the
probabilities for all of the possible outcomes megual 1 — as one of the outcomes must
occur. The assignment of probabilities to each e butcomes however enables us to
construct a probability distribution showing thenga of possible outcomes and their
respective probabilities. Such a distribution maslivibe important to the analysis because
merely selecting the most likely outcome may well reflect the level of risk involved.

For example in the two projects shown below the bssmate of profitability for each of the

probability

L

best estimate
Figure 3 — Differing probability profiles

projects is identical but it can be seen from ttabpbility distributions (figure 3) that the risk
associated with them is quite different, with origh@ projects having a risk of incurring a
loss (project B). Without the probability distrilbrts therefore a firm would be indifferent as
to which project was chosen but with an understamdif the distribution of risk then it can
be seen that project A is the preferable projetyiding always that the expected returns for
the two projects are similar. Risk analysis carubed to quantify the expected values of the
return from each project but assessing the relatationship between risk and rewards
inevitably relies upon managerial judgement anéraqn’s attitude to risk.
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Risk analysis as a technique is based upon pratyathieory (Crowther 2004) and upon the
ability to construct probability distributions. 6 a technique which is designed to enable
individual risks associated with a project to benbmed and summed to find the overall risk
for the project. It is based upon assigning a godita distribution for each risk factor, rather
than merely assigning a best estimate. These pitpalstributions are then combined using
Monte Carlo Simulation techniques to arrive at gerall assessment of risk (Crowther 1996).

This kind of analysis can lead to very differersessment of risk for particular decision than
would be our assessment if we based our quaniditaolely upon mean values from our
understanding of the probability of particular autees. In complex problems with a range of
possible outcomes and a variety of factors to brided this technique therefore can help in
our understanding of the risks involved and herexe affect our decision making in such
cases. It is therefore an important tool for IE ethcan be used in the analysis of the problem
concerning energy labeling discussed in this paper. example current understandings
concerning energy efficiency (see diagrams belowg future demand enables probability
distributions to be calculated concerning the eff@t producing increasingly energy efficient
refrigerators, the effects of improving labelingdathe costs of doing so (and hence selling
price). Risk analysis techniques enable these tguamtified to make the best decisions
regarding future production.

U.S. Refrigerator Energy Use vs. Time

United States Refrigerator Use v. Time
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Figure 4 — Refrigerator energy use over time
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Non-OECD countries account for 86% of the increase in
global energy use

energy consumption
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Figure 5 — Projected increased demand for energy

7: Games theory

Although risk analysis can be a useful tool therewit comes to making strategic decisions
the most useful tool is Games Theory. This is paldirly helpful when deciding about
refrigerator labelling because just as in makingnyn@ngineering and management decision it
is important to recognise that the decision ismatle in isolation and that the effects of the
decision cannot be realistically quantified ashétt decision is made in isolation. This is
particularly true when the external environmenaffected by the decision, such as when a
firm is considering the launch of a new producthange to its prices, or the conduct of an
advertising campaign. In such circumstances itissafficient to consider how the decision
might affect the firm itself or how it might be egged by its customers. It is also necessary to
recognise that the firm’s competitors will be aféat by the decision and may very well
decide to respond to the actions of the firm. lehsa situation the firm and its decision
makers can be regarded as either in competitiom anbther firm and its decision makers or
in conflict and the generic term to describe thrsdkof situation is that of a game and Games
Theory can help to model this kind of situationd@®@ther 2004) and therefore improve the
decisions which are made.

In games the participants are competitors and ukeess of one is usually at the expense of
the other, such as when one firm gains market stramgh the use of an advertising
campaign at the expense of the other firms in ideistry — or through its labeling strategy.
For the purposes of Games Theory in such a si#te number of players can very often be
simplified to two players — the firm and the compen, with all competitors being regarded
as a single player. It is possible to model thdoast and reactions of all competitors
separately through Games Theory but this makesnidghematics very complicated, often
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without significantly changing the analysis. Gamiégory provides a method of formulating
a business situation in terms of strategies —tilagegy of the decision maker and the strategy
of his / her opponent — and in term of outcomeshHadayer in the game selects and executes
those strategies which (s) he believes will resulivinning the game’, that is will result in
the most favourable outcome to the problem sitnatim determining this strategy for
winning each player makes use of both deductive mmttlictive logic and attempts
guantification of the outcomes. This will form alwable route to examining the problems
identified in this paper.

8: Conclusions

The main purpose of this paper has to be to consideissues concerned with sustainability
and energy consumption and then show how it isiplest use industrial engineering tools
like risk analysis to assess how sustainable ouetienergy consumption is and what can be
changed through the use of these techniques. optinpose refrigerators are taken as the
sample for analysis. This is due to general usageflogerators by all people everywhere and
due to its major part in worldwide energy consumpti Energy labels are nowadays a
common feature of refrigerators put into the mafketsale, although this trend is diverse in
different parts of the world. This is part of argoing research project and the current stage is
concerned with the collection of data which willable mathematical calculations to be
incorporated into the industrial engineering pratidevhich have been identified.
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Abstract

The present paper deals with the 4th wave of th@rration Security as a new approach to
governance of information security. After introdugithe four waves of information security,
is focused on the last part which will be part af thesis. In addition, following the PDCA
approach (Plan, Do Check, Act), we will establishimventory of information system with
the SoM (Statement of Maturity), a risk assessnoérdssets, a business continuity plan to
ensure a resumption of IT.

1 : Introduction

Today, information can be viewed as a commoditye lelectricity, without which many
companies and organizations cannot function. Howearethe interconnected world we live
in, information is much more vulnerable than otbemmodities. While it is highly unlikely
that the actions of a disgruntled teenager on @natbntinent affect the electricity supply
company, it is easy to envisage that the actiorthisfyouth can stop the system Information
from prestigious organizations.

It is therefore essential for organizations toueascontinued access to information while
protecting their information assets. Many organareg will not do business without access to
their information resources. However, the protectod information resources often has no
direct return on investment. The security of infation resources as a rule does not generate
revenue for an organization. Therefore, investore earely interested in how their
information resources are protected. From a busipesspective, the information security is
not an axis of development organizations, which m@e likely on the profitability of
investment, which considerably slows down investnreimformation security.

In this regard, the information security has gdweugh several stages [1]:

The first wave was characterized by the reductibnnformation security to a technical
problem left in the hands of technical experts.

The second wave was marked by the passage of iafrm security from a technical
dimension to a dimension of management by inclugiigcies and procedures.

The third wave was characterized by the need tgptadome form of standardization of
information security and integration of aspectdbest practices, certification, and integration
of culture and information security of the measwatrand monitoring.
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The fourth wave is the development of the Goveraasfcinformation Security. The origins
of this wave are closely linked to developments enadthe areas of corporate governance
and especially in legal and regulatory requiremeiitse board felt the need to secure
information systems because they started to begars®nally responsible for the security of
their information systems [SOX, BASEL II, ACT 0908]

This paper addresses this wave, and highlightsefladonship between corporate governance
and the governance of information security.

2: Corporate Governance and Information Security

Several documents related to corporate governawle® lemerged in recent years; the
importance of governance in general is now intéonatly established. Corporate governance
is defined as " all taken responsibilities and pcas implemented by a general direction in
order to provide a strategic direction, ensure dbjes are met, to ensure that risks are
managed appropriately, and ensure that organizatimsources are used responsibly. "
Corporate governance makes it clear that the boérddministration is responsible for

ensuring information integrity of accounting andafncial reporting, and compliance with

laws.

Several legal and regulatory developments relatecbtporate governance have focused on
the role and responsibility of the Board, includihg Sarbanes - Oxley (SOX, 2002) which
also requires putting in place a system contrateel to operational risks that often result in
the establishment of measures to manage riskedelatsecurity of information systems. It is
therefore clear that, although not directly merganthere is a significant relationship
between corporate governance and information dggcufihe following diagram helps
illustrate the relationship with corporate goverrgand information security.

Gouvernance of Entreprise

Gouvernance Sl
d 4 | 4 d

The Law 09-08

SOX The Law 53-03

The Law 05-03

o availability
3: The governance of information security : the 4 Wave

* Integrity
o Traceability
o Confidentialy

ISACA defines the governance of information seguas a kind of strategic alignment,
value creation, risk management, performance manage and also management of
resources against Requirements Company’s busiideds. part of the axis of risk
management and top management must assure thabalitgil confidentiality, traceability,
integrity of information, as well as compliance lwiaws and procedures when handling
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and storage of information.

From this perspective, the governance of infornmatiecurity aims to ensure availability,
integrity, confidentiality, and traceability infotion (DICT) is assured.

 Availability of information: ownership of inforntimn to be accessible and usable
upon demand by an authorized entity, when it ngeds

* Integrity of information: ownership of informatioto be accurate, complete and
unaltered.

» Confidentiality of information: information owrghip that information is made
available or disclosed to any persons, entitiggrocesses allowed.

 Traceability information: ownership of informatido be reviewed and audited. It is
especially possible to track all events relatemtormation during a certain period.

Governance of Information Security governancefieceed in the establishment of a set of
structures and measures that ensure:

* The management commitment and leadership to esdofwrmation systems: this
commitment is reflected in the establishment oéeusity policy based on risk analysis, a
classification of information assets by adoptinghmods analysis of risk such as: MEHARI
EBIOS, ISO 27005, RISK IT ...

» The adoption of standards for information seguiih this case: ISO 27002, ITIL,
COBIT.

» The establishment of an organization and strestur charge of information security
with a clear definition of roles and responsibd#i of different actors (committee
information security, the security official of theformation, process owners (business
managers), the local correspondents of securitprdfessionals, auditors, ...)

