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A GOVERNANCE INDICATOR FOR SMALL AND MEDIUM-SIZED
ENTERPRISES

Enrique Yacuzzi (Universidad del CEMA)

ABSTRACT

A governance indicator for Small and Medium-SizetdeEprises (SMESs) is presented.
The indicator adopts stakeholder theory in selgciis elements, which also include a few
general governance principles as well as boardifest

The paper reviews main governance indicatorseieit the literature, which are mostly
applied to publicly traded firms. It then proposespecific indicator for SMEs which, in general,
are private. The indicator takes into account—nsitructure—the evaluation style of National
Quality Awards, as a pattern to measure, by assigooints, a great number of variables.

Governance variables included in the indicatoe @rouped into areas, themes,
dimensions and elements, in order to make thematiperand measurable. Measurement is
performed by means of a questionnaire—reproducexth agppendix—with nominal and interval
scales. Maximum scores for each question are as$ifmilowing multiple attribute decision
theory. The article concludes with reflections ba imeasurement problem in the social sciences
and final thoughts on the characteristics of tteppsed indicator.

The paper, based on Yacuzzi (2007), is part ofragang research project. In this new
version, several sections of the original work hagen improved, others have been deleted, and

the questionnaire has been modified in order torparate the experience of different users.

JEL: G34, M10.
Keywords: Corporate governance indicator, stakeholder thdmogrds, principles of corporate

governance, multiattribute decision theory, measer# in the social sciences.
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[. INTRODUCTION

This article presents a governance indicator foralbmand Medium-Sized
Enterprises (SMEs). The paper, based on Yacuzfi7(2@s part of an on-going research
project. In this new version, several sectionshef original work have been improved,
others have been deleted, and the questionnairbdemsupdated in order to incorporate
the experience of different users.

The specialized literature deals with a great ward governance indicators and
indexes currently used in the world; however, nmafsthem are indicators and indexes
designed for studying the governance of publichdéd firms, while most SMEs are
private firms.

The paper defines the concept to be measured—SMé&rmgnce—and it offers a
list of its main elements. Many of these elemenii$ become parts of the designed
indicator. Unlike a great number of existing indara and indexes, which utilize finance
theory to choose its elements, our indicator adsfakeholder theoryo this end. The
indicator elements also include a few general guece principles, as well as board
characteristics and work style.

The profusion of resulting elements makes thisaatdir a practicathecklistof
desirable features for the governance of SMEs. &aliewing the indicator elements,
business firms and their directors and managers amarsolidate SME governance
principles and practices: thus the indicator bemeontinuous learning mechanism. It
can also become a basis for systematic evaluatidBME by credit institutions and
capital markets.

A section of the paper refers to Nacional Qualityards (NQA). These awards
use a complex system of numerical evaluation, witigreat number of managerial,
leadership, and results variables, including bathricial and non-financial results. The
proposed indicator takes into account—in its stiglg, not in its content—the evaluation
method of NQA, as a pattern to measure, by asgigmimts, dozens of variables.

The indicator turns variables operational by gingphem into three areas, 16

themes, 51 dimensions, and 103 elements. Varighleshus be measured. Measurement



is performed by means of a 84-question questioaraieproduced as an appendix—with
nominal and interval scales.

Maximum scores assignable to questions are detedmay applying multiple
attribute decision theory. In the last analysise thdicator's total score allows a
hierarchical order of firms according to the quabt their governance. Under this light,
it is legitimate to determine element weights oa ltlasis of preferences explicitly posed
by governance experts. A detailed section expldiesnethod to determine questionnaire
scores.

We also reflect on the problems of measurement jastfy the technical
approach taken, as well as the importance of rigedlyodefining and measuring variables
of interest. The final section looks deeper inte tise of a great number of variables to
build our indicator, and on the relative weighitefelements.

The indicator systematize diverse theoretical sssirand turn them into an
internal and external benchmark of SME governaAsesuch, it allows a follow-up of
key variables through time. The indicator is, imi&idn, an inventory of useful principles
and practices, which orient organizational learnamgy SME’s governance and help to
monitor its development. It could also serve askment that contributes to create a

firm’s credit profile.

[I. THE CONCEPT OF GOVERNANCE

We must agree, to start with, on what concept adicator will measure. In
Figure 1 we reproduce some definitions from Apré2i207 a), which we adopt in this
work: governance, private sector governance,saakieholdersOf particular interest are
the words In italics, since one way or another thall become elements of our
governance indicator.

SMEs have simple governance structures when comhpéte public, large firms.
Nonetheless, they must adhereptinciples, rules, procedures and good practides
good management; likewise, they must henachanisms for representation and vatk;
of its actors must assume thewmpromises and responsibilitidgaders must manage
(or, better still, avoidonflicts of interest among managers, creditorsness and other

stakeholdersand they must imposeontrols, incentives and performance standgns



the organization’s participants.In addition, directors and managers must exercise

authority indecision processes.

Governance: By “governance” we are to understand a field ofriéay and practice
whose main tasks are:
(@) the search ofprinciples, rules, precedures and goquractices that allow
organizations to be efficiently run within currénstitutions, at a certain date;
(b) the design ofmechanisms of representatjdegitimate modes of wielding power
enforcement of rules and procedures, accountabilitytrol, incentives and standards
of performancéo be applied to organizations;
(c) the efficacious pursuit of goals and missidrat ftem from the foundational charter
and statutes of the organization. (Apreda (2003}, )p
Corporate governance: By corporate governance is meant the governanchkinnjit
corporations and nearly alike organizations (incigdstate-owned firms) that brings
to focus the following subjects:
e Ownership structure
* Company'’s founding charter, by-laws, statutes, eodes of good practice
« Board of directors and trustees; allocation of amhtlecision rights
« Managers’ fiduciary duties towards owners and thmianagement decisio
rights
e Investors’ property rights and protective covenants
e Conflicts of interest between managers, creditoosyners and other
stakeholders
« Managers’ performance and incentives
« Rent-seeking and soft-budget constraints
e Production and disclosure of information to marketgegulators and
stakeholders
« Accountability to regulators, stakeholders and stoes
* Private, public and global gatekeepers (reputatimermediaries)
« National and international institutional constrairfthe Judiciary, traditions,
regulations and law enforcemenr{)\preda idem pag 6)

>

Stakeholders: An economic or political agent is astakeholder” of a given
organization when the following two conditions anet:
e The agent has a right to claim something from tlyaoization, in a persiste
way through time.
* The agent is affected both by success of the argian and by its failure in
his or hers transactional environments. (Apred@®724), p. 10.)

=]

Figura 1. Some important definitions. Source: Apreda (2003087 a) (italics added.).

The organization’s foundational chart and its coflegood practices have also
been considered at the time of designing the imolicdoards—particularly—and the
allocation of rights in control decisions and masragnt decisions are an important

chapter of the indicator, and so are the producsiod timely diffusion of information



(“transparency”) and compromise and responsibililaccountability”) towards
regulators and stakeholders.

In this work, we adopt a governance approach fatwusestakeholderssuch as
that described by Clarke (2004 b) and Blair (2004¢cording to this approach,
governance must promote harmony among diverseestier through the work of
directors and top management. Our choice doesnmalyj naturally, that we ignore the

relevance of general governance principles andhtbertance of boards.

We make no reference to important topics in “clasgpvernance”, such as
ownership structure, property rights and protectiegenants for investors. We do not
deal either with tunneling, soft-budget constrainbpportunistic rents. The reason is that

these topics are not so critical for SMEs today.

IIl. THE MEASUREMENT OF GOVERNANCE 2

Governance must be measured if we are to mongodevelopment. Different
paths have been taken in order to measure it. Apf2@03 a) mentions three approaches
considered in the literature: econometrics, thati$eto a governance index; comparative
economics; and the governance slack model (Apr&@i@2), (2003 b)). These approaches
were originally thought of for large enterprisesit there is in them a core of concepts
that can be equally applied to smaller firms. Faaireple, Gompers et al. (2003) show,
among other findings, that corporate governancerbes stronger with corporate by-
laws, and they highlight the role of the board asnanitor to top management.
Comparative economics focuses on the importanceinsfitutions. Finally, the
governance slack model is a conceptual framewodt #nhances management’s
accountability.

