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Abstract: The concept of corporate governance appeared eabkground of financial
combinations atypical for market economy, in whigkll-known companies have been
involved, some of them resulting in financial scalsdvhich have been spread around the
world. It is the case of companies with notoriesy BNRON, PARMALAT, BARING,
ANDERSEN and others, which the public has knowridhy in terms of economic
development and subsequently as examples of disastailures due to the ignorance of
management risks, managers’ greed, the lack oegsadnalism of external auditors etc. |
have made a brief presentation of the concept gdatate governance seen from several
points of view, the need for governance, its evotutn international organizations and the
types of models encountered in practice.
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1. INTRODUCTION

From a linguistic point of view, the teroorporategovernanceshould be studied first individually, taking each
of its two words separately and then together tdeustand the interrelation between them. In Ronmarttze
word governancehas the same meaning with the notion of managenié@ vocabulary of the Romanian
language gives the notion of governance the measinganagement, which involves all the activitidsaa
entity falling within the scope of management [Clorporation derives from body, which implies anaidaf
wholeness, of organization, i.e. it means a legainf of existence other than that of individualsthalgh
dictionaries are quite accurate in relation toitftbvidual analysis of the meaning of the two wortlieir simple
combination offers a variety of interpretations dsfining the concept of corporate governance. &nAhglo-
Saxon system, the concept is used in the pracfi¢eternal Auditors, being also mentioned in thentext of
international internal audit standards.

In 1961, at the request of the Organization forriecoic Cooperation and Development (O.E.C.D.), aaeh
has been carried out on the emerging literaturéghén United States of America with regard to corpmra
governance, concluding with existence of four te&oal sources:

- the theory of action (of those who invest);

- the theory of administration;

- the theory of the social partners;

- company’s policy.
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Following this study, OECD defined the concept ofporate governancas set of relationships among the
company’'s management, its Board, its shareholdeisother holders of titles; at the same time, dvjes the
structure through which resources are establishedrder to achieve those objectives and monitor stbie
performances.

The concept can be expressed both in a broad ara marrow sense. A strict definition concerns the
relationships between chiefs executive of corporeti managers and their shareholders, while a broad
presentation may include a combination of lawsul&tipns, rules and practices in the private setct@enerate
profit for the realization of capital, as well detfulfilment of the company’s both legal and geh@bligations

and expectations [2].

The definitions presented above reflect more gémgrals of corporate governance, such as: attrctapital,
achieving activity efficiency, the generation ofofit, the fulfilment of legal obligations and mewgi the
society’s expectations [3]. Moreover, corporate eyoance refers to the relationship among the magsage
executives and shareholders, the relationship legtwiee organizations of interested parties anddnepany, as
well as to the strict observance of the legal fraor&. As a result, the concept represents the dveesdership
of the entire organization by accepting all intéroemponents that work together, which in the eritll be
integrated in management, as well as the implertient®f risk management within the organization,tioé
financial management system, including also therivetl audit.

Corporate leadership is an approach on multiplelgewithin the system of relationships between pgsoof
interests represented by employees, managers,hsi@dees, regulating bodies, the public and the mednd
relations established between the Board of Direciod the internal or external interested parties.

The concept of corporate governance is perceivéaasg two components:

- a behavioural one, referring to the relationshipsMeen the company’s managers, shareholders,
employees, creditors, customers, suppliers, the &ted various interest groups;

- a normative one, which involves the frameworkegulations based on which these relationships
and behaviours are carried out (company law, sesiand capital markets law, bankruptcy law,
etc.).

The management of risks, by creating an efficieotol system, based on the observance of corporate
governance policies and codes, is used to ensaretigrity, sincerity, transparency in terms offpenance,
the internal audit representing the key elemenh@if monitoring.

The notion of corporate governance is relativelgerd, appearing 30-35 years ago. Watergate scamdaé

United States is usually considered to be the rorigithe development of corporate governance irlakefour

decades. The investigations that have resulted filuenWatergate scandal highlighted the involvemet
companies in American politics, determining thei@awof internal control systems.

2. CORPORATE GOVERNANCE WITHIN ORGANISATIONS. CREAT ION AND EVOLUTION

As a historical evolution, the concept has beem dlsenational institutions, commercial organisasi@nd later
became common in the private sector, being takehamplied in many fields of activity. The great dder
capital to support the industrial investment wad e broadening some institutional instruments \whigere
tested as early as the time of commercial capitalisistitutional instruments such as banks, comgsamith
capital shares and stock exchanges, bear the efeimieseparation between the holders of patrimargalts and
management respondents.