» User awareness of the issues, threats and kaegtoas in information security. They
must thus be able to support the security poliégrmation. This awareness may relate to
topics related to information security: securitysuss, threats and vulnerability, risk
management, authorization management, password g@@eat, information
classification, access control, continuity of aityivcompliance, ...

» The implementation of policies, processes anaguares to secure the information
system

» The introduction of technology adequate to setlieeinformation system by setting
up according to the risks and needs of firewalisxigs, antivirus, IDS, IPS, certificates,
SSO, ...

» Compliance with regulatory requirements in corniogcwith the information security
information. These regulatory requirements may eamcahe protection of personal data,
respect for intellectual property

» The establishment of a dashboard of measuremedt cantrol of the security
information to be able to supervise and controldhelution of the information security. This
process necessarily requires the establishmentnadicators and measures of security
management. These indicators should accuratelgctethe levels of security in terms of
availability, confidentiality, integrity and tradeitity of information.

4 : How to ensure good governance of the informatiosecurity
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Surf the 4th wave; it is important to go througfe tthird wave. Indeed, the adoption of
standard reference and is an interesting and réngasdep that allows to prepare for the 4th
wave "Governance Information System ". The esthblent of good governance of
information systems should follow the Deming cyofequality. This is the application, the
area of security, of Deming in four points:

* Plan (Plan): Security is planning to move fromeactive posture to a proactive posture;

» Develop (C): Security is a set of processes todbeeloped following a security
benchmark.

» Check (Check): Security is controlled through iiédnd penetration tests, and most
common methods;

 Act (Act): All control activities carried out dimg phase "Check" are likely to highlight a
number of malfunctions that need to provide forrective actions, preventive actions and
improvement actions.

Our approach to insure the governance of the ggaifrinformation systems is based on five
principals namely:

v' P1. Commitment of top management

P2. Risk Analysis

P3. Measure of maturity with regard to repositoaésmformation security
P4. Development of action plans

DN NI NN

P5. Definition of indicators measuring

Plan P1. Commitment of top management
P2. Risk Analysis

P3. Measure of maturity with regard
to repositories of information
security

P4. Development of action plans

P5. Definition of indicators
measuring

Do D1. Elaboration de la politique de
sécurité de l'information

D2. Elaboration des procédures

D3. Exécution du plan d'action

Check C1. measure
C2. Analysis of measures

Act Al. corrective actions
A2. preventive Action

A3. improvement Actions

P1. Commitment of top management
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Governance and management of information securitlinvthe organization agrees that
senior management actively support the securiticpelithin the organization through clear
direction, a commitment to honest, allocation fisres and explicit recognition of
responsibilities for information security.

ISO 27001 [2] recommends that the Branch ensutehkaobjectives for information security
are identified, meet the needs of the organizamhare integrated into processes adapted.

In addition, senior management must formulate, @mprand return policy information
security to monitor the effectiveness of its impétation.

The formulation of clear guidelines clearly manise#s support with the initiatives taken to
strengthen security.

P2. Risk Analysis

The MEHARI (harmonized method of risk analysis) fiek analysis is proposed by CLUSIF
and is based on a top-down (top-down).

MEHARI is intended to enable risk assessment andtrab and security management
information systems in the short, medium and largt

The essence of this approach, allowing the riskssssent is to analyze, for a representative
set of risk scenarios, the actual state of the leskl, depending on the status of security
measures. This analysis will help to optimize theice of complementary measures to be
implemented.

MEHARI addresses the following areas:

Organization

Site Safety and Buildings

Security of premises

WAN between sites

Local Area Network

Network Operations

Architecture and Systems Security
Production Computer

Application security

10 Safety of projects and application development
11. Protecting the working environment
12.Legal and regulatory

CoNooORWNE

A simplified version of MEHARI, we advocate a rdgetan generate summary and prioritize
actions to ensure information security:

artographie des risques potentiels

14- Accés llicie 3 des systemes de fiers.
15 Copia ilégale de logicisls ou de
progiciels

16 - Impossibilté de récupérer des traces
ou des iues.

‘prolongée d(s) applcation(s)
20

P3. Measure of maturity with regard to repositoriesof information security
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The body of ISO 27002 identifies best practiceatesl to information security, but does not

mention the process of their implementation. Orgatnons can use ISO 27002 as a template
to create rules and procedures regarding informagexurity. It can be a tool to assign roles
and responsibilities [3].

ISO 27002 therefore meets the needs of organizatimat want to establish the objectives in
terms of information security, through a seriepw@dctical recommendations, addressing both
technical aspects and organization. The standarers@leven chapters:

Security Policy

Security Organization

Asset Classification and Control
Security personnel-related
Physical Security and Environment
Operation and networks

Incident Management
Development and maintenance of systems
Logical access control

Business Continuity

Compliance

Below is an example of synthesis that can be dpeeldo measure the maturity of the
security in relation to different chapters of th@nslard.

Coverage of the Repository

Chapters of 1-Polique de sécuié
Referential

2- Organisation de a sécurité

3-Classficaion et proprété des acifs

The level

of
maturity
with
regard to
the

Repository

4- Sécurtédu personnel

Vet Maintenance 5 - Sécurité physique et envromeentale

7 Controle d'accés logique: 6 - Exploitation des systémes et des réseaux

P4. Development of action plans

Development of action plan for describing secunityipdating tasks for the year related to the
implementation of information security within themapany. This is proof of the diligence of
the company to implement its security policy ingtice.

It will be used for recording the activity of therapany in favor of an alignment of
security on its economic goals.
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» The security action plan is sequenced accordirgitwities, ie according to the needs
of safety calculated during the risk analysisslaikind of operational implementation
of security blueprint.

To this end, the action plan is a tool that deswijd]:
* The key priorities from these two steps in impletimensecurity measures,
» Actions to take,
* Managers and internal resources and external syppor
* The overall planning and detailed task
* Funding of this plan,
* Monitoring the implementation (progress, remainbéalone... etc).
P5. Definition of indicators measuring

The use of indicators in the field of informatiogcarity is a new concept. It was imposed by
ISO / IEC 27001 in the MSIS without specifying hanwd where to use which aims to identify
points of WSIS that need improvement or correctjbh.

All indicators in IS Security is a very active argfadiscussion. However, there are two large
families of indicators ie performance indicators \erify the effectiveness of security
measures and compliance indicators to monitor ciamgéd with its specifications WSIS.

D1. Development of security policy information

Security policy ensures an acceptable level of fekthe company, by implementing a
security architecture taking into account the técdln human, organizational and regulatory
business.

The parameters of risk analysis, when it comesamputer security are many and very
different nature.

Confidentiality, integrity and availability of mearof communication will be dependent on
continued vigilance on the elements of:

= Physical Security: buildings, access, control d#jifire;

= |ogical security: computer backup, access, autbatibin, encryption ...

Knowing, of course, we are always more vulneralglelr weakest link.

Computer security is a broad concept that encormepabsth application security, system
security and operational safety, which also inctudlmgical security (access management
information system), physical security ( site potitan, fire ...) and the Communications
Security Establishment.

However, the policy implementation of informatioacarity according to ISO 27001 should
consider the following:

= a definition of information security, the generaijextives sought and the scope chosen,
and the importance of security as a necessary mechdo share information;

= a statement of management's intentions suppoftegaals and principles of information
security, in accordance with the strategy and dives of the organization;

= an approach to defining security objectives andsmess, including the assessment and
risk management;

= A brief explanation of policies, principles, stand& and compliance requirements that
are of particular importance for the organism, nigrtree following :

117



» compliance with legal, regulatory and contractegjuirements;

* requirements in terms of training and safety aness;

* Management of business continuity;

* the consequences of breaches of information dgguri

» definition of general and specific responsibilitiesthe management of information
security, addressing in particular the rise of ségincidents;

» References to documentation that will support gadind to be respected, for example
policies and procedures for more detailed safetgemurity rules to be followed by
users.

D2. Design of procedures

In most cases, safety procedures should be supptethdy a description of the security
process. These processes specify the rules by ianvisf "organizational" roles and
responsibilities. The bottom line is that all compots of the WSIS are clearly identified. If
some documents apply only partially to the WSI& dihould be stated explicitly.

This is the role of the Declaration of Applicahili{SoA) which, although it is not binding
outside of official certification, is a highly relant document to build the MSIS

D3. Execution of the action plan

After determining the overall security policy oktkompany, it should decline the actions and
measures to be taken in terms environmental, humdrnechnical.

= Environmental Dimension:
It concerns the physical infrastructure, insuracmeerage, redundancy of sites.
= Human Dimension

It involves all stakeholders of the company. Awasshof and support are the best assets to
avoid malicious behavior often involuntary.

On the other hand, the Internet offers many pridess$ services useful to businesses, but
there are also on the net play multitudes of sesv/ar personal use.

The risks associated with Internet use are alsosa bf productivity in the company, a
saturation of the bonds, lack of confidentialityformation leakage and unauthorized
downloading applications...

All these types of connections in many cases twigeoimportant information to hackers
penetrating the enterprise system.

=  Technical dimension

It must be adapted and consistent with the other dwnensions. Technical solutions are
plentiful, and their vendors are full of good painNevertheless, and because no one should
be judge and jury, nothing replaces a real secaritit to qualify the solution. The recipe of
computer equipment must include safety testingiaddce rules and procedures for verifying
the security level can be maintained.

Cl.Mesure

The security measures include a set of provisionsplement. These are the steps to put a
good security policy.

133 measures have been defined for security infiomauch that each was accompanied by
several checkpoints to be addressed for the impl&tien of ISMS.
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These actions occur in several areas such asraaseigement, physical security, compliance
etc..

In MEHARI, security measures are chosen for thiiciency and robustness with respect to
the severity of the disaster scenarios for the @mipFour levels of severity of damage are
distinguished dysfunction (4: Vital, 3: Severe,l@portant, 1: Not significant) to develop
security measures. These malfunctions can happ=ube of lack of confidentiality, integrity
or availability of resources and data. [6]

C2. Analysis of measures

Evaluation of computer security is due to the asialyf protective measures in place to
ensure information security.