More recently, Apreda (2007 b) has developed thst ftardinal, weighted
governance index that appears in the specializecature. This index applies both to
publicly-owned firms and private firms. Unlike ondil approaches, the index takes a
guantitative approach, with explicative factors amdweighting system. It uses six

categories of variables: the board, the sharehsldbe governance architecture, the

2 Esta seccion se basa en Yacuzzi (2005 b).



management, the creditors and thatekeepersand regulators. The six families are
composed of 39 variables, although the autor makes that, in practical applications,
analysts and econometricians will be able to shottee list on the basis of variable
tractability, its relevance, research costs onstteal adjustment. Many of the model’'s
variables are not derived from statutory clausddrom practical governance issues and
regulatory practices.

In general, these concepts are as relevant foiqfitshs as for private SMEs. In
addition, general principles of governance, suc®BED (1999), Corporate Governance
Committee (2001), and the Combined Code on Corpdeatvernance (2003) can serve
as a basis for the creation of new indexes, afdgkd® all kinds of organizations.

Indicators should have a series of qualities: bantjfiable, easily measurable
through time, presumably relevant for financial fpenance or risk; they should be
supported by accesible and complete data setsthaydshould be articulated by bodies
of leading advisors (Foerster et al. (2004)). l&@dbpresents four alternative indexes and
their components. Foerster et al. (2004) offeraemponents. Davis Global Advisors
(2002) make an internacional comparisson of gover@apractices in eight central
countries. Their Leading Corporate Governance htdis (LCGI) are designed to give a
unique indicator for each country. Creamer et2004) measure corporate governance
through variables that include insider ownershgmrd structure, institucional ownership
and country-level corporate governance indicatémstitutional Shareholder Services
(2002) has issued a governance index called Cam@avernance Quotient (CGQ) for
Institutional Investors. CGQ constructs indexes tba basis of up to 61 variables,
classified in eight areas. More than 7500 compaare<slassified.

This revision of indexes, albeit incomplete, shatsssariety and a common core
of variables that consistently appear: the bodre ,GEO’s dual role, property rights and
vote, among the most important. These elementseshapr development of a SME
governance indicator.

Studies on the relationship between governance perdormance at large
enterprises use some measure of governance qumbtyler to establish the strength of
this relationship. Yacuzzi (2005 a) reviews somehafse studies, published in the last

few years. We highlight a study by Gompers et2008). By using the impact of more



than 20 provisions, described in Table 2, the astionstruct a governance index that is
used as a proxy for shareholders’ level in soméXIBths during the 90’s. Their general

conclusion is that those firms with stronger righése greater value, more benefits and
greater sales growth; in addition, these firms slesg capital expenses and make less

corporate acquisitions.

Foerster et al. (2004) Davis Global | Creamer et al (2004)| Institutional
Advisors (2002) Shareholder Services
(LCGI) (2002) (CGQ)
1. Size of Board 1. Best practice 1. Insider ownership| 1. Board of directors
2. Degree of board codes 2. Board structure: 2 Audit
independence 2.Nonexecutive * outsiders on '
3. Degree of independence for directors the board 3. Charter and by law
nominating, compensation| 3.Board  board size provisions
and audit committees independence « double role of .
4. Separation of positions of | 4.Split Chairman/ CEO 4. Takeover practices
Chairperson and CEO CEO 3. Institutional 5. Executive and
5. Director ownership 5. Board ownership director compensation
6. Dilution rate of committees 4. Corporate .
executive/director stock 6.Voting rights govre)zrnance 6. Pr(_)gresswe
option plans 7. Voting issues indicators at the practices
7. Dual class share structure| 8. Accounting country level: 7. Ownership
8. Percentage of common standards . efficiency of . .
shares owned by significant 9.Executive pay the judicial 8. Director education
shareholders 10. Takeover system
9. Number of directorships per barriers « rule of law
director e risk of
10. Percentage of directors who expropriation
own more than $50.000 « risk of contract
worth of shares repudiation
* corruption
* quality of
accounting
system
* legal system

Table 1.Components of a corporate governance index, froraratauthors.



IV. SME GOVERNANCE AND ITS MEASUREMENT

SME governance faces particular problems and ctearstics that are treated in
the literature’ Main characteristics are: lack of material, finah@and human resources,
limited managerial resources, less qualified paregnlack of strategic vision and long
term plans, old ways to organize work, lack ofriragy policies, scarce information on
markets and technologies, lack of innovation capgaBiue to these characteristics, and in
spite of the importance of governance in el thesttgyment of a market economy, SMEs
are possibly at a disadvantage to obtain the napesssources and develop a corporate

governance structure.

Governance Provisions

Delay e Supermajority

» Blank check ¢ Unequal voting

» Classified board Other

» Special meeting e Anti-greenmail

*  Written consent « Directors’ duties
Protection e Fair price

» Compensation plans * Pension parachutes

e Contracts e Poisson pill

* Golden parachutes »  Silver parachutes

* Indemnification State

* Liability e Anti-greenmail Law

* Severance ¢ Business Combination
Voting Law

* Bylaws e Cash-Out Law

» Charter « Directors’ Duties Law

e Cumulative voting e Fair Price Law

e Secret ballot e Control Share Acquisition

Law

Tabla 2. Governance provisions. Please see Gompers eD8B)2or details.

Conceptual frameworks originally built to understarand improve the
governance of publicly-traded firms must be adajtegplied to SMEs. There are clear

differences between large firms and SMEs, for eXxamip the amount of disposable

% Yacuzzi (2005 a, Apendix A) provides general chemastics of SMEs around the world and, in
particular, in Argentina.



resources and in the relationship between sharefmldnd managers. A promising
approach, of immediate relevance for SMEs, is psedoby Gabrielsson (2003), who
identifies the tasks of a value-creating board wvitie help of four theoriesagency
theory, stewardship theory, resource dependencgryhend stakeholder theoryThese
theories provide complementary prescriptions alibet ways in which boards create
value, such as the creation of business opporésnand the deployment of required
resources.

The study of boards, a core topic in the governarfdarge enterprises, is also
key in the study of SME governance. GabrielssorugdH(2004) recommend that SMEs
recruit external directors, for a number of reas@s the basis of 53 studies of external
directors in SMEs, the authors show how agencyrtheaesource based theory (RBT)
and resource dependency theory help to underskentbles that external directors play
at different firms, including family firms and veme capital firms. At any rate, different
theories provide different perspectives on the ephmof external director, and these
differences must be considered when judging the ebthese directors.

Contingency theory plays an important role in thedg of management and
governance. Huse (2004) presents a corporate gavegrframework from a contingency
approach. Among other important context factors, dathor identifies the national and
cultural environment, size and board behavior. portant contingency factor is the
country in which the company operates (Steger (PO0d general, SMEs have simpler
governance structures than larger firms, and itgeg@ance themes are also simpler
(IBRF (2002)).

V. A BACKGROUND ELEMENT FOR OUR INDICATOR: THE
NATIONAL QUALITY AWARDS *
The governance index we propose is complex, duétstdarge number of
elements. Ideally, we would like to have a simpte&’egnance measure, but this is not
possible today. There are equally complex indicaiiorareas other than governance. One

* This section is based on Yacuzzi (2006).



of them is the measurement of leadership, managesystem, and performance that is
included in many quality awards, such as Argensiféational Quality Award.

A fundamental idea behind these measurement syssethat “things that matter
must be measured.” This is a century old ideaaitytproposed by Lord Kelvin:

"When you can measure what you are speaking alamat,express it in numbers, you know
something about it; but when you cannot measurghign you cannot express it in numbers, your
knowledge of it is of a meager and unsatisfactangkit may be the beginning of knowledge, but
you have scarcely, in your thoughts, advancedthéostage of sciencé.”

