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Abstract: This study focuses on Pakistan’s financial sector companies, given the pivotal role of banks,
insurance companies and NBFCs (Excluding Modarabas companies) in emerging markets. The study reviews
the current state of CG practices and reforms in the financial sector. It contains the results of a survey “How
the recent corporate governance reforms have been implemented by Pakistani banks, insurance companies and
NBFCs with recommendations for further improvement”. The study finds that since the introduction of a proper
corporate governance framework in the country, a lot of improvements have been observed in different areas
of corporate governance code, at least in letter if not in spirit. There are few very encouraging indicators
showing the acceptance of reforms in the letter and spirit by the financial sector. However, still there are
numbered of areas where a lot of attention is required both from stakeholders and policy makers and regulators.
Finally, this study offers recommendations to regulators and policymakers for future improvement in the
corporate governance framework for the financial sector in the country.
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INTRODUCTION sector, where companies are required to protect the

Corporate Governance is define as “A system of good governance practices [3]. The emergence of
financial and other controls in a corporate entity defining insurance firms as a part of financial conglomerates has
broadly the relationship between the Board of Directors, added another dimension to the field of corporate
management and shareholders” [1]. In financial sector governance in which risk management is of utmost
more emphasizes have been in undertaken as to shielding importance [4].
interest of the all the stakeholder because entities are Securities and Exchange Commission  of  Pakistan
engage in the business of the dealing with public has increased awareness of corporate governance
liabilities and Corporate Governance framework should tremendously since the issuance of code of corporate
clearly define the roles and responsibilities and governance in 2002. The Code was made mandatory  for
accountability within an organization with built-in checks all listed companies [4]. The State Bank of Pakistan also
and balances [2]. directed to all non-listed commercial banks insurance

In recent past corporate failures due to poor companies and all other NBFCs to comply with the code
governance and weak internal control has demanded of corporate governance. In the beginning, there was
emphasis  on the importance of corporate governance. some resistance, but with the passage of time a lot of
The complex and sensitive nature of the financial sector improvement has been witnessed. However, there is still
requires  an intensive governance structure because of need to create further understanding and broadening the
the crucial role of the financial sector in the economic acceptance of corporate governance culture in overall
development. Same principle implies for the insurance corporate sector.

financial  interest  of  their policy holders by ensuring
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Tables 1: Key Data highlights of Pakistani Banking Sector (Rs in billion)
2005 2006 2007 2008 2009

1 Total Assets 3660 4353 5172 5627 6529
2 Investments(net) 800 833 1276 1080 1753
3 Advances (net) 1991 2428 2688 3183 3248
4 Deposits 2832 3255 3854 4217 4787
5 Equity 292 402 544 563 662
6 Profit Before Tax 94 124 107 63 91
7 Profit After Tax 63 84 73 43 54
8 Nonperforming loans 117 177 218 359 432
9 Nonperforming loans (net) 41 39 30 109 125

Basel-I Basel-II
Capital adequacy Ratio (all banks) 11.3 12.7 12.3 12.3 14.3
Source: Economic Survey of Pakistan (2010)

Pakistan’s Financial Sector at Glance: Financial sector Insurance Companies: Insurance development plays an
is treated as a backbone of the economy [5]. Strong
financial  system  can  hedge  the   economy  from
financial   crisis  [5].     Pakistan’s     financial     sector
has  shown  magnificent  performance  over  the  last
decade  but  still  has considerable potential for growth
[6]. However, in comparison with other emerging
countries; Pakistan’s financial system is smaller in
contrast to its economy; hence, many resources remains
unutilized [6]

Commercial Banks: The deposit base and lending to
private sector by the banking system is a key element for
economic growth and development, which regularly
decreased over 2009-10 showed the sign of recovery [6].
However, the banks are now more focusing on heavy
investment in government securities of public
organizations [6]. 

Total number of branches as on 30  June 2010 stoodth

at 9146, reflecting an increase of 376 branches in a period
of just six month of 2009-10. This number increased to
9552 with the net increase of 441.9 billion of banks assets
from 6087.1 billion to 6529 billion during first six month of
year 2010. It reflects 7% rise in assets base of banking
over the said period [6].

An increase of Rs. 223.4 billion from 4563.6 billion to
4787 billion of total deposits were registered in all banks
during first six months of financial year 2010 with
increasing lending portfolio on assets sides, which further
increased  Rs. 344.7   billion   of   the   net  investment.
Rs. 1375.6 billion was contributed by private banks during
the above mentioned period (Table 1). To fulfill budgetary
requirements and to resolve the issues of PSEs in
corporate receivables, the public sector’s demand
remained high. 

important role in economic development of a country but
a Pakistan there is slow annual growth in insurance sector
as the insurance dispersion is only 0.7% of the GDP.
Similarly the insurance compactness is slow too, which is
about 6.5 % [6]. Pakistan bearing 180 millions of
population has immense growth potential in this sector.
Over the last few years insurance sector is Pakistan is
facing some serious challenges. These challenges include
security tension; political instability and economic
imbalance has jolted the insurance sector in Pakistan [6].