These analyzes identify and take specific decisiand situation-specific, with strong
involvement of the Directorate General in managisks.

Al. Actions correctives

It comes in a “corrective” when a malfunction odaviation is detected. It is first on the
effects to correct this discrepancy or malfunctitven the causes to prevent their repetition.

A2. Preventive Action

They are launched when it detects a situationriat cause our actual or incident if nothing
is done. Preventive actions are to act on the sausfre the deviation occurs.

A3. Improvement Actions

Their goal is not to correct or prevent a gap, touimprove the performance of the MSIS
process.

Conclusion

The concept of SSl is a set of methods, technigndgools responsible for protecting the
resources of a computer system to ensure servakabiity, confidentiality and integrity of
information.

Security of information systems (IMS) is emergirsgaacritical component of protecting the
company in its own interests and those relatectereal issues.

Given the risks involved and the functional andamigational context specific to the
organization, it should identify what needs to betgcted, to quantify the corresponding
issue, formulate security goals and to identifyatitrate and implement appropriate
countermeasures to correct level is maintained.

In general, the safety of Sl has several objecti8agety, then, must protect information such
as company assets against data loss, disclosateemtion to ensure continuity of business
operations. In addition, IS security preservesiinge of the company and trust other.
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The Audit of the Sustainable Development and the $@l Responsibility
A proposal of Methodology : the case of Morocco

EL Mansouri Moulay Hassan, University Hassaroll Settat, Morocco.
E-mail: elmansourih@hotmail.com,

Abstract :

This article proposes an approach to set up aaeteand simple methodology to improve the
capacity of the management to manage the new peactf the organizational sustainable
development, to federate the actions and to stnengthe governance and the piloting of the
company. The purpose of this methodology is todoton managers a real strategic decision-
making support, allowing them to act on all theelesvof improvement of the company the
performances.

1 : Introduction

The XXth century has unarguably been a centuryotifigal, economical, technological and
social deep changes. Any deepening of the proce$ésbe sustainable development collides
with the perspective of the continual change ofrihure and the structure of the situation.
Indeed, the audit of the sustainable developmeathighly dynamic process and it would be
very risky to claim to be able to illustrate it pigely. It is all the same possible to find heavy
trends which persist, while the factual informatlecomes fast obsolete. It is mainly for that
reason that the article articulates around thersctbe processes and the poles, rather than
around the events. Apparently, new facts will adseng the next years and decades which
will confirm or will deny several statements ofdlarticle.

2. Historical reminder of the concepts and the stagards of the sustainable
development

Since 1987 and the publication of the historicalore of the Brundtland Committée the
reflection on the sustainable development has pesgd a lot. The fundamental principles of
the report make today almost the unanimity, thabisay our acts have to take into account
effects on the environment, the economy and theespoand not to compromise the well-
being of the future generations.

For 20 years, important advances have been realizetit firms and big listed companies of
most of the countries began to integrate the swebée development into their action and their
planning activities. All around the world, dynantempanies tend to make more sustainable
products and processes. Initiatives were succégséilden on the local plan to make citizens
aware of the importance of their involvement in grecess of producing less waste, urban
renovation and other projects.

* P.D' Humiéres and all, The sustainable developnieatmanagement of the responsible company, the
publishing (editions) of organizations, on 2005197
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1. Definition

The expression "sustainable development" begam witlely accepted at the end of the 80s,
having appeared in the document our future toa#sh called Brundtlarideport. This report

is the fruit of a committee gathered by the UNOptopose a global program for change
concerning the concept and the practices of dewsdop. It shows that it is urgent to rethink
our ways of living and governing. To answer in apansible way the objectives and the
aspiration of the humanity; it is necessary to fimelw methods of approaching the old
problems, as well as to set up an internationaperation and coordination.

The world Committee for the environment and theetigyment - its official name - Intended
to draw the attention of the world on the degramaticcelerated by the environment and the
natural resources, as well as its consequenceseagcbnomic and social developnfent

By establishing the Committee, the General assewibllge UNO explicitly emphasized two
important ideas:

« The well-being of the environment, economies angutations are inextricably
connected;
» The sustainable development requires cooperatitdreahternational level.

At the heart of the sustainable development, wd fime necessity of taking into account
simultaneously «three pillars «that are the soci¢gitye economy and the environment.
Whatever the context is, the basic idea remains damme: the persons, the housing
environments and the economic systems are interemed. It is possible to ignore this
interdependence a few years or a few decades mmatréjstory showed that alarming signs or
crisis always eventually remind us that it exists.

In June 1992, representatives of 179 countriesim&io de Janeiro to participate in the
Conference of United Nations on the environment treddevelopment, collectively called
the Earth summit of Rio. One of the main agreemeigsed during this meeting was the
entitled program Action 21. This document of 90@gmdescribes the first stages which the
world has to undergo towards the sustainable dpuatat, both at national and international
levels, during the XX century. The signatories made a commitment to &madction in four
domains:

» the social and economic dimension, in particular gtruggle against poverty and the
promotion of a sustainable town planning;

» the conservation and the management of the resgurcearticular the protection of
fishing zones in the oceans and the fight agalestieforestation;

» the strengthening of the role of big groups, susithe women, the local governments
and NGO (NON-GOVERNMENTAL ORGANIZATION);

* Tools of implementation, such as the transfer efiko technology.

® Report(Relationship) Brundtland, Our Common Futute87, available on the www.un-documents.net /
wcedocf web site.Htm.

® OECD contribution to the United Nations Commissiore Sustainable Development: Energy for Sustagnabl
2007 Development
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* For example, the chapter 28, “Initiatives of loeaithorities in support of Action”,
encourages the local and regional governments landivil society to participate in
the development of a "program Action in the levektlee community ". Ideally, the
coordination of the efforts in favour of the sustdle development, from the
international level up to the local municipalitiefould support the efficiency of all
actions. From Surabaya (Indonesia) to Seattle @dnBtates), cities allaround the
world have implemented such a plan to promote tistaghable development at the
local level.

Is the sustainable development really a guidinggple, as assert it many of its partisans? Or
it is rather a concrete objective or a set of dibjes which can be measured, estimated and
considered as « achieved »? In the impressive sapthe literature dedicated to the subject,
these two points of view, as well as some otheesabundantly forbiddénlt is not however
necessary to choose between these options. Allatheances noticed in the previous
generations were the fruit of a permanent processisting in translating big ideas into
concrete practices. It always implies a multituflexperiments, learning’s, failures, errors, as
well as constant efforts to adapt and refine treglusethods.

The sustainable development also allows considé¢n@gelations which unite things between
them, in order, to propose viable solutions. As Brndtland Report asserts it, “the
sustainable development is not a fixed state ahbay, but rather a process of evolution”. It
is the tool which obliges us to examine factorsalthive would be rather inclined to ignore
for the benefit of a short-term profit, as in theese of a polluting industry which concerned
especially about its profits for the current yearabout a pension plan which does not take
into account the increase of the number of retpedple with regard to the number of
contributors.

Brice Lalonde, French ex-secretary of the Environmineroposes the following definition:
“the idea, for me, is the one of an economy whibbutd allow us to live better while
improving our environment and our societies, fromwnon and in the context of the
globalization”.

In this perspective, the sustainable developmesesgdraws up) the frame (executive) which
join the possibilities of progress: economy isoal which helps us to reach the global and
collective objective which consists in improvingetiquality of life at the world level. The
success consists in uniting three pillars in thees&rajectory of progress.

2 . Standard of the sustainable development

The respect of ethical rules is a constant conteoompanies. Systems of control, and audit
were set up to fight against bad practices. As timés it so well Sirs A. Chaveau and J
Rosé the first reaction of multinationals to the implemtation of the guiding principles of
the sustainable development was to deny or totsgyittwas not their responsibility. This fact
is, today for behind. The second reaction was tabéish internal codes of conduct. It

" OECD, guiding Principles of the OECD for the nustiional companies, Revision 2000
8 A Chaveau and J.J.Rosé, The responsible comgampublishing(editions) of organizations, on 2003225
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depends first of all on the quality of their conterwhich are often uncertain. In 1998, the
BIT had found very incomplete the two hundred aftddn codes which were studied.

N. Klein has a vision of these codes, critical ather just : the codes of conduct are of a
formidable subtlety. Unlike the laws, they are agiplicable. And unlike the labor-union
contracts, they were not drafted in associatioh fattory managers to meet the requirements
and the needs of the employees.

Afterward these ineffective softs - laws gave ug thlace to several standards of the
sustainable development defined by professionarorgtions such as:

« Environmental Eco Audit EMAS® management system and auditEMAS is so
presented on the official www.emas.org.uk site. BB a voluntary initiative to
improve the environmental performance of the corgpan

« SD'1000 sustainable developmentsin fact rather than a standard, it is about a
guide of advice and recommendations proposed by ARNOR (FRENCH
NATIONAL ORGANIZATION FOR STANDARDIZATION), thus Imited to
France ;

« The reference tablé! SA8000 it was realized by Social Accountability Interioaial
(SAl). The slogan of SAI is: « Making Workplace HamRights a Vital Part of the
Business agenda » and the mission: «assure theopoonof the human rights of
workers worldwide». The standard SA8000 conceraddhowing chapters :

= Child labor and hard labor

» Hygiene and safety Freedom of association andt righ the
collective bargaining

= Ban on the discrimination regarding remuneratiorgining,
dismissal and pension

= Working time

= Remuneration

= System of management / management

The EMAS regulation defines the requirements taupeain EMS (Management system of the
Environment). More complete than ISO 140001, it asgs in particular that the fixed
objectives of improvement are verifiable and reg@ain environmental communication.