If a company’s strategy emphasizes customer aarexhmple, measures of how
the customer is being treated are fundamentalhémtsthe Award’s metrics define in
detail measurement criteria, and suggest the neethdltiple measures, both financial
and non-financial. With small changes, these qualiteria and measures can be applied
to SMEs.

VI. MEASUREMENT IN THE SOCIAL SCIENCES
Some variables, such as temperature and area,ecabjéctively and precisely
measured. In management research, however, therauadreds of variables, such as
compromise or leadership, that are subjective affidudt to measure. How do we handle
such abstract concepts and measure them? We anlgmealong their dimensions and

elements, in what is called “operationalization”.

Operationalization of variables

Variable operationalization, that leads to the meament of abstract concepts, is
achieved by looking at the concept incorporatedeath variable from its different
dimensions and elements—observable and measutadlas examine, for example, the
operationalization of the concept “position of #raployees in the firm”This concept is
part of our SME indicator and tries to measure diegree of consideration than the

position of employees ocuppy in the mind of a divecBased on the literatifrave

® The Argentine Award is very similar, in general, dther awards, such as the U.S. Malcolm Balrige
National Quality Award.

® Thomson (1968).
" Sekaran (1992).
8 See, for example, Apreda (2003 a), Apreda (200Bla)r (2004), Clarke (2004 b), and Yacuzzi (2005

10



consider that directors concerned about their eyege will share the following general
dimensions:

(1) Salary. They will be concerned about their employees” galavel.

(2) Job security. They will think about providing job security to cant

employees through time.

(3) Working conditions. They will be concerned about offering working
conditions that are attractive and, at least, coaipa to those offered
by other industry competitors. Obviously, they witinsider safety and
ocuppational health.

(4) Training. They will allocate important resources to train éogpes.

(5) Information. They will keep their employees informed about
company-related themes of potencial interest tmthe

(6) Feedback. They will promote the creation and maintenanceystesms

that collect personnel opinions and complaints.

Governance dimensions at SMEs

Dimensions (1) through (6) above describe the agesfda director concerned
about her employees as stakeholders. They exglaimeaning of “employee position”
to the eyes of a director, but measuring them requurther examination. One way to
examine a dimension is to divide it in its congiite elements. Constitutive elements are
aspects in which dimensions show up as human bahaviadministrative facts and can
be measured more easily than dimensions. For exaifiple take thesalary dimension
directors’ concern about salary is an abstractwm)e one of its possible constitutive
elements, “the number of times per year salaryllsveonsidered at board meetings”, is
an easily measurable element. Other elements tiggit foe part of the salary dimension
include a percentage comparison between averageysaaid at a firm for a given
position and the average salary paid at the industel for the same position. And so
on.

An alternative to examine dimensions in order t@asuee them is by means of a
guestionnaire with appropriate scales. For instaacpiestion about the salary dimension

might be: “Please indicate the degree of validitlyyfour firm of the following statement,

11



using the scale provided: ‘Salary level is a majoncern of top management in our
company.” And the question would be answered byosing a value from a five-point
scale, ranging from “Absolute disagreement” to “Alose agreement”.

Table 4 presents a list of dimensions for our goaece indicator. Its columns
are: areas, themes, dimensions, and elements. alihe tontents are deployed with
greater detail in the questionnaire (Appendix), chhallows the calculation of the SME
governance indicator's valdeGenerally speaking, each question correspondsné o
element, although there are some exceptions. Ntbtatehe dimensions of the concept of
governance cover three areas: General principlg@weérnance, stakeholders and board
work.

By principles of governance we understand “a listhwhe minimum set of
prescriptions for action that emerge from the de$ay governance adopted for a given
organization.*° Themes in this area are: explicit consideratiog@fernance, provision
of information, directors’representativeness andClality. Of particular importance in
the explicit consideration of governance are coofegood practice. There are various
elements in the area of provision of informationyt lworth of attention are the
mechanisms that give informative transparency & dfganization, both in accounting
matters as well as in the diffusion of its gengrains and achievements. The elements
“directors’ representativeness” and “CEO dualitgpaar frequently in the literature (See
Apreda (2007 a)).

The stakeholdersarea gets much room among the elements that dSiME
governance and its measurement. This should come ssrprise, since this work adopts
stakeholdetheory as the solution to the “dilemma of how tos$a the competing claims
of shareholders and the other stakeholdEr€rarkson (1994) characterizes this theory
as follows: “The firm is a system of stakeholdepemting within the larger system of
the host society that provides the necessary gdlmarket infrastructure for the firm’s

activities. The purpose of the firm is to createaltre or value for its stakeholders by

° The questionnaire is fundamentally based on theviing sources: CEF (ca. 2005), Gabrielsson (2003)
Blair (2004) and Clarke (2004 b).

19 Source: Apreda (2007 a), p. 24.

1 Clarke (2004 b), p. 189.
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converting their stakes into goods and servi¢é$fom a more economical approach,
Margaret Blair adheres to the position that considiems as institutional arrangements
designed to regulate relationships among all patieat contribute to wealth creation
with specific assets. “Put more simply, corpora&sources should be used to enhance the
goals and serve the purposes of all those who lrale something invested and at risk in
the enterprise®® The stakeholders that we consider in our indicddr into this

characterization.

2 Quoted by (2004 b), p. 195.
13 Blair (2004), p. 183.

13



Area Themes Dimensions Elements
Explicit Explicit document on the importance of governance 1
consider- Documental (15)| Section on governance in the annual memory 2
ation of Adoption of a code of good practices 3, 4
governance | Organizational | Appointment of a person to follow-up governance
(130) (115) measures 5
Transparency Actualization of accounting criteria 7
Information | criteria (12) Information on future performance objectives 8
provision Appointment of a person responsible for informatiop
General (40) Organizational | provision 6
principles of (28) Existence of a mechanism to answer inquires from
goverance (200 stakeholder®
Directors’ The CEO or his family occupy positions on the board
representa- | Family 10
tiveness (15)] membership (6) | Whether the CEO and the chairman of the board
(Optional belong to the same family or group of control 11
theme) Independent Existence of independent directors 12
directors (9) Whether the chairman of the board is an independent
director 13
CEO duality | CEO duality (15)| Whether the CEO is a permanent director 14
(15) Whether the CEO is concurrently chairman of the
board 15
Search for Search for value creation 16
economic benefit Search of benefit for the shareholder 17
(155) Search for future income 18
Information Information that goes beyond that required by |&w 1
transparency to | Scope of accounting and other information 19
Sharehold- | shareholders (30) Reports requested by minority shareholders 21
ers’ position ") ack of Lack of complaints from shareholders not in the
(230) complaints (15) | board 20
Stakeholders Control rights Minority shareholders take part in setting agen®la 2
(500) (30) Veto rights of minority shareholders 23
Average difference, in percentage, between
Salary (40) company’s salary and industry’s salary 24
Frequency of salary discussion at the board 24
Employees’ | Job security (12)| Rate of new job creation 25
position Turnover rate 25
(80) Indicators of safety and occupational health 26

Working hours 26

Working

Benefits 26

conditions (12)

Cafeteria at the plant 26

Recreation area at the plant 26

Table 4. Indicator's dimensions and elements. Numbers betwaackets show the
maximum score allowed. Numbers in the rightmostiewi refer to the question number
corresponding to each element in the questionnaire.