Insurance association of Pakistan (IAP) reported
gross non life premium  of  business  underwritten  was
Rs. 33.96 billion in the year of 2008, with 3% raise over the
last year. Net premium revenues increased to Rs. 22 billion
with 10% increase, while underwriting profit recovered
from Rs. 600 million to Rs. 2 billion. However net decrease
was found at Rs. 13.8 billion with 3.5% which further
decreased the total assets of IAP members by Rs. 7 billion
(Figure 1). This decrease was due to the investment
losses, depressing performance of Karachi Stock
Exchange (KSE) along with wider national economy with
slight decrease in the number of employees as well [6].

Insurance sector faced lot of challenges during the
year of 2008 which includes as the macroeconomic
imbalance since late 2007, global financial crisis and
downward trend in Karachi Stock Market together with
security tension [6]. The murder of former Prime Minister
Benazir Bhutto on 27th December, 2007 put a sudden
pressure on insurance industry as the claim of more than
Rs, 6.0 billion arose. At the end of fiscal year 2008, the
asset base of insurance industry reached to Rs. 341.4
billion, depicting an increase of 5.6% as compared to last
year.  However,  the  asset  base   further   increased to
Rs. 377.5 billion showing an increase of 10.5% as contrast
to last year [6].
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Fig. 1:
Source: State Bank of Pakistan

Table 2: Assets Composition of the Financial Sector
FY02 FY03 FY04 FY05 FY06 FY07 FY08 FY09

Investment Banks 27001 37936 35568 51041 54527 41458 58017 30875
Modarba 17456 15973 18026 21572 23927 25186 29703 23087
Leasing 46948 46842 14806 53635 63999 63956 65920 56055
Discount Houses 1527 1987 1341 1504 1834 1417 00 00
Venture Capital companies 272 854 1005 3200 4131 4061 3760 2562
Mutual Funds 29094 57180 103080 136245 177234 313661 339718 225201
DFIs 68729 78803 94752 107811 116939 97700 84660 121906
Housing Finance 22434 21562 19493 18657 19702 17742 18996 18603
Total Assets 213461 261137 318071 393665 462293 565181 600774 478289
Growth 3.9 22.7 21.8 23.8 17.4 22.3 6.3 -20.4
Source: Economic Survey of Pakistan (2010)

Non Bank Financial  Institutions  (NBFIs):  Pakistani The informational asymmetries can disturb the
non-banking financial institutions experienced a robust stability  of  banking  system,  when  corporate
growth of 22.3% in 2007. During the fiscal year 2009 the governance  is  weak  which  results  in  loss of
increase was  20.4%  and  assets  reached  at  RS.  478.3 confidence,  regression  in  financial   intuitions   and
billion. The total numbers of NBFIs were 209 in the year credit crunch that affect economy’s enterprise and
2007, 237 in 2008 and 233 in 2009 respectively (Table 2). household sectors adversely. This is the reason that
The NBFIs total asset size is approximately 5% of GDP present state of the world’s economy to somehow is
and 7.6% of total financial sector assets. But in attributed to the fact that boards failed to perform their
comparison to the total deposits of the financial sector, duties with respect to managing risk and overlooking
the proportion of NBFIs is mere 0.98%. managers involved in such high risk activities. All these

Corporate Governance and Banking Sector: Financial sector has important implications for the stability of the
sector Corporate governance practice improvements in an whole economy” [7]. 
emerging market economy plays a very important role for With enhanced corporate governance and
creating a competitive business culture, as economy transparency in the financial sector, there will be positive
recourses are mobilize and channelize through this sector effect on the development of Pakistan’s financial sector
for economic growth [7]. and also because of better documentation and channeling

factors prove that corporate governance in financial
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of funds will result in reduction of the informal economy. with implementation of corporate governance in the non-
In addition to, it will help to develop other segments of listed commercial banks and DFI of Pakistan. Banking
capital markets. Ordinance (1962) and Companies ordinance (1984) also

Corporate Governance and Insurance Sector: Insurance largely it is cover under corporate governance’s code
plays a vital role in the development and growth of the issued by SECP in 2002 which is diluted version of draft
national economy. The Pakistani insurance industry has issued by ICAP in 1998 [8]. Similarly SECP has
experienced a slow and sluggish growth year on year. promulgated separate code for corporate governance for
Currently, the insurance penetration in Pakistan is only insurance companies. Code of corporate governance
0.7% of the GDP, which is one of the lowest in the world. (2002) basically developed on theme international best
Additionally, the insurance density is 6.5%. Pakistan is practices of corporate governance, where shareholder
one  of  the top 10 most populace country with approx. basic rights (e.g. information access, participation in
180 million population and with a greater potential of AGM, cumulative voting, director removal and approval
growth in the personal lines of business. This is very for Changes to the company articles, increasing
unfortunate that until now this industry has been authorized capital and sales of major corporate assets) are
focusing only on the commercial lines of insurance. In protected. Generally, in Pakistan the ownership is
contrast to the developing markets the main focus is on concentrated and ownership control is achieve through
only business to business selling which has become very both direct and indirect (Pyramid structuring) which is
expensive and causing the erosion in profits and reserves. creating limitation for non-controlling shareholders to