The company has to make at disposition of intedegéaties an environmental statement.

Indicators of operation, environmental performan@d management are so many
communications tools. They will thus be understételand without ambiguit}?.

ISO 14000 environmental managementiSO 14000 is established by a set of standards
dedicated to the environmental management. Thiadatd specifies the requirements

® EMAS: Environmental Management Audit System

193D for Sustainable Development: Anglo-Saxon Terdidating(appointing) the sustainable or steady
development

M LIMITED COMPANY 8000 for Social Accountability 8@0Standard

12 Cf eur-lex.europa.eu.
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expected from such an environmental managemeneraysit allows the organization
concerned to define and to apply its policy andecotyes while taking into account major
legal and normative requiremerits In its logic, the reference table ISO 14000 ithea
similar to the classic ISO 9000 of quality managemén both cases, the idea is good to
certify the process and not the products, the trestilthe work. The environmental
management system will be certified by an accrdditéd party body, independent from the
company. Quite as ISO 9000, ISO 14000 requires fammpanies having chosen to
implement this standard, a permanent improvement tted performance regarding
environmental management in that case.

The list of the standards presented in this ari&cleot restrictive but it seems to us convenient
to quote only these standattls

Further to the proliferation of the standards ieree convenient for certain international
bodies to develop a precise standard on the sablairdevelopment. So, after 5 years of
negotiations and an unprecedented internationalilination (more than 500 experts of 99
countries or big organizations such as the ILO @ERNATIONAL LABOR
ORGANIZATION), the OECD), the members of the ISOhase AFNOR (FRENCH
NATIONAL ORGANIZATION FOR STANDARDIZATION) is the Fench representative,
approved at the end of 2010 the text of the stahi&® 26000.

It is an innovation of size in the field of the wisable development. But what is its role
exactly? What impact is it going to play on the king environment of organizations? What
will be the operational tools to set up? To ansthese questions we are going to set-up a
practical methodology of this standard in the ngadagraph.

3. The ISO 26000

ISO 26000 is the name of the international standardch gives guidelines for the
organizational sustainable development and theocatp social responsibility. This standard
is intended for the organizations of any typesthia public sector and the private sector, the
developed countries and in countries in developm&a@ 26000 contains guidelines and not
requirements. It is not thus intended for the Gedtion as it is the standard 1ISO 9001: 2000
and 1SO 14001: 2004.

So, according to the AFNOR (FRENCH NATIONAL ORGAMIZION FOR
STANDARDIZATION) tomorrow, any organization of argountry, whatever its activity
and its staff, will have a reference text, recogdiat the international level the objective of
which will be to guide it in the implementation bést practice regarding corporate social
responsibility.

13 The standard ISO 14001 does not specify the spexiferia of evaluation of the environmental
performance...

14 Other standards are described by Ecopass: guiaddasénce tables of the sustainable developmdrithw
tools for a strategy of the sustainable developragailable on the web site http:
/lwww.ecopass.fr/developpement-durable-2. html
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The AFNOR standard, as related by its French reptative, establishes the distinction
between two notiors

» The sustainable development meets the needs pfékent without compromising the
capacity of the future generations to be answenretheirs. It covers three areas:
economy, society and environment.

 The corporate social responsibility is the contiitiu of organizations to the
sustainable development. It is translated by tHeakithe organization to assume the
responsibility of the impacts of its decisions autivities on the company and on the
environment and to report it.

The standards of the management system - ISO 14080190012... - are complementary
and compatible with the standard ISO 26000. Ttesdae allows feed the strategic reflection
of organizations. it is thus situated more upstreanth can lead for example to have an ISO
9001 approach in order to optimize the customeatimiship or an ISO 14001 approach to
organize and support the consideration of the enwmient in the functioning of the
organization. It's the same for tools such as OHSKEDO13, the GRI, the carbon
assessment® which bring methodological, operati@rewers or recognition on certain
aspects of the implementation of the standard 16@Q.

The detailed contents of ISO 26000 will evolve otiare. However, the current standard
covers the following chapters:

1 - Field of application

2- Terms and definitions

3- To understand the corporate social responsibilit

4- Principles of the corporate social responsipilit

5- To identify the corporate social responsibiliypd to have a dialogue with the
stakeholders

6 - Guidelines on the central questions of cormosatial responsibility

7 - Guidelines for the implementation of the preesi of corporate social responsibility

From these guidelines the standard ISO 26000 oéfierenvironment of work and reflection
for the implementation of a strategy of sustainatkvelopment and corporate social
responsibility for companies. The ISO 26000 appneacseven central questions of corporate
social responsibilities defined in the standard @mpiesented in the plan below.

15 AFNOR, 1SO 26000 in 10 questions, on 2010, p: 5
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(Figure) 1: Seven central questions of the 1ISO26000
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Governance and organization:it is the essential element of the standard tloausicers
governance as the "place" where the company geigomsible. How? By the taking
responsible decisions and by the allocating meansdch its objectives.

It is at the level of governance that lays sustamalevelopment and its declension in the
strategy. In other words, without clear and asdewdlingness by the management, the
sustainable development will at best be a set chsores having marginal impacts on
environment and on society and worst a friendlytypes

Human rights: it will be a question of respecting the prescaps of the bill of rights:

* Obligation of vigilance

» Situations presenting a risk for human rights
» prevention of the complicity

» to put an End to the violations of the rights

» discrimination and vulnerable groups

» civil and political Laws

* business, social and cultural Laws

» fundamental rights at work

The relations and the working conditions the auditor will examin if the rules promulgated
by the labor law and by the international recomnagiots of the work office are respected
 Employment and the relation of employer - empéoye
*  Working conditions and social welfare
Social dialog
Health and safety in the work
* Development of the human resources and the voetitaining
The environment It will be a question of making sure that thenpiples promulgated by the

protocol of Kyéto, for the carbon assessment andhi® ISO 140011 are respected

» prevention of the pollution

» sustainable use of the resources

« mitigation of climate change and adaptation

e protection and rehabilitation of the natural enmirent

» Brief, to consume fewer resources, to protect tbdiversity, etc. and of course to be
concerned about the climate change. This movigstfaanily this last point, which is
very worrisome.

» the best practice of the business

» fight against corruption

e responsible political Commitment

* loyal competition

* Promotion of the corporate social responsibilitytie sphere of influence

* Respect for property rights

The questions relative to the consumers:
* Best practice regarding marketing, regarding infmron and regarding

contracts
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Protection of the health and the safety of thesaamers

e Sustainable Consumption

» After-sales service, assistance and resolutiohetbonsumer disputes
Protection of data and the private life of the aoners

Access to the essential services

The commitment in regards to local populations andheir social development:

» Territorial Anchoring

* Education and culture

» Job creation and development of the skills
» Development of the technologies

» Creation of wealth and income

* The health

social Investment

3: Towards a proposal of an audit of sustainable delopment

Since a few years, the audit and especially riskagament, has taken importance due to the
world financial scandals of the end of the XXth ttey, led instances to launch a project of
normalization.

The audit of the sustainable development of anrozgéion aims above all at determining the
impact of its decisions and its activities on trempany and on the environment, being
translated by a transparéiaind ethical behavior which:

« Contribute to the sustainable development includmthe health of the persons and
in the well-being of the company

e takes into account the expectations of the stakiehs|

* respects the current laws, and is compatible wid international standards, is
integrated in the organization as a whole and implged in its relations

Besides, according to a poll of the giant KPMGspecialist in audit and counseling) in

partnership with The Economist Intelligent unitédge strategy RSE turns out winning for the
most part of the world large companies. 370 marsagétarge companies, having answered
the poll, have for half of them a seat on the badrdirectors.

The results show that the RSE strategy bringsrafsignt number of profit to the companies
which set them up among which the improvement efdhstomer relationship (at the same
time regarding new customers and regarding devedopmf customer loyalty of the existing
customers for 32 % of the referees), a profitabiks increased (for 31, 5 % of the referees)
and the development of new products and servicbsttér quality (for 25 % of the referees).

16 Cf standards 1SO 26000 op quoted
" International KPMG, Corporate Sustainability: lpegress adjournment(transfer), 2011 availablehermteb
site: Http: // www.kpmg.com/global/en/issuesandihss/articlespublications/pages/corporate sustdityaspx
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«Whereas most of the companies which we questibaddset up a RSE strategy with the aim
of improving their notoriety and satisfying the ndegislative constraints; these same
companies, saw their profitability increasing, féed the development of new products and
services of better quality and noticed the improgetmof the mood of their employees "
Vincent Neat, Head of climate change and sustdityabt KPMG says to us. He adds: " it is
the positive point to notice that the majority @04world companies which we addressed had
a sustainable or already established developmantlin the course of implementation ".

This poll confirms that what urges initially compes to set up a strategy of sustainable
development remains mainly the desire to improed thotoriety or the obligation to comply
with the social and environmental standards.

1. Nature of the Mission of audit

The audit of the sustainable development and tlalscesponsibility consists all of the
checks which statutory auditor or audit firm isrggio realize in order to have a precise idea
of the situation of a company.

In a more general way, the reasonable diligencdasdegree of judgment, care, caution,
firmness and action in which we can expect a reasdenperson in the considered
circumstances.

Ms. G.R.GIORDANG? brings us a reflection on timature of the environmental chetkand
notices that it has numerous similarities with financial audit, justifying by even the use of
the same terminology.

She also specifies that these missions are tivdege of the biggest audit firms, such as
Price Waterhouse and Coopers, Ernst and Young, KPDKoitte, Mazars. The adopted
methodology is considered by the auditors as weseohe of the financial audit, except that
the used units of measure and the documentary resgdeare specific in the environmental
domain.