The corporation was represented as a multitude iftéreint contractual relations between parties itehp
investors, employees, customers, suppliers, éiough the concept of company as a legal entigoinmercial
law. Within it, the two parties have occupied didis position:
- on the one hand, the shareholders, as their pati@hdghts are exercised only as a last resort,
after all others have valorised their debts;
- on the other hand, managers, since they have deged information system through their
position in the organisation.
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Belonging to the organisation, they may be tempgtedffer themselves special advantages or to lbad t
company in a direction favourable to them.

The emergence of international companies that we@ved in fraudulent financial combinations hangrated
a series of financial scandals, due to non-comgdanith legal procedures, the ignorance of risk agament,
neglecting the recommendations of the internaltatgli ending with the manipulation of the exteraadlitors.
The negative effects of this phenomenon have affebbth companies’ employees who have lost thes and
shareholders having effect on companies’ brand, tduthe loss of public confidence in their manageine
Corporate governance was necessary, being detatrbina series of failures in the field of privasvl which
took place in a relatively short time, producing,tbeir amplitude, true financial earthquakes, whas caused
the loss of investors’ confidence in the way battyé companies and public institutions were managed

2.1. Corporate governance and good practices

As a reaction to those events, concerns have atisegsearch the common causes of failures of thatp
companies. A particular contribution was broughttbg United Kingdom by means of Sir Adrian Cadbury,
which in 1992, drew up the Cadbury report, after &nalysis of the crisis in the 1980s. The purmdgbe code
was to ensure a non-discriminatory treatment towatdreholders, preventing financial scandals egdining
the confidence of the public and investors in theegnance practices of companies.

In the European Union, the concept of corporateegmance has been better developed after 1997, thiees
have been several cases of bankruptcy of publiajed companies. This has led to the majority ahtdes to
adopt corporate governance codes, but they arerati At the international level, the implementatiof
solutions and corporate governance principles heenbconducted by means of codes of good practice.
Regardless of country, the codes of good practiegpeesented as regulations or guidelines, cotistta way

to organize and manage entities and public servitlke European Union stands out through the adopifo
over 40 codes, almost every country having at leastcode of corporate governance.

In time most transnational companies have defihe@t bwn codes of good practice, becoming moresparent
compared to shareholders, in good part due tontrease of activism, but also because, being listetthe stock
exchange, they were interested to have a good itoageds investors.

Although the imposing of a single model on the lo@gn is not desired, the trend is to advance tdsvgiobal
standards, as a universal point of reference,doraance with the typical wishes of investors arbtire world.

In many developed countries, there are corporatergance institutes which operate under the pag@rai
stock exchange institutions, with the purpose djaaising trainings for managers, carrying out tests
assessing the standard knowledge of corporate ganee, supporting publicly traded companies in gpieg
their own codes of ethics and good practice.

The United Kingdom has brought the greatest coutioh to the development of the concept of corporat
governance through the development of ethical caeoeksreports, owning about one third of the totzdes
issued in member countries of the European UniareHre the advantages brought by the implementafio
high standards of management companies:

- the efficient use of resources, both at the lef/ebmpanies and at the level of national savings;

- the decrease of the capital cost for companies;

- the increase of investors’ confidence, due to aitiea reduction in the discretionary attitude of

managers;
- the lowering of corruption level.

On the other hand, poor corporate governance sfifleign investment and reduces investors’ confide The
importance of corporate governance for the devetopnof capital markets is undeniable. Most studiesw
that the improvement of corporate governance igired especially for developing markets, where botkign
and domestic investment should be encouraged. Gamqubrate governance is a prerequisite for thegiitieand
stability of the financial system, of stock exchasgnd companies, thereby reducing the cost ofteisa[4].

In order to protect the interests of investors ahdreholders, the countries of the European Unawe h
developed a series of corporate governance codagh, fationally and internationally. The topics gely
recommended by these codes assume the creatiamdibfcammittees at the level of companies, madefup
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independent directors, who should be responsibtettfe reporting of financial statements and cordirsi
monitoring of the internal and external audit ofrgEanies.