The main reason for the poor performance of the exert influence on the company [6] and opening the venue
insurance sector is that the insurance industry has failed for exploiting minority shareholders rights as in families
to face the challenges of globalization. The use of the ownership organization the board of director is dominated
information technology has totally transformed the world; by family member and limiting their ability to
the pace of change has become even faster. As a result of accountability to both majority and minority shareholder.
this the market dynamics have also undergone a major
change. Due to these factors market is rapidly maturing Problem Statement: The literature on corporate
and the margins are shrinking. In order to survive and to governance suggests that there is reasonably a huge
grow the insurance industry will have to reposition and difference between the practices of corporate governance
change its business model. in financial and non-financial institutions and for this

An effective system of corporate governance ensures reason there are number of studies which deal corporate
the protection of interests of shareholders, depositors and governance  of   financial   institutions    separately   [9].
policyholders in banks, NBFC and insurance companies In Pakistan majority of corporate governance research
by implementing both, standards of conduct for managers focuses on non-financial firms [e.g. 10, 11] with some
and appropriate procedure for internal control. Hence exception [e.g. 12] thus leaving a gap for governance
sound corporate governance system regulates research on the financial sector. This study is an attempt
relationship between shareholders and depositors, board to cover the corporate governance practices in the
and management by preventing abuses of power and Pakistani financial sector and to look for areas for
personal interests as well as careless and risky attitude of improvement and recommendations to prepare policy that
managers. It also resolves clash of personal interest from will improve the quality of corporate governance in
official duties. financial institutions.

Regulatory Structure: There are two regulatory bodies Literature Review: At the beginning of 21st century the
that are currently overseeing the Corporate governance in regulatory authorities from all over the world have
Pakistan namely: the SECP and the State  Bank of introduced their code of governance to be followed by the
Pakistan (SBP). The SECP had commenced its operation corporate firms registered in countries, it gives a changed
on 1  January, 1999 and its prime objective is to regulate environment in the business world. Practitioners, policyst

the capital market, corporate sector and non-banking makers and Legal experts, are striving to appraise
financial sector of Pakistan [8], whereas SBP is concern corporate  activity  in better ways and in helping to design

provide some provision for the corporate governance but
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rules those are intended to improve the way companies corporate governance interventions Prowse [22] took
are managed. In developing economies, major corporate sample of US banks from 1987 to 1992 and found that
governance reforms are now under way. market based corporate governance mechanisms are not

During the last two decades banking sectors of as efficient as in other forms of industries. Similarly in
developing and emerging economies have experienced developing economies different regulations should be
financial liberalization. It seemed that regulators and imposed on banks due to the differentiated characteristics
policy makers in the developing economies were [23]. It is also the recommended that a broader approach
convinced that financial liberalization is necessary to should be considered to corporate governance for banks
improve the corporate governance regime for the banking to protect the interests of depositors and shareholders
and allied industries [13]. But Mehran Adams [14] argued [23,24]. In Pakistan around 95% financial sector is
that corporate governance reforms are largely based on composed of banks [25]. Burki and Ahmad [13]
academic research on unregulated and non-financial documented that reforms in the financial sector began in
industries’s governance and financial industry is very 1991 and reforms led to a broad mix of corporate
different from these non-financial industries such as governance changes in its banking sectors. Like many
manufacturing firms etc. Therefore the question arises other developing countries, in order to meet the
that the governance reforms proposals based non- challenges of the globalization, Pakistan was also felt
financial industries will be help full for financial compelled to liberalize its banking sector. The structural
institutions e.g. banks. The Basel Committee on Banking changes in the banking sector laid out a platform for
Supervision (BCBS) has called attention to the need to further corporate governance reforms [13]. 
study, understand and improve the corporate governance (Frederick (1999) as cited in Mir and  Nishat  [26]
of financial entities. The BCBS especially advocates a argue that for pursuing objectives corporate governance
governance structure composed of a board of Directors should provide proper incentives and facilitates effective
and senior management (Enhancing Corporate monitoring on the board and management that are in the
Governance for Banking Organizations, September 1999 benefit of the company and shareholders there by
and February 2006). The core of the BCBS message is the encouraging firms to use resources more efficiently.
conviction that good corporate governance increases Board of directors is considered as apex of internal
monitoring  efficiency.   Furthermore,    the   Committee control mechanism and best governance instruments
believes that corporate governance is necessary to available to an organization [27, 28]. Adams and Mehran
guarantee a sound financial system and,  consequently, [29] and Andres and Vallelado [30] documented that
a country’s economic development. financial sector BoD structure is more significant to bank