14



Area Themes Dimensions Elements
Average number of job-related training hours peary
per employee 27
Training (8) Average number of job-unrelated training hours pe
year per employee 27
Existence of information channels for exclusive ake
Employees’ employees: newsboards, newsletters, etc. 28, 29
position Utilization of information channels: yearly numbur
(80) (cont.) | Information (4) | informative actions of prioritary or exclusive ingst
to employees 28, 29
Existence of systems for transmission of employee
Feedback (4) complaints and opinions 30
Degree of utilization of complaints and opinion
system 30
Product and service quality 31
Quality (20) Garantee policy and aftersales service try to aehie
customer’s royalty 34
Price (10) Greatest possible value 32
Least possible price 32
Customers” | |nformation (15) | Truthful publicity 33
position (55) Complete information on products and services 33
Existence of complaints 35
Existence of lawsuits against the firm 35
Stakeholders Feedback (10) Existence of a system for handling claims 35
(500) _ Existence of a system to know customer opinion 35
(Cont.) Economic Annual gross sales 36
competence (14)
Cash flow Application of modern techniques 37

(1%

management (5)

Position of Broad, updated, transparent 39
banking and | Financial and Available on Internet 39
non-banking | other Possibility for creditors to participate as obseswvat
creditors information (3) | meetings 40
(25) Existence of lawsuits from creditors against thenfi
Complaints and | 38
lawsuits (3) Existence of complaints from creditors against the
firm 38
Contractual Payment according to contract terms 44
Suppliers” | conditions (25) | Search for a long-term relationship 41
position (55)| Supplier Supplier development programs 43

development
(15)

Training of suppliers to improve quality 42

Complaints and
lawsuits (15)

Existence of lawsuits from creditors against thmfi
45

Existence of complaints from creditors against the

firm 45

Table 4 (Cont.).Indicator’s dimensions and elements. Numbers leatviaeackets show

the maximum score allowed. Numbers in rightmostrom refer to the questionnaire.

15



Area Themes Dimensions Elements
Job creation (2) Existence of an explicit policyjali creation 46
Facilitating Adequate supply of information requested by
government government organs 48
action (6) Facilitation through publicity campaigns of
Position of government actions aimed towards general welfarg
government (for example, towards heath care) 47
(10) Enhancing Supply of relevant information to strengthen free
industry competition in industry 49
transparency (2)
Resource investment to strengthen facility and
operational safety 50
Facility and Collaboration with insurance companies and industry
operational chambers to improve safety and ocuppational heal
Stakeholders safety (35) 52
(500) (Cont.) Consultation with experts on industrial safety &ad
social impact 51
Provision of information to authorities on healtida
Position of | Information (4) | safety 53
s;)ciety and Provision of information to the public on topics of
the

environment
(45)

general interest 53

Environment (4)

Savings in natural resources 55

Campaigns to avoid damaging the environment 54

Diffusion of social policies to protect the envirnant
54

Initiatives of
corporate social
responsibility (2)

Existence of a policy of corporate social respaitisib
56

Concrete actions of corporate social responsibiigy

Board's work
(300)

Board’s
routine (20)

Meetings (10)

Meeting frequency 57

Presence of top management at meetings 58

Existence of fix rules for meeting call, agenda
distribution, preparations, etc. 62

Division of labor

(6)

Division of labor among directors 59

Division of labor between the board and the CEO 6

Evaluation and
follow-up (4)

Existence of rules on evaluation and follow-upha t
board’s decisions 61

Existence of annual evaluation of the board’s vé®k

Existence of evaluations of the board’s work alter

each meeting 64

0

Table 4 (Cont.).Indicator’s dimensions and elements. Numbers leatviaeackets show
the maximum score allowed. Numbers in rightmosiirom refer to the questionnaire.
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Area

Themes

Dimensions

Elements

Board’s work
(300)
(Cont.)

Knowledge (90)

Ability in areas of knowledge relevant to the fih

Familiarity with industry conditions 66

Familiarity with firm operations 67

Preparation for board meetings on the part of thirsc

o

ent

Ability and | Compromise 68
compromise | (45) Compromise during board meetings 69
(160) The board searches for strategic information bsjfits
Information (25) | in addition to that received from top management 7
The board makes acute questions to top managem
on their proposals 71
Variety of Existence of various types of directors at the 8d&
director’s types
2
(Optional
theme)
Board’s Conflicts of Cases of conflicts of interest in a transactior tha
composition | interest (25) involves directors 73

and behavior
(35)

Disciplinary
measures (4)

Disciplianary measures against the board or the
management in the last three years 74

Disciplinary measures against directors for violgti
their fiduciary duties in the last three years 75

Management
evaluation (4)

Managers salary is linked to their performance 76

Existence of a board’s agenda on the evaluatitimeof
management 77

Iniciative (12)

Iniciation of decisions on marketsistomers,
employees, products, technologies, budgets, etc. 7

[e]

Ratification of
decisions (8)

Ratification of decisions taken by managers on
markets, customers, employees, products,

=

Control and technologies, budgets, etc. 79
monitoring | Support (10) Support to managers for implementiegjsions on
(35) markets, customers, employees, products,
technologies, budgets, etc. 80
Monitoring (5) Monitoring of decisions on marketsistomers,
employees, products, technologies, budgets, etc. 8
Advice (26) Advice on issues related to adminigiratlegal,
Advice and economic, financial, technical, marketing aspests,
networking 82
(50) Influence on important parts of the environment to
Lobby and reduce uncertainty 83

corporate image
(24)

Influence on important parts of the environment to

support the firm and enhance its image 84

Table 4 (Cont.).Indicator’s dimensions and elements. Numbers lmtveackets show
the maximum score allowed. Numbers in rightmosirom refer to the questionnaire.
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The area of board work, finally, is based on stsidiech as Gabrielsson (2003),
which highlight directors” work as tools for valuereation that improve SME
performance. The relevance of the board’s work aabe overlooked. A company’s
good performance is related to the quality of @ard s work.

VIl. SCALES AND MEASUREMENT

Having organizad concepts on the basis of the iatem of theories, consultation
of experts and executives, and inquire into orgations, they must be measured, in order
to determine the intensity of opinions, perceptj@m attitudes of those interviewed.

Concepts are measured with scales. In the quesii@we propose to obtain the
governance indicator for SMEs, we include 70 qoestito be answered by interval
scales and 14 questions to be answered by nonivias( or “No”) scales. Nominal
scales present no difficulties, except in scorégassion, a topic we treat in next section.
Here we focus our attention on the characteristicbe interval scale we use.

A typical question to be answered with a scaleruatieis shown in Figure 2. The
guestionnaire heading is reproduced, indicatingdider number of the question, the
guestion itself, its possible answers and the sessggned to each one; in addition, a
column allows registration of the score that besftects the company’s situation.
Question 1, “Has your company issued some docuriettexplicitly hightlights the
importance of good governance?”, corresponds, diated, to the area of “general
principles of governance”, that has a maximum gmesscore of 200 points, and, inside
that area, the question corresponds to the thexdic# consideration of governance”,
with a maximum possible score of 130 points. (Thethod to assign scores is explained
in next section.) Possible answers and their mgarane the following:

» Strong “No”: No, and so far we have not considered the issue.

«  Weak “No”: No, but we are considering the issue.

* Implementation: No, but we are in the process of implementation.
 Weak “Yes”: Yes, recently.

» Strong “Yes”: Yes.
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Num- Questions Answers and assigned score Your
ber firm’s

score
1. GENERAL PRINCIPLES OF Strong | Weak | Imple- | Weak | Strong
GOVERNANCE (200 POINTS) No™ | “No” | menta-| *Yes’ | "Yes

tion

a) Explicit consideration of governance (130 poinjs

1 Has your company issued some documerid 25 5 6.5 7.5
that explicitly hightlights the importance pf
good governance?

Figure 2. Reproduction of a question from the questionnaiseduto obtain the
governance indicator for SMEs.

A score is assigned to each answer. This assignim@ot necessarily lineal, but
reflects the way of thinking of the decision makeigovernance expert that designed the
guestion. It is based on a utility function asstedawith the existence at the firm of an
explicit document dealing with the importance of/gmance. This function is presented
both as a table and as a graph in Figure 3.

For the first points in the scale, utility (valuegcreases linearly, with a growth
rate greater than for higher values; for higheruga) the growth rate flattens. This
implies that a decision maker highly values everalbefforts to apply governance in
SMEs, while—relatively speaking—he gives less inweatal value to higher scores.