Before making a mission of audit for a company wiiidhustrial past and potential problems of
pollution, the investigations will help take intocaunt the environmental liabilities of the site
during the calculation of its real value. An enwineental evaluation of plans will allow
understanding (include) the problems of contamamatif a site. And in that case, the auditor
will help the company determine the responsibitityhe operations of purification. An audit
of the sustainable development will also study p¢ential legal, social and civil damage
which can arise, including those implying real estaommercial transactions.

18 G.R.Giordano, The quality of the societal inforimat an experiment relative to the environmentadigu
Doctoral thesis supported at the University of Matier 1 option: science of management, supportedigly
on December 3rd, 2007

¥ The objective of this article is not to list(coutite whole magazine(review) of the literature @ning the
audit of the sustainable development and the speidon in charge. For more deepenings on thisstubgfer
to the doctoral thesis supported by Claire GILLES ih November 23rd, 2010 at the University of Maahigr
carrying(wearing) " THE STUDY OF THE DETERMINERS OWHE CHECK OF THE SOCIETAL
INFORMATION IN THE CONTEXT FRENCH ".
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Besides, the audit firm makes sure that the compaspects the prescriptions regarding
broadcasting of societal information; every courttag its own regulations. Indeed, today in
numerous countries, companies legally have to comrate societal information.

Finally, when the appointed verifier is statutonyddor, and since the mission is having a
conventional character, he is free to accept aetase this mission. In case he accepts the
mission, he has to respect the fundamental priesipf behavior and the main rules defined
in the Code of professional ethics. He has to inmglet a process of check in compliance with
the abstract frame of the missions of insuranceéhef IAASB, in particular the standard

ISAE3000 (Riviére-Giordano, on 200%)

So, the three parts concerned by the mission atkchee: the company, the supplier of the
insurance benefit as well as the interested pdanighis check

2il
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Board 1: the national statutory regimes regarding ecietal information
Country Legislation Impact Shape
South Africa Report King Il (2002) All the companies quoted in stock Publication of an independent report
Code of corporate practices exchange (JSE securities Exchange) according to the standards of the GR
and conduct
Germany Accounting law the companies quoted in stock Disclosure obligation of extra-financia
bilanzrechtsrefonngesetz exchange data. Companies have to describe thg
(October, 2004) main risks, as well as supply key data
environmental and social performanc
Australia Accounting law Corporation, The companies which have activities Information detailed on the performang
Act (2001) liable for the Australian regulations of the company with regard to the
regarding environment regulations on the environment and
integrated into the annual report of th
board of directors or the managemen
board
Canada Regulation adopted by the|  All the companies liable Canadian The annual repastto describe the
committee of securities: social or environmental policies which
regulation 51-103 and the company implemented and who af
appendix 51-102A2 " annudl fundamental for its activities as well a
Note " the measures taken to operate them
Regulation 52-109 (Regulation 51-102 A2 column 5.1)
Regulation 58-101
(2004-2005)
Danemark Green Accounting Act Companies having an impact An independent report which containg
(1995) environmental, that is the one who are environmental information (" green
subjected to the procedures of | accounts ") and follows the regime of t
authorization planned by the annual reports
environmental regulation
Certain averages and large companjéesiclusion in the annual report of their
Accounting law and all the highly-rated companies| impact on the environment and the
Danish Financial Statement environmental programs in position
Act
(2001-2003)
For the biggest companies Report in the annual report of their
activities RSE or justify the absence g
Accounting law such information
Act amending the Danish
Financial Statement Act
2 0Op cit
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(report on social
responsibility for large
business) (December 2008

USA Right To Know Act (1996) | For the most toxic companies the Publication of certain information
Toxic Release Inventory | activity of which is susceptible to (broadcasts issues of toxic products) fpi
(TRI) (1987) cause damage the agency of the environment (EPA
SEC (Securities and Publication in the document 10-K of
Exchange) For all the listed companies in the| information on the conformity with the
USA laws, the legal proceedings and the deb
bound to the environment (Regulation S
K Point 101.103 and 303)
Section 401: the reporting has to include
information with not financial charactey
Sarbanes-Oxley Act (SOX)|  For all the listed companies in the | to supply to the investors a precise visiol
(2002) USA and complete in terms of materiality (no
reference clarifies in the societal aspeats
Japan Law N 77 " law for the Japanese companies considered as Publication of a specific environmental
promotion of the activities of specific according to the ministerial report ( article9)
companies and consideratign prescription
of the impact on the
environment of certain
specific companies, etc., and
for the facilitation of the
access to the information
relative to the environment
and to the other measures '
(2004-2005)
Norway Accounting law All the Norwegian companies which Companies have to supply an
Accounting Act have to hold accounting document$ environmental information detailed in
(1998) and all the foreign companies which the financial annual report
make activities in Norway and are tax-
payers there
Netherlands Environmental Management The establishments which could haye Publication of both sorts of

(1997)

defined according to precise criterio
according to the sector, the producti
capacity ...

negative impacts on the environmenmnt

n
D

environmental reports :
A report for the government and a rep(
n for the public

United Kingdom

Operating and Financial
Review (OFR)
(2004)
Abandoned

Company Law Reform Bill
(2006)

All the listed companies

All the listed companies

Publication of a report OFR (in the forn

of separate report integral part of the

audited annual report) containing soci
information

The « examination of companies » of
listed company has to contain
information on environmental issues, @
employees of the company and on
community questions (law less precis

>

o

D

N

12

than the OFR)
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Source : C.Gillet, op cit p: 40 and 41

As it is mentioned by Gillet underlines it Gift&t «<most of the information required by the
national regulations concern environmental infororat When the information with social
character or when the reporting concerns more witthel extra-financial data, these are never
explicit as for their contents. Secondly, in thejonty of the presented statutory regimes,
companies liable for the obligations of reporting ghe ones which are already forced by
legislations on the environment. Besides, compacoeserned by these obligations are, for
the majority of countries, highly-rated companiesth the exception of Norway and of
Canada where all the companies are subjected e ti#igations ".

2. Methodology of the audit of the sustainable develapent

Audit firms formulate various types of recommendas being able to interest numerous
actors, among whom the shareholders, the banks, dbhstomers, NGO(NON-
GOVERNMENTAL ORGANIZATION) and companies. In pauiar, they can help
companies understand better concepts and principigls must govern the behavior of
companies. The evolutionary frame of the sustamatdvelopment gives orientations in
domains such:

Central question: Human Rights

Sphere of action 1: duty of vigilance

Sphere of action 2: situations presenting a riskhtonan rights
Sphere of action 3: prevention of the complicity

Sphere of action 4: remedy infringements of humgints
Sphere of action 5: discrimination and vulnerabsteugs
Sphere of action 6: civil and political Laws

Sphere of action 7: business, social and cultuaatd_

Sphere of action 8: fundamental Principles andtrighvork

Central question: relations and working conditions

Sphere of action 1: employment and relations engslbgmployee
Sphere of action 2: working conditions and socielfare

Sphere of action 3: social dialog

Sphere of action 4: health and safety in the work

Sphere of action 5: development of the human regsur

Central question: the environment

Sphere of action 1: prevention of the pollution

Sphere of action 2: sustainable Use of the reseurce

Sphere of action 3: Loyal competition

Sphere of action4: Promotion of the corporate $oegponsibility in the chain of values

2L C.Gillet, op cit.
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In certain cases, these instruments address gireathpanies (for example the law NRE or
the law Grains in the French case). In other cabesy, constitute for the governments an
obligation to transpose certain concepts and piesiissued from international organizations
(for example, the principles of the work of the tédi Nations Global Compact Guide for
companies) which, in its turn, modifies the leghligations of companies. In their overseas
activities’?, including in zones with deficit of governancengmanies should respect the law
and the concepts and the established internatiradiples.

These principles of sustainable development canm thel subcontracting companies operating
in zones with deficit of governance to detect beted to understand the risks from
negligence’s of the social responsibility.

Even reduced to the questions touching the orgaoizaand the environment and its
consequences on the employment and the workingitemms] the field of practices covered
within the article has proved so wide that seeneedst necessary to look for, or to reduce it
(we had no right to dismiss any of the good pragtat least to organize it by determining the
priority grounds with regard to the thorough quastput of the RSE, which seems to us be
the one of the report of the audit of the sustamdevelopment.

a- Human rights

Today, the majority of the Member states of the?tMft to international agreements
regarding human rights. They have the entire l@ipigation to respect, to protect and to
implement rights and fundamental liberties.

The majority of them signed the Statement adoptaihdg the Conference of Vienna on
human rights in 1993, which reaffirmed «that thetgction and the promotion of human
rights are a priority question for the internatiboammunity «and (...) " That no argument,
even the development, can justify a limitationted tights and the liberties ".

The general principle of nondiscrimination

With the principle of equality, the principle of mdiscrimination constitutes one of the
fundamental elements of the international law ahha rights, as showed by the DUDH, both
Pacts of 1966, the international Agreement on timimation of all the forms of racial
discrimination (CERD), and the Agreement on themalation of all the forms of
discriminations towards the women (CEDAW), and Asgnent on children rights.

The forms of discriminations can be multiple and throblem of the groups and the
vulnerable, marginal, disadvantaged individualssocially excluded is at the heart of the
international law of human rights.

The principle of participation in the decisions

The normative frame of human rights internationaltgognized includes the right of the
persons affected by key decisions to participatdhérelevant decision-makings. It is stated
the right to participate in numerous internatiomastruments, in particular the international

22 \When the company establishes strengthened accob@tmformation to be supplied will be strengthémiata
(on the company it self as well as on all sulasids in the sense of the article L. 233-1 or th@ganies which
it controls in the senseof the article L. 233-3fth@ Law N 2010-788 of July 12th, 2010 publishkdjburnal
officiel of July 13th, 2010).