There are various studies [9, 15-18] that have focuses performance. Perhaps board structure is more essential for
on banks, financial institutions and corporate governance banking organization as compare to other organization
and concluded that the key aspects of corporate because director duciary responsibilities are extend to
governance can be applied to banks. Although Caprio depositor and regulators in addition to shareholders [9].
and Levine [19] identified three bank specific The study by Adams and Mehran [29] finds an
characteristics (opaque nature of bank, intense regulation, average board size of 8 in banking holding companies.
government ownership) that differentiate banks from Though the distribution is quite wider i.e. it ranges from
other operating firms escalating corporate governance minimum of eight to maximum of  thirty  six  directors.
problems. Macey and O’Hara [9] discovered four elements They further observe that over the years the board of the
that distinguish banks from other firms. They were banking industry is becoming smaller. Booth et al. [31]
differentiated on the ground of liquidity role in banking also provides the same evidence that in comparisons with
capital structure, risk attitude of bank managers due to the manufacturing industry, on average banks have
insurance, conflict between fixed claimant and bigger boards. Among the other findings of their study
shareholders and asset structure and loyalty problem. were; average BoD meeting frequency was 8.5 times per
Trayler [20] argue that the key element for well year. Similarly average number of committees was 4.4.
functioning of financial systems is trust, which also sets They found that on average banking companies had more
apart financial and non-financial institutions. committees than manufacturing and service industry and

Barro and Barro [21] cram a sample of large US the findings are statistically significant. Then there are
commercial banks over the period of 1982-1987, enlighten other studies which suggested that larger and
that due to poor economic performance the CEOs of independent boards can play more efficient monitoring
banks got fired from their seats. To analyze the use of role  [32].  The  benefits from the presence of the larger 
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board in the banking industry can outweigh the free rider institutions at the time of this study. Mutual funds and
problem as pointed out by Jensen [27]. Andres and Modarabas are not included in this study. All the
Vallelado [33] found an inverted U shape relation between commercial banks and non-banking financial institutions
bank   performance,    board   size   and  composition. were originally included in the sample. Final sample is
They argued that the board size for the banks does matter. composed of only those companies which responded to
It is suggested that financial institutions’ board should be the questionnaire. Majority of data is of primary type, so,
compensated for the two main and important roles they questionnaire was administered through e-mail, telephone
are playing i.e. the advisory role and the monitoring role. and registered post. Additional secondary data was

Ownership concentration is also considered as one of collected through SECP and KSE’s web sites.
corporate governance internal control mechanism’s tool For primary data collection a questionnaire was
[34] which can substitute the board’s monitoring role and prepared on the basis of the Code of Corporate
also determines the board composition and its Governance (CCG) (see Annexure-I). The objective was to
compensation [35, 36].  According  to  the  Belkhir  [36], determine the extent to which the Pakistani financial
the scarce literature on the financial institutions board sector companies including Banks and NBFIs are
suggest that the increased ownership concentration on following the CCG’s recommendations. Initially telephone
banking boards can substitute the board’s monitoring role calls were made to all selected companies to receive the
but also reduce the percentage of independent directors. basic information about  the  company,  particularly  the
Erkens et al. [38] used a dataset of 296 financial firms from e-mail addresses. The questionnaire was e-mailed to all
30 counties that were affected by the 2007-2008 financial the firms in the population. Only, few foreign companies
crises. They found that firms with higher institutional replied the email informing that they cannot fill
ownership and independent boards faced worst stock questionnaire as that they are branches and only head
returns during the period of crisis. Though, the finding is office can  do  this.  Questionnaire was again sent
in contrast to what corporate governance literature through registered post to all the companies, out of
suggests, they are of the view that the independent which 26 envelopes returned undelivered. From remaining
boards disclosed the losses as it is instead of covering 64 companies 41 replied positively, implying that the
them up. Magalhaes et al. [39] used a sample of 818 banks response rate is 45.56% of the whole population whereas
across 40 countries and argued that in banks ownership it is 64.06% of the questionnaires delivered which is quite
concentration is more important factor in explaining good. Descriptive statistics is used to analyze the data.
performance then risk taking. They suggested a cubic We have computed averages and percentages to analyze
relationship between ownership concentration and bank the data and interpret the results.
performance. Then there are studies which pointed out
that a legal system that protects minority or small RESULTS AND FINDINGS
shareholders can be a substitute for large shareholders
that monitors management [16]. Therefore the role of Board of  Directors:  The  response is encouraging.
institutional or large shareholders in increasing risk taking There are 341 directors in total on boards of 41 responded
by managers is expected to be more important in the companies. On the higher side (Max) 2 companies
countries where there is less or no effective protection for reported that they have 13 directors on board. While on
shareholders exist. the  lower   side  (Min)   only   one   company   reported