Other questions have assigned scores that are lmasedility functions with
different forms. Consider question 65, for exampledicate your degree of agreement
or disagreement with the following statement: “Hoard has general ability in at least
two areas of knowledge that are relevant to thme’firwhich accepts as possible answers:

* TD: I amin total disagreement with this statement.
« D: lam in disagreement with this statement.
* N: I neither agree nor disagree with this statement.

* A: | agree with this statement.

TA: | am in totalagreement with this statement.
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Scale | Assigned Utility function of the element "Explicit
pol'”t Scé”e document on the importance of
5 o5 governance
3 5
4 6.5 8 .
5 7.5 o .
=B
@ 5 %
T 4 + Aszsigned scare
&3
=
-a 2 '
4 1
I:I = 1 T
0 2 4 G
Scale points

Figure 3. Utility function that justifies the score selectionquestion 1.

Scores grow very slowly for the first three poimisthe scale, and then they
explode, as seen in Figure 4. This functional shiaflects the conviction, on the part of
the expert that graduates the scores, that “& hibility” is not worth much, because a
critical mass of ability is required to make areeffve board.”

Finally, questions such as number 27, “Indicaterydegree of agreement or
disagreement with the following statement: "My camyp devotes important resources to
train its employees”, which accepts as possiblevarssthe same alternatives recently

considered, receive a score that grows linearlg, @, 6, and 8.
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Scale | Assigned Utility function of the element "Ability
points | score in areas of knowledge relevant to the
1 O ﬁrmll
2 2
3 5
4 15 35
5 30 o 0 %
E 25
20
kS + Assigned score
= 15 o
=
w 10
£ 5 N
0 — :
0 p 4 B
Scale points

Figure 4. Utility function that justifies the choice of scoi@ question 65.

VIIl. DETERMINING THE QUESTIONNAIRE SCORES

Let us analize with greater depth questionnaies: Even if every question
were perfect and free from measurement errors (&sipte features), and even if all
important dimensions and elements were included,imelevant ones excluded, we still
would have to deal with the hard problem of assignmportance to each question and
to the sections in which questions cluster. In otherds, in designing a measurement
instrument, proper weight must be given to scoeslgation.

In this work we calibrate maximum scores in eaattise by using a preference
function with multiple attributes. This method, avéhough it does not completely
eliminate arbitrary scoring decisions, is basedsgstematic questionning to decision
makers and governance experts about their prefeseiitie objective of the indicator is,
in the last instance, to establish a hierarchicd¢oamong firms, according to the quality
of their governance. The order is established erbtsis of scores assigned to each firm.

Let us consider the three major areas that detiweecbncept of governance:
principles of governance, stakeholders and theddsawrvork. We must determine the

weight of each area and, to that end, a preferemz#ion is built. At this stage we aim at
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finding weights for each of the three areas; lateg, will find weights for themes,
dimensions, and elements in Table 4.

Maximum scores assigned by the questionnaire ¢b aeea depend linearly on
the values assigned in a preference function. Timgtion will finally establish the
hierarchical ordering of firms on the basis of thgovernance quality. The basic
procedure to determine this preference functiotescribed, and then we apply it to the

assignment of scores to our questionngire.

Step 1. Preference function determination
Preference function P is assumed additive, witHdhma:
P(v1, V2, V3) = WiV1 + WoVo + W33 (Equation 1)
where P is preference, theare the values that the governance expert asighs areas
of the questionnaire, and the, weights for each area. Weights and value funstiane

scaled in such a way that
>w=1 0sw<1 and
v, (bestlevel) =1
Vv, (worstlevel) =0, fori=1to 3, where i is the area.

A frequent doubt is related to the legitimacy lostadditive model. We believe
that it is sufficient to check thdifference independenamndition for each area. This
condition establishes that the magnitud of theedgifice in the intensity of the preference
between two levels in area i does not change wixed fevels in other areas change. Let
us assume, for instance, that a decision makawvén dwo values, ¥= 0.1 and y= 0.7,
where values 0.1 and 0.7 are taken from a 0-1 sbatemeasures the value assigned to
the strenght of the area “principles of governaneced firm; 0.7 is higher than 0.1. The
decision maker is asked to answer if the intensiitiger preference to go from 0.1 to 0.7
is influenced by the fixed levels at other are&s.ofher words, she is asked whether she
would be conditioned, in choosing a firm with begevernance principles, by the levels
of areas “stakeholders” or “board’s work”.) If tlewvels of other areas do not affect the
first area considered, then this area is considéifeetenceindependentrom the rest.

4 The procedure follows in general that describe®biffa et al. (1987), with minor changes in the viay
calculate unidimensional values.
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If the area does not pass the test, we can choasadal that takes into account
interactions among areas, or else areas can bénetiso thadifference independence
is achieved. In our work, we follow the criteria jokt one expert (the author), and the
rationale to justifydifference independendellows

“In the first place, let’s look at the relationstiptween the areas “principles of
governance” and “stakeholders”: a firm with good/gmance must have solid principles
of governance, regardless whether it adopts atuadtifavorable to its shareholders,
employees, creditors, etc. In the second placeislexamine the relationship between the
areas “principles of governance” and “board’s wotké board could function properly,
regardless of the existence of (explicit) solidnpiples of governance. In the third and
last place, let us consider the relationship betwbe area “stakeholders” and “board’s
work”: a board could function properly, be involvedth its work and follow a
reasonable routine of control and networking, rdgms of how the firm, by its
philosophy of governance, considers the positiostafeholders.”

Even though this reasoning is preliminar and cobéd confirmed by better
qualitative and quantitative analisis, Buffa et @987, p. 702) maintain that additive
preference functions are quite robust and, in msdaations, will produce small errors,

even when there is a moderate interaction amoragare

Step 2. Construction of unidimensional value functins

An important problem is that of assigning valuesgbvernance areas, themes,
dimensions, and elements. In what follows, we ohiice a method to evaluate the value
function v belonging to area i. Similar reasoning would allasvto study value functions
for themes, dimensions, and elements of the conde common to establish a 0-1
scale, where 0 indicates the worst level, and & bibst level. These values emerge from
utility functions that will depend on each decisimaker or, in the case of a general use
indicator, on the consensus of the comunity of gaaece experts at a given moment and
place. For this work, we propose the utility funas shown in Figures 5, 6, and 7.

15 Future versions of this indicator should inclugénions of a qualified group of governance expeste
Yacuzzi (2007, section V.2 Appendix V).

23



The utility function of “general principles of govence”, shown as table and
graph in Figure 5, was built so that it reflecte thecision maker’s way of thinking. For
the lower degrees of principle consolidation, tiibty (or value) increases linearly, at a
rate that is higher than that for upper degreasypper degrees, the growth rate flattens.
This implies that (relatively speaking) the deamsimaker values more small efforts
towards SME governance than more advanced enhanteniéne meaning of different
degrees is shown in Table 5. This table is impaoytsince it provides some objectivity to

the search for a preference function.

Degree of Degree General principles of governance:
principle in Assigned utility function
consolidation number value
Null 0 0 1.2
In development 1 0.4
Partial 2 0.7 1 +
Total 3 0.9 *
Level of 0.6
excellence 4 1 " *
% 0&
=
04 #
0.z
I:l T T T T
0 1 2 3 4 s
Degree of principle consolidation

Figure 5. General principles of governance: utility function.

Figure 6 shows the utility function for the stakklers area. It is a linear function,
that so reflects a “democratic” perspective conicgythe importance of stakeholders: all
stakeholders are important, and the questionna@ioges add value whether they are
assigned when considering shareholders or any sta&eholder. The meaning of the

degree of consideration of stakeholders is predent&able 6.
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Degee

Meaning

Null
consolidation

Governance principles are either unknown or nottroead at the firm. There are 1

(o]

references to them in director’'s or manager’s diidgourse; at the most, there are

isolated references.

Consolidation
in process of
development

The topic of governance principles starts to beettgped, with some systematic order.
For example, ad-hoc documents are issued, or sea@eare trainned in governance

themes, or responsible persons are assigned torgmee themes, or the organization

works on a code of good practices. Issues sucheamainagement of information and

the representativeness of directors are given @kalitention.