A component of the corporate governance code icdlde of ethics, adopted on the basis of rulesoofiact,
whose implementation is the same as for the otbepotate elements. The code of ethics should irclud
deontological and ethical rules, applied both te thembers of the Council and of the Executive anthé
shareholders and employees of a company. Thetliteran the field of corporate governance mentithmes
attributes of corporate governance, such as: diseipransparency, independence, responsibiliyitg or the
fair treatment and social responsibility [5].

Many codes of corporate governance have a mixtiigrinciples, guidelines and recommendations wtiite,
fact, these are often nothing more than a setle§ror measures to achieve the basic attributes.

2.2. Models of corporate governance
The principles of corporate governance of O.C.Dapproved in 1999 and revised in 2004, constituetérms
of reference for the definition of corporate gowaroe actions in the European Community. The govema
structure contains internal components (administrahanager, shareholder, employee, supplier, asditor),
and according to them the literature has promdtieddllowing systems of corporate governance:

- the traditional model;

- the co-determination model;

- the risk model.

2.2.1. The traditional model of corporate governaiiimn North-American traditional system)

It is based on the existence of two legal relatijpss and three levels, namely the relationshipvben
shareholders and managers, on the basis of a cbndfamandate, and another relationship between
administrators and managers. In the latter relatign managers have an authority derived from tfat
administrators. Also called the model of the shalddrs’ income maximisation, it is characterised thg
dominance of independent persons and individuatetivdders who are not bound by corporate business
relationships. Their interest in the invested adpg manifested through dividends, being willimgainy kind of
reorganization of the non-profitable activity segiseand financing of the others. The Annual Genkletting
selects the company’s Board of Directors, the detimaking system being based on the principleaof &ction
means a vote “, and the Board of Directors eldatsnhanagement, which is expected to take decisioasder

to maximise the value of the shares held by shger® In this case, the value of shares is baretiepresent
value of the projection of future dividends derivieain net profit [6-8].

The deficiency of this model lies in the interebinvestors focused excessively on profitabilitytted expense of
a long-term strategy development.

2.2.2. The Co-determination model (specific tolégal system in West European countries)

It is characterised by the existence of the themmll relationships and four levels. The first rielahip is
established between shareholders with adminisggtias representatives of the employees, the sdueeeen
administrators plus representatives of the emplyeiegh administrators, and the third between adstiaiors
with managers. In the case of the relationship betwshareholders and the Board itself there isposed a
superior Council composed of representatives afestadders and employees. Its role replaces inicemapects
the role of shareholder, because it performs arabfiinction, analyses the company’s strategic abjes and
formulate recommendations to the Board of Directdle model differs from the American one by thet that
shareholders are related to corporation by meagsmmon interests, participating in both its mamaget and
control. The advantage of this model is that ibwH the implementation of a long-term businesgessa and
we can mention as disadvantage the inflexibilityprompt decision-making relating to ineffective ieity
segments [6-8].

2.2.3. The model of corporate governance risk Ketaolder model”)
Is characterized by the existence of two legalti@iahips, and four levels, by extending the labjscts found
in the co-determination model:
- a relationship between shareholders and employepetsentatives, e.g. customers, and/or banks,
and/or suppliers, and/or State or public adminigtreand/or administrators [5];
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- a relationship established by administrators withplyees’' representatives, with customers,
banks, with suppliers and with managers separgedy.

The motivation of this model lies in the need toe factivity of a company not to be affected byredationships
that are created among all these people with diffeinterests and risks.

As a result of the analysis of these three modelsan state that, more or less, all are presethieilRomanian
management system, as well. In 1992, the Institfittnternal Auditors (I.I.A.) of the United Kingdorand

Ireland have proposed the mandatory reporting nfgamies on the internal audit system, demandin@tads
of Directors to make an assessment of the effawtis® of internal control mechanisms within orgamisa.

I.ILA. conclusion was based on the organisatiomiwientities of an independent compartment of mgeaudit,
which could function with competent staff and reses in order to provide, for the management aedatidit
committee, periodic assessments on the evolutiothefinternal control system and the managememiskf
assessment.

2.2.4. The Impact of Corporate Governance in themBdan Business Environment
The methods of privatization of commercial companised after 1990 have created the possibility idkw
access of employees and managers to their capimdmparison with external shareholders, weaktyesented
in their membership, due to the shortage of me&nsrdrol and lack of experience.