Accumulative from above discussion it is concluded 5  directors  on  the  b o ard.  Mean  is  8.32,  Median    is
that corporate governance in financial sector is different 8, standard deviation is 1.67 (Table 3). Overall results are
from non-financial sector and corporate governance positively skewed. Members on board of 63.41%
should be studied separately in both financial and non responded companies are less than market benchmark
financial sector [9]. Corporate governance in financial (8.32 Mean). 39% companies have 7 (Mode) members on
sector plays important role in the financial sector to align their boards. This trend might be due to spread of sample
the shareholder, CEO and other stakeholder interest [24,9]. (Banks, Insurance sector, investment Banks and leasing

Research Methodology: The population for this study is companies are generally owned by families having limited
composed of all commercial banks and non-banking numbers of directors on their boards. For overall growth
financial institutions (NBFI) of Pakistan. There were total of whole financial sector the board size should be
of 90 commercial banks and non-banking financial strengthened.

sector). In Pakistan investments banks and leasing
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Tables 3:
Directors(x) Companies(f) Fx c.f fx2

5 1 5 1 25
7 16 112 17 784
8 9 72 26 576
9 6 54 32 486
10 5 50 37 500
11 2 22 39 242
13 2 26 41 338
SUM 41 341 -- 2951
No of companies=41No of directors=341

Average number of Directors Mean = 8.3170

Median = 8

As there are 16 companies which have the 7 directors so Mode = 7

= = =1.6742

Descriptive statistics
Mean Median Mode Maximum Minimum Skewness Range Standard deviation
8.317 8 7 13 5 Negatively skewed 13-5=8 1.6742

The   study    shows   that   56.09%  companies time which is against the spirit of CCG. Orientation
(7.62% of the total numbers of directors) have institutional courses for Directors to acquaint them with the
representation and just 32% (3.81% of total) having a responsibilities, as per requirement of the CCG and the
director on board to protect the interest of minority Companies Ordinance 1984, are being arranged in 90.24%
shareholders. SECP code requires that each company of the companies.
should have at least one director on board to represent
the institutions. However, 71.55% directors on board are Duties and Responsibilities: All companies have adopted
INEDs. Result is.slightly short of code requirements. fully the vision and mission statements. Boards of
There is a limit of only 25% paid executive directors on a Directors of 97.56% companies formulated corporate
board of a Banking company. Result shows that Chairman strategy  and announced significant policies as per sec
of the board of 75.61 % companies is selected from viii (b) of CCG. However, 2.44% companies fail to comply
Executive Directors where as 24.39% from Non-Executive with CCG requirement. More than 97.56% companies
Directors. 17.07% companies have minority representation responded positively to the question that statement of
on their board which is encouraging sign. 97.56% Ethics  and  Business  Practices  been  issued  by  the
companies have clearly defined functions of the BOD.  Similarly 87.80% of the companies answered in
Chairman/CEO and 85.37% companies having CEO favor whereas 12.20% failed to comply with the
duality. Results show that almost 97.56% Directors fulfill requirements of CCG. 7.32% responding companies
the  conditions  of  required  qualifications  as  per  sec. answered negatively and 7.32% kept quiet which is
(IV and V) of CCG to become a director on the board against the spirit of CCG. Almost 97.56% companies
where as 2.44% fails to comply with. According to the responded positively that all significant matters were
codes of corporate governance a director of a company brought to the attention of the Board e.g. investments,
cannot serve on the boards of more than 10 listed divestments,  writing  off  bad  debts,  inventories  etc.
companies. Only 90.24% companies are complying with. Still there is room for improvement. 97.56% response is
But there are 09.76% of the companies which have positively for effective internal control implementation by
Directors who are serving in more than ten boards at a the board which is remarkable. 
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Tables: 4
Meetings(x) Companies(f) Fx c.f fx2
4 11 44 11 176
5 8 40 19 200
6 16 96 35 576
7 3 21 38 147
8 3 24 41 192
SUM 41 225 -- 2951
No of companies=41No of meetings=225
Average number of Meetings