Partial
consolidation

There are evidences of a significative degree qflémentation in all themes arj

dimensions of the governance concept. For exanmgdarch for an independept
director (so far there were none) has started, de aof good practices has begn

enforced, and an accounting expert has been ctedrao update the delivery (
information to markets.

Total
consolidation

The company displays knowledge and applicatiorobél governance principles at g
levels. Internal and external documentation relatedjovernance is up-to-date a

available; transparency prevails in accounting aperational areas. The board

functions with efficiency and effectiveness ingtsvernance.

Excellence level

The company has not only totally consolidated isegnance principles, but it alg
exhibits its achievements to the industrial comrtyrthus becoming a nacional a
international model. In order to maintain goverreameinciples, methods similar {

d

=+

I
nd

o}
nd
0

those of continuous improvement in quality manag#raee applied.

Table 5.General principles of governance: Meaning of itgrdes of consolidation.

Finally, Figure 7 exhibits the utility function fdhe board’s work. The first points

are not too highly valued: alter all, there aretaierroutines that all boards, no matter

how shallow its work, must adhere to. However, galgrowth with greater slope when

the percentage increases, in order to highlightinif@ortance of a board that performs

tasks that go beyond the minimum practice.

Table 7 shows the meaning of the degree of effec@ss of the board’s work.

Figures 5, 6, and 7, show then three differentifumal forms, corresponding to the

criteria of a decision maker or governance exgentthe basis of these utility functions,

the expert can build tables and assign values.rQteeision makers might have other

criteria, and these could become explicit in othiéferent utility functions.
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Degree Stakeholders: utility function
(Scope) of | Degree,
considered in Assigned 1.2
stakeholders | number value ] _
Null 0 0 i
Minimum 1 0.25 0.8 S
i ]
Medium 2 0.5 8 s
Large 3 0.75 Z +
Maximum 4 1 04
0.2 hd
] T T T T
] 1 2 3 4 =
Degree of amplitude in considering
stakeholders

Figure 6. Utility function for the stakeholders area.

Degree Meaning
Concern for shareholders holds absolute priorityspite of that, there is little
Null or null information transparency, and little or Inopportunities for dissatisfied
amplitude shareholders to manifest themselves or enforce tigits in the context of the
firm.
Concern for the shareholder holds priority, buteotistakeholders, such as
- customers or suppliers, are considered as wellideAom the shareholdef,
Minimum : . o 1A
amplitude stakeholders only get partial attention: fpr exe&ppdamployee_ training is
properly performed, but salary considerations oalitys of working life are
ignored.

. Several stakeholders receive attention from top agament, including
Medium harehold | d liersaduition, f f
amplitude shareholdes, employees, customers and suppliersadtfition, for eac

stakeholder, one or more dimensions are considered.
Large At least five out of seven stakeholders are closédnded to. Atention, in this
amplitude context, means that, for each stakeholder, at l@astor three dimensions are
properly taken care of, and, in each dimension,lumality of elements is
considered.

. All stakeholders are considered in all dimensioRer each dimension, all
Maximum - - . !

: elements receive at least some degree of condmlerat all levels in the firm
amplitude : “ "

there exists a “culture of stakeholders”.

Table 6.Meaning of the degrees of amplitude in the consitien of stakeholders.
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Board's work: utility function
Degree of
effectivenesy Degree, 1.2
of the in Assigned _
board's work| number| value 1 M
_I\!ull 0 0 0a
Minimum 1 0.1 o
Medium 2 0.25 2 06 +
Large 3 0.6 = 04
Maximum 4 1 '
0.2 *
*
0 . . T .
0 1 2 3 4
Degree of effectiveness of the board

Figure 7. Utility function for the board’s work.

Step 3. Determination of important weights for eactarea (w)

The most important area is identified first. Tlasan arbitrary decision, although
it reflects a philosophical position towards gowaree; if necessary, the effect of this
choice can be evaluated through sensitivity analyisét “stakeholders” be our area of
greatest importance. In order to evaluate weights agk the following question:
“Consider firm A, with the worst level in its “praiples of governance”,;v= 0, and the
best level in Stakeholders v, = 1. Consider now another firm, B, with ¥ 1, the best
level for its “principles of governance”. What shdupe level y for this firm B so that
you would be indiferent (as an external expert #nadluates this firm’s governance)
between choosing A or B?

Assume that the answer is ¥ 0.6° i.e, decision maker at firm B is willing to
trade-off part of stakeholders consideration ineordo have perfect principles of
governance. By using equation 1 this situatiorrésented as:

wiv; (worst level of principles) + w» (best level of stakeholders)=

= wVv; (best level of principles) +yx 0.6

1% This means that,v= 0.6 emerges objectively from the utility funetiand the description of degrees in
Table 6. Taking intermediate values is legitimate.
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wiXx0+wxl=wx1l+wx0.6

Rearranging this expression, we have:

0.4w=w,

Equation 2

Degree

Meaning

Null effectiveness

The board has no work routine. Directors do notneliave a cleaf
conciousness about their role. They do no meetrmbychat the law
establishes and they present an insignificant lesfelability and
compromise with the organization. The board doet ewaluate
management and, even if there are no conflictatefést, the board”
behavior is negative or null. Directors do not parf tasks of control
monitoring, or networking, nor do they provide amvto managers.

Minimum
effectivenes

The board understands the importance of its rolet this
understanding does not translate into innovativéoacor control
behavior, due to a limited level of ability and qmomise from
directors. Just two or three themes of the boawbek are treated
albeit insufficiently, in one or two dimensions bac

Medium
effectiveness

The board is reasonably competent and is involaealidimensions of
the “ability and competente” theme. In addition,takes forward &
regular routine, and duly excersises monitoring aodtrol activities.
The board develops advising and networking taskajt
unsystematically.

Large effectiveness

All themes related to the board’s work are consideroutine, ability
and compromise, composition and behavior of thedozontrol and
monitoring, and advice and networking. In additiat, least three
dimensions are covered for each theme.

Maximum
effectiveness

All themes and all dimensions are properly congide/A culture of
continuous improvement is alive, applied to therdaawork. There
are even written procedures to evaluate the boaftEstivenes.

Table 7.Meaning of the degrees of effectivenes in the beanark.

Next we pose an analogous question for the rentiaiea. “Consider firm A, that has

the worst level in its board’s workz ¥ 0, and the best level irstakeholders v, = 1.

Consider now another firm, B, withs\= 1, the best level in its board’s work. What
should level y be for this firm B so that you were indifferens(@n external expert that

evaluates this firm’s governance) between choofingy B?” If your answer to this

guestion were ¥= 0.3 then:

wzvs (worst level in board’s work) +x (best level in stakeholders)

= waVv3 (best level in board’s work) +,w 0.3

WaX0+wx1=wx1l+wx0.3

Rearranging this expresion, we get:
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0.7 W =ws Equation 3
The sum of weights must equal unity, i.e.:
Wi+ Wy +ws=1 Equation 4
Therefore, with equations 2, 3 and 4:
04wp+w,+0.7w =1
21w=1
w,=0.48
and, as a consequence:
w; = 0.4x 0.48 = 0.19
w3=0.7 x 0.48 =0.33
From these calculations, importance weights fortkinee areas are estimated: w
=0.19, w= 0.48 y w = 0.33. Since our procedure is approximate, nothmadost by
rounding these values tozw 0.2, w= 0.5y w=0.3.

Step 4. Global values calculation

Equation 1 allows us to calculate our preferemreafgiven firm as a function of
its governance quality. We will have, for instance:

P(v1, V2, V3) = WiV1 + WoVp + WaV3 =

=0.2x0.75+0.5x0.70 + 0.3 x 0.45 = 0.635

This value is multiplied by 1000 in order to gerieran indicator that covers the
range from O point through 1000 points. This operats a simple arithmetic step that

does not affect comparissons made with the govemiudicator.