% The article 55 of the Charter in its paragraphestahat United Nations will favor: " the universald actual
respect for human rights and for fundamental libsrfor all, without distinction, for sex, for langge or for
religion. "
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Pact concerning the business, social and cultaves land the Statement on the right for the
development. A policy or a program which is elalbedawithout the active participation by
the concerned persons has hardly few chanceseatidigive.

Due diligences stock to the respect for human sigimd a particular attention of the auditor
will concern the following elements:

» Fire-ups due to racial discrimination;

» The complaints put down by associations or NGO (NGOVERNMENTAL
ORGANIZATION);

* In the sociocultural distribution of the company;

* Inthe trials instituted to the company;

* Inits values;

* In the complaints put down in the service of themhn resources for prejudices
racial;

* Inthe board of the promotions and in the balameetof the skills;

* Inthe paid salary and in the fair processing efémployees;

b- The relations and the conditions of the work

According to p. Auer, G. Besse and D. M&gahe reasons for which the international
standards were organized since the creation of Il (INTERNATIONAL LABOR
ORGANIZATION) are always valid: a competition no¢gulated on the labor market
engenders negative effects on the working condition

Rules and regulations having binding effect areessary to prevent the destructive
competition. Better: the international standards akow the improvement of the economic
performances (by encouraging the entrepreneursnvate, to make productivity gains, to
give up little profitable activities).

Among the international standards of the work we aqaote:

freedom of associationsupposes to respect the right of all the employeasd all the
workers to establish freely and voluntarily orgatians, labor unions or to join it, to promote
and defend their professional interests.

The workers and the employers have the right tabéish their own organizations, to join it
and to manage them, without intervention from tbepany. The employers have to interfere
by no means in the decision of the workers to joig,to influence their decision, or to
exercise discriminatory measures against the werkédro decide to join, or against their
representatives.

The right of the workers to negotiate freely wikie ttmployers is an essential element of the
freedom of association. The collective bargaifiirig a voluntary process which allows the
employers and the workers to discuss and to negdtiair relations, in particular as regards
the working conditions. The participants in the otegion understand the employers

2 p Auer, G. Besse and D. Méda, Relocations, stdsdzrthe work and employment policy Towards a more
just globalization? THE DISCOVERY, LA DECOUVERTE 5 on 2005

% International Labour Office, The principles of tverk of the World Pact of United Nations. Guide fo
companies. Geneva, on 2010.

% Collective bargaining: in the working right ittianslated by collective agreement
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themselves or their organizations, and labor unmmsn their absence, the representatives
freely appointed by the workers. The collectivedaaming can work effectively only if it
takes place freely and honestly, with the coopenatif all the parties.

It supposes :

* to make efforts to reach an agreement;

» to hold constructive and honest negotiations;

« to avoid inexcusable delays;

» to respect the concluded agreements and to apeiy tionestly; and to give to the
parties enough time to discuss collective dispatekto reach a regulation.

Besides the fact of being a right, the freedom sdoaiation allows the workers and the
employers to group together to protect better mby their economic interests, but also their
civil liberties such as the right to life, in thafsty and in the integrity, as well as their
personal and collective freedoms. This principtnsubstantial with democracy, is essential
for the respect for all other principles and funéaial rights for the work.

The collective bargaining is a forum of exchangdsciv allows the employers and the
workers, or their respective organizations, to asscin a constructive way their relations, and
conditions of work and employment. It is often meftective and more flexible than the state
regulations. It can contribute to anticipate théeptal difficulties and to set up mechanisms
allowing to adjust them peacefully and to idensblutions which take into account priorities
and needs of the employers, as well as workersmbiaious collective bargaining’s are
advantageous both for the management and for thkewgoand favor the peace and the
stability, which benefits more generally the comparhe collective bargaining can constitute
an important mechanism of good governance, in vthatlows to increase the degree of
commitment of the persons who participate in it,itoyolving them in the decisions which
affect them directly.

In Morocco, the article 96 of the labor code plémat the collective bargaining takes place
once a year, at the level of the company, thaeta/éen the employer and the labor unions of
the most representative employees, as well asdetel of the sector, between the employer
or the professional organization of the employerd the most representative labor unions at
the national level.

The hard labd¥ is a fundamental violation of human rights, whiepresents a challenge for
most of the countries worldwide. The BIT considérat at least 12, 3 million persons are
victims of the hard labor in the world, among wh&h % in the hands of the private agents.
Most of the victims receive a low remuneration, reveting, and work for long hours in
deplorable conditions of safety and health. Thel habor is really a worldwide problem in
the developed countries where it affects mainlyvicims of the milking among the migrant
workers. It concerns men and women, but also dmnldwho represent at least 40 % of all the
victims.

Also, working contains risks. It is evidence, besmwork is a human activity, and because
any activity involves factors of uncertain case amknown combinations. These dangers

2" The hard or compulsory labor appoints any workeswice(department) required(demanded) from whoever
under the threat of a penalty, and for whom thisge did not offer herself of his/her own free wilhe fact

that the concerned worker receives a salary ohanshape of remuneration does not mean inevithalthe
work does not dress(take on) a forced or compulsbayacter
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which show themselves essentially under the shépeersonal accidents and diseases of
varied gravity are called occupational hazards.

-According to the gravity of the hurts, we distimgu four types of occupational accidents,
corresponding each to specific modes of repair.

-Occupational accidents without a sick leave whach generally mild and which can be
looked after on the spot in the infirmary of themgany, and which require only a few hours
of rest or care. These accidents are not to bessagly declared, but must be recorded on
special registers of the company doctor. It is alsowall wounds (cuts, scratches, shocks and
mild traumas), of very light poisonings and smatbjpctions of aggressive products on the
skin causing very superficial burns.

- Occupational accidents with a sick leave, of & fdays to several months. It is about
temporary disabilities according to the durationtted work leave and until total or partial
resumption of the work. They are graver accidengigyiring prolonged and intensive medical
or hospitable care as well as lasting days rdsiat.

A fracture of bones, a sprain, important burnswlich can be looked after without leaving
of permanent aftereffects are considered as tempadliaabilities and repaired as such. By
virtue of the article 14 of Dahir of June 25th, I92ny occupational accident must be
declared to the local authority within 48 hoursifrthe moment the accident happened.

-Occupational accidents with permanent incapaatyrespondent in definitive hurts and
aftereffects susceptible to reduce the working c#épaAccording to the gravity of the
physical injury, there are several degrees of peant incapacity, being translated by
compensations following a scale defined by stajutexts. A cut finger, a leaky eye, a
deformed leg, a partially damaged lung are theablye compensations whose amounts are
variable.

-The mortal occupational accidents with immediatdeferred death, further to complications
from accidents. In that case it is the legal susmess who receive life annuities,
Finally the auditor will pay a particular attention the following elements:

* To respect Guaranteed minimum wage and for therMim wage

» Agricultural Guaranteed (SMAG) to eliminate thekref hard labor

* To give to the union representatives the possjboit negotiating collectively with
interlocutors who hold a real decision-making pawer

* To supply the information necessary for constrctiegotiations.

* The existence of the mechanisms of dispute settieme

* The existence or not of strike;

* The existence of a hard labor by revealing siged s1$: the food deprivation, the non-
payment of salary; exercise against the employéeateo physical violence or the
sexual abuses; restrict their movements or lockthe

» the existence of a committee of safety and hygfeneompanies employing at least
50 employees,

* To identify the occupational hazards within the pamy;

» To stay up the application of the legal prescrimigelative to the safety and to the
health of the workers in particular the decree @92t97 of March 22nd, 2010 fixing
the model of the annual report that has to estalihie committee of safety and
hygiene;
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To make sure that instruments and safety devicessaitably used and that the
company respects the prescriptions of the guidsaféty against risks of fire and
panic elaborated by the Management of the Disastgiemergency services;

The existence of a working doctor, a possibilitypsf/chological consultation and the
statements of working actions put down in the llacdhorities;

The use of the grade-related method favor of aertamber of ratios such as: the rate
of absenteeism, the number of statements of professdiseases, the staff turnover. It
is also necessary to quote the increase of the mignaf consultation "Human
resources” or with the hierarchy, as well as thah® number of visits to the infirmary
or that relative among occasional medical exanonatiat the request of the
employees. In the same way, an increase of theamaticonsumption or an increase
of the sick leaves. In the increase of the ratescstipational accidents, a particular
glance on an increase of the road accidents (missioutes) can be useful because
these indicators can affect the other indicatorsmsmaningful, as the number of
number of meetings of Representative AuthoritiethefStaff, the number of demands
of departure in training.

c- The environment

According to the standard ISO 31000 version 2008,risk defines itself as the possibility
that an event arises and whose consequences €otsefif the uncertainty) would may affect
the persons, the assets(active persons) of thearymjis environment, the objectives of the
company or its reputation.

This general definition applies obviously to thezieonmental risks. The event associated at a
«risk having to do with the environment» such anéd within this standard thus can be of
diverse nature, but it contains inevitably sour@esnvironmental consequences.

So, we mean by risks having to do with the envirenm

1- The industrial or technological risks generated thg company (internal risks)

impacting on the environment: water, air (sightgsand grounds, noise, etc.

2- The risks of outside attacks ( external risks) ¢én@ironmental dimension of which

impacts on the company, such as:
» the natural risks: flood, movement of ground, stdightning, drought

» the outer accidents at the origin of environmed#ahage: break of dikes, accident
caused by a neighboring dangerous activity ...

The consequences for the company of the risks bgcmuhected) to the environment can
indeed be of several orders:

Affected the environment: water, air, grounds, Eeape, natural resources, etc.

Reached the human integrity: health and safetii@employees, the users of products
and departments, etc.