Mean = 5.4878   Median = 6

As there are 16 companies which have 6 meetings so Mode = 6

=1.17124

Descriptive statistics
Statistic Mean Median Mode Maximum Minimum Skewness Range Standard deviation
Findings 5.4878 6 6 8 4 Approximately 8-4=4 1.17124

symmetrical

Board Meetings: On the higher side the boards of execution of duties on the part of Independent None
Directors meet  8  times   during   the   study   period  of Executive Directors. Likewise 95.12% respondent
12 month and on the lower side they met only 4 times. companies reported positively that all significant issues
Mean of the reported data of the meeting per year is placed at Board meeting for their consideration, were as
5.4878  times  that  is  more  than the CCG requirement per terms of clause (viii) of CCG. Only one respondent
(one in  each  quarter).  Median  is  higher  than  Mean company replied in negative.
and  equal  to  Mode.  Board  meetings  held  during last
12 months in 46.34% of responded companies are less Appointment and Removal of Chief Financial Officer
than Mean. 53.66% companies are above the average. (CFO), Company Secretary (CS) and Internal Auditor
Standard deviation is 1.17and skewness is approx. (IA): The appointment, remuneration and terms and
symmetrical. All the statistical results (Table 4) are condition of employment of the CFO, CS and IA shall be
positive     and     above    the    requirements    of   CCG determined by CEO with the approval of Board of
(at least 4 meetings in a year). This shows that Directors Directors [xv]. CFO or CS shall not be removed except by
on boards are very much professional and keenly CEO with the approval of board.
interested in the affairs of the companies. All respondent All 100% companies reported that CFO, CS and IA all
companies served notices of meeting to the shareholders are appointed on the recommendations of the board.
as per requirements of the codes and 95.12% of 04.88% of CFOs and 09.75% of IAs were removed with the
respondent companies says that minutes are properly approval of the board during the year. However no CS
maintained in the minutes books and circulated to was removed by any company during the study period.
Directors with in stipulated time frame for their comments. The study shows that 36.59% of CFOs are members of

During the study period, 21.95% companies reported recognized body of accountants whereas 63.41% are
that notes of dissention by the Directors were recorded in university graduates with relevant experience which is
the minutes. It shows that there is independent voice and against the provision in CCG which states that company’s
say of INEDs in the board meetings. It is an encouraging CFO must be a qualified person. He or she must be a
sign that is in accordance with the spirit of CCG. 12.20% member of recognized body of professional accountants,
companies reported that Directors filed objection cases or a graduate from a recognized university or having
also with the SECP for not recording their dissention equivalent qualification along with at least 5 years
notes in the minute books which shows the satisfactory experience  in  handling  financial  or  corporate affairs of
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listed companies or banks etc. On the other hand for Majority as NEDs and chairman preferably from NED as
company secretary’s qualifications, it was found lacking well. All respondent companies have audit committee and
behind the true spirit of the CCG. Only 22 % companies average (Mean) members of audit committee of the
responded the company secretary of their company is a responded companies are 3.34. The result is consistent
member of recognized body of professional accountants with the CCG requirement of audit committee as CCG
or a member of recognized body of corporate/ charted requirement is at least  three  members  in  a  committee.
secretaries, whereas 78% are university graduates with So, data gives positive trend of CCG observance. Median,
relevant experience. 73% companies responded in a way Mode and Minimum value is same. Standard Deviation is
that both CFO and CS attended the meetings of the Board less than 1 (0.68467). Statistically speaking the variation
where as CS attended all board meeting held in 41 from Mean is very low. Overall data is approximately
responded companies. Symmetrical. (Mean ˜ Median =Mode). In 75.61%

Corporate and Financial Reporting: All companies are committees that is less than Mean value, however equal
preparing  the  director’s  report as required under Sec. to Code of Corporate Governance. Remaining 24.39%
236 of Company’s Ordinance 1984 and as per guidelines companies have members more than Mode, Median and
under clause (xiv) of the CCG. All of the sample Mean value. Another positive point is that 68.61% of the
companies circulate the annual accounts within the audit committee members are NED (Table 5). Chairman of
stipulated time frame of the Company’s Law and 87.79% the Audit Committee in 80.49% companies is NED again
of the companies circulated their half yearly accounts, confirming the CCG requirements. There was mix response
whereas   82.93%   succeeded   in  circulating  quarterly to the question “Who acts as secretary of the committee”
un-audited financial statements to the share holders after 63.41% Company Sectary 17.07%, internal auditor 9.76%
approval by the BOD. Almost same results are reported others and remaining 9.76 % gives no response.
by SECP for  KSE  listed  companies  for  the  year  2009 CCG requires that audit committee shall meet at least
(as shown on the website of SECP). All respondent once in a quarter, prior to the approval of interim results
Companies are also circulating required information to the and before the completion of external audit. In addition to
stock exchange immediately after approval of accounts by that it can be held on the request of external auditor or
the BOD and 07.32% of the sample companies statements internal audit heads. The results show that on average
of accounts are not signed by the CEO and CFO, after audit committees meet 3.90 times in a year. Result is
approval and authorization by the BOD before circulation slightly short of CCG requirements (Once in a quarter).
to the Shareholders which is against the sprit and clear Minimum 2 meetings and Maximum 6 meetings are
violation of CCG. Regarding “disclosure of interest” by a reported. Median, Mode and Range are equal and are
director holding company’s shares as per the above the Mean. Standard deviation is 0.69158. In 17.07%
requirements of clause (xxiv) only 82.93 % responded of responded companies the number of audit committee
positively, whereas 17.07% of the sample companies meetings is not only less than Median and Mode but also
answered negatively to this query which is opposing to below the CCG requirements. Volume of meetings of
the spirit of CCG and company ordinance. Only 4.88% 82.93% responded companies are not only equal and more
responded negatively for the question of External than the CCG requirements but also of Median and Mode
Auditor’s independence (material interest in client’s value (Table 6). As far as attendance of meeting by both
business). Whereas about 9.76% kept quiet so it a clear CEO and CFO is concerned, only 53.66% companies are
violation of company’s ordinance and Codes of Corporate observing this practice, whereas in 39.02% only one of
Governance. Similarly 97.56% companies responded that them is present in the meetings and in 7.32% both didn’t
there was no investment by External Auditor before and attended the meeting at all which is against the spirit of
after appointment as an auditor. As results show that CCG. CCG requires that external auditor shall meet with
there was no public offering by any bank, insurance the members of the audit committee without CFO and
company and other NBFCs during last 12 months. head of internal  audit at least once in a financial year.