Step 5. Sensitivity analysis
The previous line of reasoning might be affectgdshibjectivity. Subjectivity
covers both the selection of weights for each am the assignment of its values. In
order to increment confidence in the indicator sfqpenance, sensitivity analysis could
be performed. A possible way to conduct this angligsthe following:
» take a set of firms and evaluate its governanck thi¢ developed indicator, with
the base values;
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» establish a ranking for these firms on the basishefresults obtained with the
indicator;

* obtain other (or others) indicator (or indicatotsy changing values (utility
function) and weights in steps 1 through 4 above;

» establish a new ranking of firms with the new iradar;

» compare results. If they agree, our level of cafice in the indicator will
increase; otherwise, it would be convenient to meakeore profound study of the
philosophy of governance and look for more inforimatin order to find a more
consistent indicator.

Sensitivity to the utility function used could albe measured. Yacuzzi (2007,
Apendix V, shows this case). A further way to cottdgensitivity analysis is to compare
the weights that different decision makers or etgpemassign to different governance
areas, by following steps 1 through 4 above. Ifghts are approximately equivalent, our
confidence in the indicator will increase. Impottalifferences would reflect different

understandings of governance, as shown in Yac@dd, Appendix V, second section).

IX. APPLICATION TO QUE QUESTIONNAIRE

In the previous section we have shown how weigl#s be systematically
assigned to the three areas of governance. Sorgesimmilar can be done to assign
weights to different themes in each area; to diffierdimensions in each theme; and,
finally, to different elements in each dimensiorth@ugh in this work we follow a
different way to assign weights to the elements).

The method is applied to weight themes from thekedtalders area. The
generalized preference function in Equation 1 Wwél used, but new subscripts will be
added in order to clearly specify weights, valwas] percentages of the maximum score
for each theme or dimension in the questionnair¢hé following equation, for example:

P(Vi1, Va2, Vi3, Vig) = WiiVir+ WioVip + WiaViz + WigVig
the first subscripsts refer to the area “principlels governance” and the second
subscripsts refer to the four themes that confdnm drea: “explicit consideration of
governance”, “provision of information”, “directorsepresentativeness” and “CEO

duality”, respectively. Likewise, in the equation:

30



P(Vi11, Vi12) = Wi11V111 + WiiVa12
the first subscripts refer to the area, the secéodthe theme, and the third, to the
dimensions (“documental” and “organizational”).

Table 8 (a) schematically shows the result of @ bhreasoning, similar to that of
previous section, conducted to weight themes froenarea “stakeholders”. We assume
that the most important theme is “position of thargholders”. This could be different:
in Japan many people feel that “the company beldaogss employees”; naturally, this
way of thinking would take us to different weights.

Notice that in choosing the value of;j\necessary for indiference” between firms
A and B there exists the implicit idea of a deaismoaker’s utilitiy function. The reader
might want to check his understanding of the reegphy following one or two lines in

Table 8 (a). Table 8 (b) is a summary of thewalues calculated.

Eitm A Firm B Co?rf]f;?ent
[ Vo1 necesary | multiplied
Worst level in: Vi | Va1 Best level in: " for by w,,
indiference gives w;
2 Employees o 1 Employees 1 0.65 0.35
3 Customers 0 1 Customers 1 0.75 0.25
4 Creditors 0 1 Creditors ] 0.9 0.1
5 Suppliers of 1 Suppliers | 0.75 0.25
6 Government 0 1 Government 1 0.95 0.05
7 Society 0| 1 Society 1 0.8 0.2

Table 8 (a). Summary of calculations to determine weights fdfedent stakeholders.
“Shareholders” is assumed to be the most impothteme.

Theme Coefficient Value
Shareholders Way 0.45
Employees b 0.16
Customers I’ 0.11
Creditors W, 0.05
Suppliers Ws 0.11
Government A 0.02
Society Vg7 0.09
Total 1.00

Tabla 8 (b). Weight calculation results.
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At this point we have calculated the weightsfar the three areas and the seven
themes of area stakeholders. Yacuzzi (2007, Appdhdlishows with some detail some
further calculations for areas, themes and dimessi®he whole set of calcultations is
available in Yacuzzi (2007).

The following criterion is adopted for the elemerifsa dimension is made from
just one element, then, the weight of the elem&ejual to the weight of the dimension;
if the dimension is made from n elements, the wetadleach element is (1/n) times the
weight of the dimension. We could have calculatadheelement’s weight by using a
preference function as we did with areas, themad, dimensions but, for practical
reasons, we chose the laplacian criterion thatsgagual weight to each element in a
given dimension.

We are ready to assign points to each elementowmly the Nacional Quality
Award scoring standard, we assign a total numbeoaits in the range from 0 point to
1000 points. Given the weights of the governaneasrpoints are assigned as follows:

» General principles of governance; tvmaximum score to be assigned = 0.2 *

1000 = 200 points.

» Stakeholders: w* maximum score to be assigned = 0.5 * 1000 = >0i0ts.

» Board’s work: w* maximum score to be assigned = 0.3 * 1000 = 30i0ts.

In a similar way points are assigned to themesaoherea. For example, for the
area of “general principles of governance”, whdne total number of points to be
assigned (TPA is 200, assignation becomes:

» Explicit consideration of governanceiy TPA; = 0.67 * 200 = 133 (130).

* Provision of information: ws* TPA; = 0.2 * 200 = 40 (40).

» Directors” representativeness;sWTPA; = 0.067 * 200 = 13 (15).

* CEO duality: ws* TPA; = 0.067 * 200 = 13 (15).

Calculated values were rounded to the values irerphesis, without any
important loss in relevance.

Calculations of points for the remaining themes alhensions are similar;
results are displayed in Table 4, in each celllagtveen brackets. Notice, finally, that in
this work the concept of utility function is usadtwo related but different contexts: on

the one hand, it is used to assign values (us)iti® the degrees of consolidation,

32



amplitude, or effectiveness of diverse areas, tlseam&l dimensions (see, for example,
Figures 5, 6, and 7); this use allows assingingtsdo the indicator’s areas, themes and
dimensions; on the other hand, the concept is ustte questionnaire to assign points to
different possible answers in questions with fiesgible answers; this usage is illustrated

in Figures 3 and 4.

X. REFLECTIONS ON MEASUREMENT

Does this technical approach to SME governance unegent make sense? We
believe it does. Is such a complex questionnaireesgary? We believe it is. Our
indicator aims at answering a simple question: “Hmed is this firm’s governance?” As
a first approximation, it would be enough to saer{v good”, or “poor”; after all, in
many cases, management intuition and “feeling” sireng tools for decision making.
However, the concept of governance is complex hacktare many possible perspectives
on its content. The structure we propose: areasnéls, dimensions, and elements, is a
first step towards clarifying the concept of govaroe that our indicator tries to measure.

Much has been written on measurement. We havedsirgaoted Lord Kelvin,
who wrote a century ago. Let us take now a quatafrom Robert B. Laughlin:
(Laughlin (2007), p. 32, author’s translation)

“We know that measurements are never perfect aadishwhy we want to knowow
precise a given measure is, which is an adequaetipe as it avoids dishonesty and
discourages elaboration of reports with no scientiflue.”

It can be argued that Laughlin is a physicist thlds about physics, which is true,
but his words make even more sense in social resle@ur detailed explanation on how
the indicator is built helps to understand its @i@n and increases user confidence. On
the other hand, all the technology we used to kigdindicator is displayed in this work,
so that any reader can construct her own indiciftehe so wished’ Laughlin (2007)

continues:

“When | go to meetings where | meet other physicestd talk with them about things
that interest us, one of the topics that alwayseoto the surface is a conference by
Irving Langmuir, the inventor of the tungsten lanip.that conference, the American
scientist talks about pseudoscience and relategscad scientific falseness and
deceptions, but the most important thing is thedmental message that he conveys: in
physics, correct perceptions differ from erroneonss in that the former become more

" Needless to say, interfirm comparissons are mgéuionly when a given indicator is widely accepted
but, in principle, any firm could have its own gowance indicator.
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clear when experimental precision improves. It issimple idea that captures the
physicist’s mind and explains his obsession wittheraatics and numbers. By means of
precision falseness is shown up” (p. 37, authoaissiation).

