Short questions on the Board of Directors

[bookmark: _GoBack]1.    What is an executive director?
2.    What is a non-executive director?
3.    What is an independent, non-executive director?
4.    What are the recommendations of King III with regards to the chairman of the board?
5.    What are the recommendations of King III with regards to membership and the appointment process of the board?
6.    Briefly, what does it mean when we say the board must comprise ‘a balance of power’?
7.    How often should the board of directors meet?

Solutions to Short Questions above:

1.    An executive director is a director who is involved in the management of the company and/or is a full-time salaried employee of the company and/or its subsidiary.

2.    A non-executive director is the opposite of the above! 

3.    An independent, non-executive director: 
· Is not a representative of a shareholder who has the ability to control or significantly influence management
· Does not have a direct or indirect interest in the company (including its holding or subsidiary company) which is material to the director or the company. (A holding of 5% or more is considered material)
· Has not been employed by the company (or group) in any executive capacity for the preceding three financial years
· Is not a member of the immediate family of an individual who is, or has been during the previous three financial years, employed by the company (or group) in an executive capacity
· Is not a professional advisor to the company
· Is free from any business or other relationship which could be seen to interfere materially with the individual’s capacity to act independently
· Do not receive remuneration contingent upon the performance of the company.
 



4. The chairman of the board:
· Should be and independent non-executive director
· CEO of the company should not also fulfil the role of chairman of the board
· The role of the chairman should be formalised
· The chairman’s ability to add value, and his performance against what is expected of his role and function, should be assessed every year
Note: these are some of the main recommendations regarding the chairman. Refer to your King III Report for more detail.
 
5.   The board should:
· Comprise a balance of power (for example, one person should not be able to dominate the decisions made.)
· Appointments should be a matter for the board as a whole, assisted by the nominations committee.
· Minimum of two executive directors which should include both the CEO and the financial director
Note: these are some of the main recommendations regarding the chairman. Refer to your King III Report for more detail.

6.   The majority of directors should be non-executive directors. And of these non-executive directors, the majority should be independent. (This will ensure that all power does not invest in one person / small group, and who is involved in the business.)

7.    At least four times per year. Directors should ensure that they have the time available to attend.
Note: Remember that a board should always appoint audit-, risk-, nomination- and remuneration committees.
Note: Remember that a company should always appoint a company secretary as well.
Note: These are only some of the main recommendations of the King III Report. Refer to your King III Report for more detail.







Short questions on the Risk Committee
 
1. Briefly comment on the composition and membership requirements of the risk committee.
2. What is the risk committee’s main function?
3. But what if nothing changed from the previous year? Can they then do nothing this year?
 
Solutions to Short Questions above:
 
1. Composition and membership of the risk committee:
· Chairman of the board may not be chairman of the risk committee.
· Should consist of at least three members.
· Should consist of both executive and non-executive directors.
· Should have adequate risk management skills and experience.
2. They should consider the risk management policy and plan and monitor the risk management process.
3. No! Risk is an ever present factor in modern day business. The risk management policy and plan should be reviewed constantly and a risk management process should always be in place as part of good internal control.
Note: These are some of the main recommendations of the King III Report. Refer to your King III Report for more detail.












Short questions on the Audit Committee
 
1. How many members should an audit committee have and what should ‘the balance of power’ be?
2. Member should be suitably skilled and experienced. Which of the following members of the audit committee of A Co Ltd meet these requirements:
· Mr A – CA (SA).
· Mrs B – IT specialist who knows the company’s financial systems.
· Mr C – has previously been the company’s secretary for 5 years.
· Mrs D – chairperson, independent and non-executive director.
1. How many times a year must the audit committee meet?
1. What is the audit committee’s role with regards to internal- and external audit?
 

Solutions to Short Questions above:
 
1. At least three members and should consist of only independent non-executive directors (because the independence of the audit committee is so NB!)

2. Suitably skilled and experienced:
· Mr A – yes, it is fair to accept that a CA (SA) has the accounting and auditing training and experience.
· Mrs B – yes, she is an IT ‘specialist’ and her knowledge of the company’s financial systems qualifies her to be adequately skilled and experienced.
· Mr C – no, he might have adequate knowledge and experience of the company, he does not have the necessary expertise to add value to the audit committee.
· Mrs D – no, although her experience as chairperson would give her good knowledge and insight into the company, her qualifications aren’t specified, and we cannot comment on whether or not she's qualified and experienced to be a member of the audit committee.

1. At least twice a year.




1. Internal audit:
· They should oversee the internal audit function.
· The audit committee should meet with internal audit and external audit at least once a year, and that should happenwithout management being present.
· Should recommend the appointment of the external auditor.
· Should oversee the external audit process.
 
Note: These are some of the main recommendations of the King III Report. Refer to your King III Report for more detail.