Composition of the Audit Committee: Audit committee that are against the spirit of Codes of Corporate
must be constituted according to sec [xxx] by the board of Governance. The response regard the audit committee
Directors. Audit committee comprises at least 3 members. meet  the Head of Internal Audit and other members of the

responded companies there are 3 members in their

This requirement is fulfilled by only 48.78% companies
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Table 5:

Members(x) Companies(f) Fx c.f fx2

3 31 93 31 279
4 7 28 38 112
5 2 10 40 50
6 1 6 1 36

SUM 41 137 .. 477

No of companies=41 Committee members

Average number =137/41 Mean = 3.3415   Median = 3

Mode= Most frequent value in the data set 
As there are 31 companies which have 3 members soMode = 3

=0.684667

Descriptive statistics

Statistic Mean Median Mode Maximum Minimum Skewness Range Standard deviation

Findings 3.3415 3 3 6 3 Approximately 6-3=3 0.68467
symmetrical

Table 6:

Members(x) Companies(f) Fx c.f fx2

2 2 4 2 8
3 5 15 7 45
4 30 120 37 480
5 3 15 40 75
6 1 6 41 36

SUM 41 160 -- 644

No of companies=41No of meetings=160

Average number of meetings =160/41 Mean = 3.902439

Median = 4

Mode= Most frequent value in the data set Mode = 4

=0.691583

Descriptive statistics

Statistic Mean Median Mode Maximum Minimum Skewness Range Standard deviation

Findings 3.90244 4 4 6 2 Approximately 6-2=4 0.69158
symmetrical
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Tables 7:

Reports(x) Companies(f) Fx c.f fx2

0 7 0 7 0
1 5 5 12 5
2 12 24 24 48
3 4 12 28 36
4 11 44 39 176
5 1 5 40 25
6 1 6 41 36

SUM 41 96 -- 326

No of companies=41No of Reports=96

Average number of Reports =96/41Mean = 2.34146

21  observation lies in the 3  class corresponding to 2, so Median = 2st rd

Mode= Most frequent value in the data set
As there are 12 companies which have 2 reports s Mode = 2

Descriptive statistics

Statistic Mean Median Mode Maximum Minimum Skewness Range Standard deviation

Findings 2.34146 2 2 6 0 Approximately 6-0=6 1.57123
symmetrical

Internal Audit function without CFO and the external Internal Audit Function: In-house audit department is
Auditors was satisfactory as 87.80% responded positively established in 87.80% companies averaging 26 employees
where as 12.20% fails to comply with, which demands in the department. The numbers differ with the size of the
further improvement. organization. 7% companies replied that they out sourced