Financial Losses: loss of income, costs of the dgmntle insurances, etc.
Possible legal penalties: penal, civil and admiatste,
Degradation of the image of the company: risk putation, etc.
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Except the quoted risks or except those locateihgluhe operation of audit or tuned to
(listening) the stakeholders (NGO (NON-GOVERNMENTADRGANIZATION) or
employees), new risks can appear:

 The " environmental liabilities " of a site, whigdhows itself often only late and
sometimes when the person in charge of the situasionot necessarily capable any
more of assuming it and of repairing the consegegn

* The risks of natural disaster,

* The risks of development related to new activiaeso new products,

* The statutory risks in particular those led by tiewv European directive on the
Environmental responsibility, or still by the lawa®anes-Oxley concerning
companies listed in the United States,

* The new economic risks led by environmental prolsiéexample of the market of the
guotas of emission of CO2),

* The risks of collective actions on behalf of th@samers or the other stakeholders,

The operation of audit takes place by an interwelnich has to allow classifying the risks
according to their existence, the nature of thewvirenmental impact, and their temporal
origin:

» Existence of the environmental risk:
- The risk exists when it is spotted in the consdeperimeter (installations, products,
activities, etc.), that is the probability of apmasce of the generative fact is recognized not
null
- The risk is potential when it is not spotted le tconsidered perimeter but when it was it
already in installations or similar conditions.

* Nature of the environmental impact of the risk:
- The environmental impact is recognized in caseealization of the generative fact (we can
speak about turned out risk),
- The environmental impact is supposed but not detnated scientifically in case of
realization of the generative fact (we can speautiplausible risk).

* Origin of the environmental risk:

- The risk can result from the past activity of dwnpany,

- Or of a present activity,

- Or of a future activity,

So, points to be evoked would be in particularfdlewing:

Setting-up of production sites:

- What natural environment (groundwater, river? Nawfrthe ground?

Rosette of winds?),

- What industrial environment (the other companies@mong which some at risks?)
- What human environment (houses, schools, hospi&zs?),

The same questions on the transportations of googsoducts related to the activity of the
company,
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The same questions on the products of the compaiay atorage use or recycling the product
by the user or the consumer can have environmenpalcts),

The same questions on the services of the company,
Statutory risks (current non-compliance, or risk of hardening of the legislation),
Sectorial Benchmark regarding risks:

* environmental risks of the sector,

» Positioning of the company in its sector (best limss or worst in class regarding
risks?).

Environmental image of the company:

* reputation, embellish with images (institutionabige and image of the products),
* reliable level with the stakeholders,

e crises and dispute (past, current or plausible),

* press articles,

» certifications,

» Classification in the indications of financial extnotation (ASPII, F4Good, etc.),
* environmental prizes, quotations,

* signatures of charters, international treaties,(&tobal Compact, OECD,

» WBCSD, etc.).

Sectorial Benchmark regarding image:
» environmental image of the sector,
» Positioning of the company in its sector (best limss or worst in class regarding
image?).

The same questions on the main suppliers of the cpamny:

» the suppliers can cause environmental risks forctimapany because of products or
services which they supply ;

* The suppliers can also create risks of reputationa crisis environmental at the
supplier, the contractor could be blamed approwedhéving those practices, or for
not having pressed enough so that his suppliessiopnproves those practices, even
not listing it.

The same questions on the main customers of the cpany:

* The reputation of a company can be affected if drks for a customer whose

environmental practices are disputed.

The management of environmental risks can be esdnander four aspects: policy,
organization, men (people) and means.
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Policy:

contained by the environmental policy: axes, armbgj commitments, principles,
level of priority, considered perimeters,

coherence with the other corporate policies,

level of distribution and in-house appropriation,

Charter interns (or charter external but spread applied in house) formalizing the
policy, the commitments of the management, etc.

Attitude with regard to the possible evolutionstbé legislation: waiting-game or
anticipation?

Organization:

organization of the function environment: links lwithe management, with the
production sites, etc.,

existence of a Management committee of the riskd:ia that case, composition and
functioning of this Committee as regards to thesatgpof environmental risks,
organization of the function Risk Manager: linkglwihe function environment, with
the legal function, etc.,

organization of the regulatory monitoring,

Organization of the technology watch (Best AvaiaBlechnologies, etc.), relations
with the academic community concerned by the enwirental problems.

Human factor:

skills of the persons in charge of the environment,

environmental skills of Risk Manager and the Mamaget committee of the risks,
raising awareness and environmental training okth#, in particular

operational managers in the various functions,

environmental objectives given to these manageatarresponding penalties
(positive or negative).

Tools and means :

tools of mapping / of management of environmensiisy;

technical means of detection and prevention ofipeaisks,

Management systems of the Environment (EMS) or itlternal procedures, the
reporting: nature of the environmental indicataiolv-ups, certification, standards,
internal or external environmental audits, and essing of audit reports, policy of
green purchases,

audits and supports of the suppliers on environatamiteria, density and efficiency
of the environmental regulations concerning thévaiets of the company (and thus on
which it can or not rely to centre its environmeémianagement),

rising and structure of the environmental expens¢he company (among which
reserves for responsibilities),

experience feedback on the incidents, the accidentke crises environmental,
analyses of life cycle of products / steps of eesigh,

membership in a network of companies
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d- The loyalty of the practices

The fraud remains one of the main problems withcWwhsompanies are confronted in the
world, which are their countries of presence, theanch of industry or their size. A vast
study led in 2007 with 5428 companies of 40 coestfirevealed that more than 43 % of
them had been victims of one or several considerabbnomic offences during the previous
two years. In spite of the attention of the auttesi of regulations and the investments of
companies in the controls, the real level of thenemic offences and the financial or other
damage which ensue from it did not decrease igrafgiant way.

The economic fraud destroys the shareholder vdluesatens the development of the
company, compromises the possibilities of employireerd harms in the good economic
governance.

Companies should consequently intend to set upnialtéools effective and suited to fight the
economic fraud and fight against the corruptiotudies show that the companies which use
effective guiding principles and programs of voamtmembership are much less vulnerable
in the economic offences.

So according to anticorruption Committee of thesiinational chamber of commerce, the
frauds can be detected by means of internal ormadtaudits, of the management of the risk
or the safety of the company, but also, and togelaxtent, by devices of ethical alert.

The concerning legal requirements internal or exerethical warning devices, are indicated
below, because they give useful indications for dhganization of the descriptions within
companies:

« The Inter-American Agreement against the corruptiérMarch 24", 1996 (article
[11,8) mentions that the parties intend to adopystems for protecting state employees
and persons who denounce honestly the acts ofptamny including the protection of
their identity ;

« The Agreement of United Nations against the corompf December 9 2003
(article 33) mentions that every Part state inteldsicorporate into its internal legal
system " measures suited to assure the proted@nst any inequitable processing of
every person which indicates to the competent, $tomethorities and on the basis of
reasonable suspicions, any facts concerning breaebmblished according to the
agreement ";

« The penal Agreement on the corruption of the CdwfdEurope of January 371999
(article 22) states that every Party adopts " nregssuited to assure protection against
any inequitable treatment of every person whichcaigs to the competent, honest
authorities and on the basis of reasonable suspic@ny facts concerning breaches
established according to the agreement *;

« The civil Agreement on the corruption of the Couirafi Europe of November™
1999 (article 9) states that every Party plansitsitnternal law an adequate protection
against any inequitable penalty towards the empgeyeho, honestly and on the basis
of reasonable suspicions, denounce facts of coomupbd the persons or responsible
authorities ";

» The Agreement of the African Union on the prevemtiand the fight against
corruption of July 14, 2003 (article 5) states that States parties atloptasures to

2 pricewaterhouseCoopers, Services(Departmentsjjafries and juricomptabilité, Economic crime(mujde
celebrity, culture and controls, biennial worldsey(investigation) " Global Economic Crime Surveyh
2007, p. 22.
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make sure that the citizens indicate the casesowtigtion, without being possibly
afraid of reprisals ";

* In the United Kingdom: Public Interest DisclosuretA998 ( PIDA) grant a specific
protection to the persons who reveal certain holaess and in the public interest, and
allows them to lodge a complaint in case of ragging

* In the United States: the law Sarbanes-Oxley of22(drticle 806) grants to the
employees of listed companies in stock exchange(geaspecific protection against
reprisals in business of fraud;

* The Listing Manual New York stock exchange (NYSHBjti¢le 303A.10) arranges
that listed companies have to adopt a code of ®tfoc the administrators, the
executives and the employees. In the commentumaerlined that any code of ethics
has to contain standards and procedures of stad@iiormity intended to facilitate its
effective application and, among others, ethicainivey procedures and a protection
for the informers;

« In France: the law N 2007-1598 of Novembel" 12007 (article 9) modifies the labor
code and forbids any discriminatory measure to &que having told or testified,
honest, either to his/her employer, or to the jadlior administrative authorities, of
facts of corruption. Any discriminatory measurénigalid;

By way of conclusion, the sustainable developmeieinceforth a part of the communication
of large companies. It is what all the interesteditips wait for (for "stakeholders": used,
customers, local residents, labor unions (syndsateauthorities, NGO (NON-
GOVERNMENTAL ORGANIZATION), shareholders, etc.).

We can wonder however legally if this communicatismot an effect of facade window
dressing room. How many concrete and effectiveoastican these companies boast? When
they exist, are these actions integrated into thetegyy of the company or they are only
intended isolated initiatives intended to feedahaual report? It is that we will try to develop
in our next researches.
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Abstract:

The organizers of the conference suggested todoskme agents of change of mentality. If
for example it would bet true that globally the soilwusness about environmental and also
social issues is increasing will it be strong egjioto change people's behaviours? Or how
can this behaviour be governed globally as welloaslly? We will be looking at Saudi
Arabia and our research question is:

Given that by the year of 2030 the likelyhood otidaArabia needing all the oil they produce
for internal use is very high— how can they makeestihat they will continue to have
something to sell in the global market? Will it ®lar technology? Infrastructure
management ? E-government? E-learning and edu@a@onDate products, Perfume, Gold
and Zinc? Or Tourism? And will all this be enoughsafeguard a decent standard of living?
Is self-reliance an alternative path towards snatde development?