Privatization has led to the emergence of a gresmber of shareholders, not interested in increasirg
efficiency of work, but lacking the effective meaaofcontrol. Inevitably the inefficient governanoé these
companies had as a consequence the appearanceflafte®f interest between the majority and thenonity
shareholders.

Most of the times, the conflict was caused by thalation of the minority shareholders’ rights arfoket
diminution of their wealth by the majority sharetteis. The conflict between the majority and the arity
shareholders has usually resulted in other cosflietween management, the Board of Directors amdrity
shareholders, as well as between the majority bbéters and the company’s business partners.

In such conditions, a solution for solving conftidtas been the application of corporate governarioeiples.
The meant the setting of clear, imperative ruldstireg to the shareholders’ rights, the fair trearn of
shareholders, increasing the role applied to mesnbdro take part in corporate governance, ensutieg t
transparency and dissemination of information, mgkhe Board of Directors more responsible.

Corporate governance principles have imposed thd teemake the administrators more responsiblerasvide
company by giving them tasks of loyalty, and whbayt acted in good faith, they were not blamed Far t
decisions taken, if, subsequently, they proved @éowbong. The distinction between the executive aod-
executive functions of administrators, the delematdf the executive function to an Executive Conteeitor
members of the Board of Directors are directivegtviare part of the corporate governance principles

As concerns the shareholders’ rights, it is neargst protect and facilitate the exercise of thareholders’
rights and to ensure a fair treatment both in tesfrgarticipation at general meetings and in decisnaking.

An Annual General Meeting has to determine thecgadind supervise the activities adopted by the emyp
while encouraging the involvement of the membetsled to vote, in order to ensure an effective agament
of the company.

The corporate governance principles appeared irRitraanian legislation, in normative acts as the laiw
bankruptcy, the Tax Code, the Law of privatisatitire Law of trade companies or the Law of capitafkat.
The application of the corporate governance priesighould lead to a change in mentality, to thecation and
training of a class of owners in strong connectwith the corporate governance requirements in otder
emphasise its role and position in the company’'sagament, as the quality of owner means a seriegltfs
and obligations.

For Romania, the economic liberalization, the tfanef State property to the private sector anddteation of
new private companies were not sufficient meastoesnsure the functioning of companies, accordm¢ghe
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principles of a market economy, for the restructgyrirevitalizing and enhancing of their competitiges and
profitability.

The privatization of State companies, promoted assponse to the need for change of the centratigstgm,
aimed at the identification of owners willing toseme a rational use of resources and the registrafi benefits.
The initiative of the transfer of ownership maylirgince the behaviour of managers if the new owdersot
have the strength, motivation and the necessarypsneacontrol closely their actions and to enshet they act
in the company’s interest without promoting onlgithown interests.

In other words, in addition to the transfer of leganership of companies’ assets, a major intenast also in
the transfer of the decision and control powerthie favour of the new owners in order to ensurefficient
corporate control.

For Romanian privatized or privatizing companiele tproblem of corporate control and appropriate
mechanisms to achieve it is even more importanngaikto account:

- structure and behaviour of shareholders as a rektiie privatization process;

- the vagueness of property rights;

- the lack of appropriate mechanisms for the pradectf minority shareholders;

- the keeping of some significant holdings of theté&Sia some of the privatized companies and the
inappropriate exercise by its representatives ia thfferent bodies of management and
administration of the company of their rights agority shareholders;

- the reduced performance of many enterprises.

3. CONCLUSIONS

The concept of corporate governance has attrabteattention of the business environment, firstoantries
with developed market economy, in recognition & fact that the financial and banking institutianert a
pressure on the companies that they finances.

The purpose of governance is the development afitare at the level of entities based on the eraging of
best practices and the avoidance of inappropriateatiour. The accounting of companies under cotpora
governance allows managers to create a strateggdbais a realistic and intuitive assessment of piaten
competitors.

Statistics have shown that the reforms implemeimettie field of financial accounting and tax adrstration
have contributed to the progress of business mamagiein recent years. The role of reforms was &usnan
effective protection against abuse.

Starting from the conclusion that different coded aractical models of governance show flexibikiyd there
can be identified certain common elements withienthwe consider that corporate governance has &#een
element of convergence both in the accession of &@mto the European Union and in the process of
integration into the global economy.
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