There shall be an Internal Audit Function. The HIA internal audit function 78% as no, whereas remaining did
shall  have  access  to  chair  of  the  Audit Committee. not  provide  the  information regarding to the query.
The company shall ensure that internal Audit Reports are Most of the companies have their own internal Audit
provided for review to the external auditors. The Auditor departments which out questions the liaison officer. There
shall discuss any major findings with the audit committee, is only one company where this duty is performed by CFO
which shall report matter of significance to the Board of and in two companies by HIA. As per the requirement of
Directors. The question was asked “In addition to review CCG, in 93% companies the head of internal audit has
of financial statements, how many Internal Audit Reports access to chair of the audit committee. All companies are
were presented to the Audit Committee by the Head of fulfilling CCG’s requirement that “The Company shall
Internal Audit?” Results shows that 96 reports were ensure that internal audit reports are provided for review
presented at all by the 41 responded companies averaging to the external auditor. The auditor shall discuss any
(Mean) 2.34 per company. 07 (17.07%) companies fail to major findings with the audit committee which shall report
report where as number of reports of 58.54% of total matter of significance to the BOD. However, only 43.90%
sample is less than Mean value (Table 7). Although, this company’s auditors reported significant matters to the
is not a compulsion by SECP but, it shows the audit committee on the other hand 56.10% fails to comply
ineffectiveness of the role of audit committee and the with the Codes of Corporate Governance.
Internal Audit Function. Only in 41.46 % responded
companies, the reports presented for review were above External Auditors: All (100%) of the companies have
the market bench mark (Mean value). appointed   their   external   auditors   as   per  guidelines
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contained in Clause (xxxvii-xxxi) and 73.17% of the The findings of this study with positive aspects
companies have also appointed separate management along with shortcomings in some areas of Corporate
consultants to advise them on the matters others than Governance in financial sector of Pakistan are summarized
audit. About 7.31% companies failed to provide below. The study will help the policy makers to have a
Management letter to the BOD within 30 days from the deep insight in to the present state of corporate
date of the Audit Report and 9.76% provided no response governance in this sector.
which is providing clear evidence of non-compliance CCG. There are all signs of increasing awareness towards
Only 70.73% companies discussed the Management letter the rights of the minority shareholders, as 17% of
at the Audit Committee/BOD and response was sent to respondent companies have minority shareholders
the Auditors, that is an appropriate response to the contested election for a director’s slot on the board.
requirements of CCG. According to the CCG the company Similarly 71.55% of the directors of the responded
shall require the external auditor to attend the Annual companies have  independent  non-executive  directors
General Meeting. Despite of CCG requirements, 17.07% of (as per their claim) on their board of directors that shows
the external auditors or their representatives fail to comply the commitment towards compliance. Similarly the
with it. frequency of board meetings per year is above the

Compliance with the Code: The companies published and About 68.61% of respondent declared that the audit
circulated a statement along with their annual reports to committee members are NEDs. 22% of the respondent
set out the status of their compliance with the best companies reported that dissenting notes from directors
practices of corporate governance. The companies also were recorded in the minute books, which is an
ensured that the statement of compliance with the best encouraging sign. Likewise 12% companies reported
practices of corporate governance is reviewed and about Directors filing of objection cases with SECP for not
certified by statutory auditors, where such compliance recording their dissention notes in the minute books,
can be objectively verified, before publishing the report. which shows the satisfactory execution of duties on the

For question regarding number of employees, part of Independent None Executive Directors. Audit
turnover and total assets of the company, only 4 (09.76%) committee composition is aligned with the CCG
companies responded with partial information. Remaining requirement with 80.49% of the respondent companies
37 (90.24%) respondent companies fail to answer this reply that chairman of the audit committee is NED.
question. It is suggested that companies must be made There is also deficiency in compliance with corporate
bound to provide these information as a part of report on governance code. As 10% of the respondent companies
CCG in annual reports. All of the respondent companies have directors who are serving in more than ten boards at
acknowledged the significance of the implementation of a time, which is against the spirit of CCG. With reference
the CCG contribution also towards the improvement in to the desired qualification for the company secretary set
their operational and organizational efficiency without by the CCG, 78% are university graduates with relevant
facing any problem in implementing the requirements of experiences. Only 22% companies are fulfilling first and
CCG. However no proposal from any of the sample second criteria. A lot of improvement is required in this
company for further improvements and effectiveness of area. CCG requires that Audit committee shall meet at least
the CCG. once in a quarter. The results shown by this study are

Conclusion and Recommendation: The banks, insurance companies’ directors did not disclose their ownership
companies and non-financial banking companies play a interest in the respective companies. Although the
central role in the emerging markets. Keeping in view the number is low, yet it’s against the spirit of CCG and
importance of financial sector the study reviews the Companies Ordinance 1984. 4.88% of the responded
recent reforms and literature related to corporate companies failed to disclose the independence of external
governance. The purpose of study was to explore the auditors, which is an obvious violation of the requirement
areas for improvement after analyzing the current status of Codes of Corporate Governance and Companies
of corporate governance in commercial banks, insurance Ordinance 1984. 51.22% of the respondent companies
companies and non-banking financial institutions. failed  to comply with requirement of “meeting the external

required number of the code of corporate governance.

slightly short of required level. 17% of the respondent
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auditor with the members of the audit committee without 11. Cheema, A., F. Bari and O. Siddique, 2003. Corporate
CFO and head of internal audit at least once in a financial
year.” A question was asked from the respondent
companies regarding to the number of employees,
turnover and total assets of the company. Only four
companies responded with partial information. Whereas
remaining  37  companies  failed to answer the question.
It is suggested that companies must be enforced to
provide the information as a part of “report on CCG” in
annual reports.

It is Recommend that SECP should prepare, every
year, a summary report based on annual reports submitted
by companies on compliance with the code of corporate
governance. Such a summary should be presented at
commission’s  meetings  and  made  available  publicly.
There should be a cell within SECP which would take
proper and corrective measures in this regards.
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