This scenario is particulary interesting as — canytito many other Arab states Saudi Arabia
seems to still have time and resources to contém@ad experiment with alternative
develomental strategies. And the discussion isiquadatly interesting in the context of
conflicting interests between global governancelandl government issues.

We will thus do the following:

* Look at the increasing importance of global sowg@nd its impact on Local
Economies

* Conclude that it is getting more difficult for eamies, which are not
factor-competitive to sell anything in this markiétyou have nothing to sell
you cannot buy anything

» Taking the example of the Saudi dependence on lpatro Reserves it is
evident that Saudi Arabia must be prepared anéldp\alternatives to the
oil-centered economy. Corporate governance is dangh conflict between
global and local government rationale.

* The Players however seem not aware enough of tixdgons
* Solutions must therefore tackle this awarenessieitefith priority
1. Global Sourcing and its Impact on Local Economies
Global Sourcing is the art of searching the pldoethe easiest, fastest, and cheapest
access to anythig which may add value to the maisnal process of organizing,

producing, delivering, and maintaining goods owvees. The highest added value
comes —apart from the design - from reducing cost.
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Thus, just for the sake of giving you an idea of ffower of cost reduction for a
company with a return on sales of 5% a 3% reduaifdhe material cost is equivalent
to a sales increase of 36 “9WVhich, of course, is a lot. Global players leaowho
manage different markets and purchasing situatignapplying different purchasing
strategies and with the shift from homeland purtitago industrial countries
purchasing and from there to global sourcing in Mage countries a whole new
profession of purchasing managers has taken upam the task of screening the
markets, assessing the risks, and reducing the lmfstre, during, and after the
transactiorf.

As soon as a source country loses its competitivarstage, global players move on to
another place or environment.

Competitiveness is the name of the game and thereven an annual global
competetiveness index edited by the World Econofumum, where countries are
being ranked according to their ability to attracvestors on the basis of their
competitive edge. Factor competetiveness is one fttwed two other kinds of
competitiveness most commonly mentioned are effigie and innovation
competitiveness. They are characteristic for theendeveloped industrial countrigs.

One lesson already learned from this relatively riaeet of globalization is very

simple: if a country does not move fast from factdo efficiency and innovation

competetiveness it will lose the benefits of whahay have gained during the time it
was factor-efficient. Local governments must beppred, because this is a very
destructive moment for their development strategi€®untries dependent on
monocultures are in this situation but so are ittie petroleum exporting countries and
even China with its cheap labor.

So one day they will be confronted with the sadtenaif fact: If you have nothing to
sell you cannot buy anything. At least not in thebgl market or to the extent you
were used to.

This simple fact indicates that there is a lateomflict between global and local
interests. And it shows that the problem must beegwed: globally and locally. This
IS our topic.

Factor-Competiveness in Saudi Arabia

Saudi Arabia has an oil-based economy with stramgegqment controls over major
economic activities. It possesses about one-fiftithe world's proven petroleum
reserves, ranks as the largest exporter of petrgland plays a leading role in OPEC.

1 The example is taken from a paper on CorporatéaBBesponsibility & Purchasing Management, by Dr.
Mansour Iskander, Siemens, June3rd 2012 King SaninEtsity, Speakers Series

3 The Global Competitiveness Report 2012—-2013 K&alsvab, Geneva
Copyright © 2012 by the World Economic Forum
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The petroleum sector accounts for roughly 80% afget revenues, 45% of GDP, and
90% of export earnings$.

In this quotation from the FBI factbook 2012 thetlaentence is the key concern. If
the petroleum sector accounts for 80 % of the budkyenues, almost half of the GDP
and 90 % of export earnings the countries factpeddency is very big.

Now, the Saudi Government and all the relevantsi@eimakers are aware of this
fact. They also know that according to currentneates the amount of petroleum
pumped from Saudi wells will be fully consumed bgdl consumption. This could be
as early as 2030 but the surplus might as weluiasl 2050

So, what is the government reaction inside the tgwnd how do they intend to cope
with the challenge?

The challenge is twofold: global and local. On tjlebal scale Saudi Arabia has
developed instruments to control its factor depangewith contracts and pricing
policy (OPEC) and technological innovation as wadl by building a technological
infrastructure (industrial cities) to attract fageiinvestment and know how. These are
very farsighted strategies for a future with lemstdér dependency.

Internally the country follows a policy of buildirg knowledge based society, which
in the long run would be able to handle the chaksnof innovation competitiveness.
The paradox however of this very wise move is tiWing: The more you prepare
for efficiency and innovation competitiveness biraducing technology and industry
into the bouquet of your economic strength the mare are consuming your own
factors. This may put an early end to your factompetetiveness. Thus sooner or later
the time arrives, when you will have little to safid therefore little money to shop in
the global markets. This would be the end of tetdgy and other transfers, which
prepare you for the higher degrees of competiveness

But what, if development strategy and technologitmalelopment are geared in a way
that the focus switches from consumption to suatality ? Luckily the country has
time to reengineer; much more time than most otheuntries in similar
circumstances.

The question however is: How will this be done.

To answer this question it might be useful to laikthe above mentioned World
Economic Forum competitiveness report, becaudwivs where the strengths and the

* Saudi Arabia Economy 2012
http://www.theodora.com/wfbcurrent/saudi_arabiadkaarabia_economy.html
SOURCE: 2012 CIA WORLD FACTBOOK AND OTHER SOURCES
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weaknesses of the contry may be.

The Global Competitiveness Index
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One may or may not agree to the analysis giveherréport. The report lays open its
methodology And it is definitely interesting to loat the ranking, which is very high
for Saudi Arabia as it occupies rank 18 among lei4htries, who together add up to
98% of the world’s gross national product.

Interestingly enough the authors of the report séefegin doubting, whether their
methodology is still good enough to account for thany changes, which have
occured in the assessment of what good businesdbemalhey feel in particular that
the whole complex issue of long term or sustaindbisiness should be given more
attention. This is why the new reports added a twrapn sustainability and how
measuring and accounting for it would change tinéira:
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In terms of environmental sustainability, the erigt(consumption-driven) economic model
coupled with a rising population has brought aboateasing pressure on natural resources
such as water, energy, and mineral resources, venechecoming scarcer in the face of rising
demand. The undesirable environmental consequerfdesman activity, such as pollution,
are leading to a less habitable world. The unptallie consequences of climate change are
also raising the costs of environmental managenieogether, these alterations call into
question the feasibility of an economic model thaés not fully take them into account.

Saudi Arabia is not yet listed in this Index ofatuntries.
3. Awarenes for sustainable development needed

It must be noted that the ranking according tostirgainability index turns out to be not much
different from the ranking, which follows the oldethodology. This can mean that the
countries who are doing well are doing well becaafsand not in spite of their sustainability
efforts. But what about the ones on the lower rasfkbe scale?

If we assume that caring for sustainability is gdoidthe economy then not ranking high on
this list either means that the country is not @&waf the benefits of sustainability and

responsible resource management or they are bdinged by the highranking countries

because they are factor dependent. In both casesuid imply that the awareness of the
high importance of sustainability orientation woudd less developed in these countries. It
also implies that the conflict between global amtal governance it not thoroughly

understood. This is the reason why accountancyhersupply chain has become such an
important factor in the CSR debate.

A question, which seems to be worth answering wtheh be the following:

Is the current level of awareness throughout aipesociety high enough to move away
from factor dependency and promote the spirit sf@nable competiveness and innovation?

In the last few years we have seen the impressiternational SAGIA conferencesn
sustainable competetiveness, the creation of ai 8autpetetive Index by the RCI, the efforts
of the Saudi Chambers of Commerce, different pudntid private Committees and initiatives
for CSR and also the activities of the NCB reseatthir for CSR. Many public and private
institutions put a lot of effort into increasing amgness for the sake of improving in
efficiency, innovation, competitiveness, and resulaifity.

At the same time we encounter a seemingly high edegof ignorance concerning
sustainability issues among univerity students

In a recent study about students awareness ofuhgiersity CSR or sustainability efforts we

® The Global Competitiveness Report 2012—2013 | 49
" see http://www.qgcf.org.sa/
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found mainly two important facts:

1. At least as many students do not know or aremi@ia about the CSR/sustainability vision
of their university

2. Most students don’'t know of any efforts made their university concerning the
environmenf

In this study it was concluded that there is a feed¢hanges in the curricula — and not just in

the curricula of the business school. All studesfitsuld be made aware of the problems and
of the technical, social, and economic options afeaelopment from factor dependency to

sustainable efficiency and innovation competetigsne

4 : Conclusion

Global sourcing as part of transnational business iace against time. Saudi Arabia is in a
good position because it has still the means totioog for moving from a factor dependent to
an efficiency driven and innovation competent ptaygut along the way it will again meet
with tough competition.

Yet even without oil it will be able to mobilize rehg resources with a competetive
advantage, strengthening the ability to spend #&ss benefit more. An example is solar
technology, which is far from being explored suémly. More developped solar
technologies could then be exported while they lmarwonsumed almost indefinitely and for
free here. And there would be no big conflict begw local and global needs. Another
example is the huge potential of young people winoperly motivated are willing to learn
and able to contribute to national and internatieeatures. Thus peak oil or other end of the
party scenarios are not cogent as long as we lbekanomic value creation in a sober way.
In the current case the solution is to move froooasumption driven to a sustainable model
of well being.
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