For us, social researchers, Langmuir’'s message isugh valid, or even more,
than for physicists. Since we rarely conduct experits, we must be as rigorous as the
physicist in using our measurement instruments, \@admust work hard to define in
detail the phenomena we try to measure.

The methodology used in this paper oriented ourkwar a solid basis. It is
relevant at this point the thought of Keeney e{(H.76, p. 9) on decisions with multiple
objectives: “The spirit is one of Socratic discoxetof unfoldingwhat you really relieve,
of convincingyourself, and of deciding” (italics in the origihaFormal analysis has
further advantages: it provides “psychological cortif facilitates communication,
allows persuation of third parties, systematizecept evaluation, and leads to finding
gaps or redundancy in what we measure. These ayemkeep their validity even in
cases where the evaluation of governance qualligsed on intuition.

“You cannot quantify what is not quantifiable” isvauch quoted criticism. Let us
go back to Keeney et al. (1976, p. 12):

“The question isWhat is quantifiable? An art expert might be hard pressed to give an
objective formula for ranking the quality of pamgs; nevertheless, he might be able to
rank order these paintings saying, in effect, giaen a choice between two paintings he
would prefer one over the other. And, where we hawe orders, numbers can’t be far
behind. Our artist might even be willing to put acp tag on each painting, thereby
quantififying one aspect of his subjective judgemdrhis sort of quantification is not
done by means of an objective formula but by sulyedntrospection. Is it legitimate to
work with such numbers? We do it all the time. Amlgsts we must learn how to
incorporate such soft, squishy considerations athatcs, psychic factors, and just plain
fun into our analyses. If we don’t, the hard wilivé out the soft and efficiency—very
narrowly interpreted—will prevail.”

Another source of skepticism is the hypotheticalireof questions posed
to managers by experts in order to establish aimgné&f preferences. Simple,
apparently unrealistic, questions are used to requn complex subjects in a
complex world. In fact, these questions are simplat, their answers are the
fundamental components that allow to calculate, dgample, weights in a
preference functio® Without these simple questions, finding preference

functions would be complex.

18 Questions must be precise and understandabl&&awy et al. (1976, p. 18).
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The elements of our indicator of SME governanceshtawo key features: they are
relevant and they are measurable. Relevant meats ftbm its knowledge, decision
makers have useful information to evaluate someegmnce dimension. Measurable
means that the decision maker can discriminatedestwdifferent levels of each element.

All the indicator’s elements, taken as a whole, trmuset some properties. The set
must be complete (the questionnaire must coveredivant aspects of a theory of
goveranance), operative (elements must be measyrabtédscomposable (governance
complexity must be divided into smaller, more tedde, problems), non redundant (the
guestionnaire must avoid double accounting) andmim (to keep the questionnaire
within reasonable limits)’ Finally, we add to this list the feature of exy#ory power.
In-depth knowledge of the concept of governancé alibw causal explanations of the
impact that each element has on governance quality.

XI. FINAL THOUGHTS

Our indicator is built on 84 questions. Undoubtedhey are too many questions
to be answered by a hurried executive during—sayralow in his agenda between
two important meetings, but they are not too mamgstjons for a firm’s directors willing
to evaluate the status of its firm’s governancerafidct about it.

Who must answer the questionnaire? The first ptessibswer is: “the board”,
and, in fact, the board has all the required infiron to answer the questions; in
addition, it is the board who might benefit the tmivpem the exercise. Another possible
answer is: “other stakeholders, perhaps workingtdam”. Another: “people from
academia who are studying cases on SME governaAod’another: “gatekeepers, who
would benefit from an in-depth understanding of Sytizernance”. Etcetera.

Ours is not, as we see, an indicator amenable tutobmatically estimated with a
a large data base with economic-financial inforonatilt is rather a quantitativeheklist
a map for good SME governance. The checklist cdaddannually analyzed in the
context, for example, of an ISO 9000 program. Ashibard assigns points to governance

elements, it learns about them and their relevémdtee firm.

9 These features are taken from Keeney et al. (18760) and we deem them valid even though we use
them in a different context.
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Unlike maximum possible scores used in Nationahli®u Awards evaluations
and other similar evaluation systems, which usuatfgr a maximum of 10 to 20 points
to each question, this questionnaire has possibkma that differ between them in one
and even two orders of magnitude (maxima range ftgpoint through 55 points). This
lack of balance is made clear by a Pareto analgsisof 16 themes in the indicator, the
four most “bulky” cover 60% of the maximum amouritpwints, whereas the last four
themes, only 4%° These figures could be an invitation for directarsl managers to
concentrate efforts in the few themes that contelthe most to a solid goverance. In this
sense they are a compass for action.

In addition, Pareto analysis suggests the podyilbdicreate a more parsimonious
indicator, with fewer questions. However, we présbree objections against this course
of action. In the first place, current scores repre the author’s perspective and they
could be modified with other perspectives. On tlieeo hand, if themes and elements
with small scores are eliminated, the value ofdhestionnaire as a checklist of themes
and elements of SME governance is also diminishedipplication as a complementary
tool of the evaluation of the type performed by ibiadl Quality Awards would be
limited, and its trainning value for directors aménagers would also decrease. Finally,
governance is an evolving concept and it is posdiidt elements that today rank low in
the list of maximum possible scores change thelative ranking in the future.
Elimination from the questionnaire would depriverthof visibility for future evaluation
instances; and it would exclude them from the couemess plane of a devoted director
aiming at having an innovative firm that striveschto improve its governance.

Finally, we firmly believe that SME can and must measured. Through its
measurement, managers and directors improve therstadding of their problems, and
the organization as a whole learns the meaningsaode of concepts that, at least in its
systematic treatment, are new for most members fifna Continuous improvement

occurs. Mario Kutnowski comments on SME are impurtere®!

“A main obstacle for growth and diversification 8MEs in Argentina lies in the huge
difficulty to access external financing, eitherahgh bank credit or bond emission. For
various reasons, including deficiency in the cditet, processing, and presentation of

2 Notice that we do not discuse, at this stage efitidicator’s development, the statistical or ecasinic
significance of variables.
2L Kutnowski, Mario, personal communication, Novempgr 2007.
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reliable performance data; insufficiency of coltateor unstable structures, they capture
only a minor portion of the savings available ie tharket. However, SMESs represent an
important source of employment and often they tremgaluable innovation projects and
ventures.”

And from these thougths Kutnowski highligths theportance of “promoting a
social balance for SMEs, with the explicit purp@$emproving its access to financing”
and of “developing a methodology to value intangjiatsets.” Following Kutnowski, we
sincerely believe that the indicator here proposetbquately improved, could serve to
complete a credit profile useful for capital magein addition to serve as a tool for

learning, improvement and internal and externatherarking at SMEs.
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APPENDIX
QUESTIONNAIRE FOR DETERMINING THE SME GOVERNANCE
INDICATOR

Instructions for Section I: GENERAL PRINCIPLES OF G OVERNANCE (Page
38)

The questions in this section refer to generalgyies of governance. Please, indicate
the degree of observance that these principles hay®ur company, using the scales
provided. After choosing your answer, write dowe #tore indicated in column “Your
firm’s score”. These scores will later be addethi “Total results” form, at the end of

the questionnaire.

Instructions for Section Il: STAKEHOLDERS (Page 40)

In this section we inquire about your firm&akeholders shareholders, employees,
customers, creditors, suppliers, government an@rgépublic, including environmental
considerations. Please, indicate the degree odidgliof each statement for your
company, using the scales provided. After choogmgr answer, write down the score
indicated in column “Your firm’s score”. These ssowill later be added in the “Total

results” form, at the end of the questionnaire.

Instructions for Section Ill: BOARD'S WORK (Page 44)

In this section we inquire about the working stglie your company’s board. Please
answer either “Yes” or “No” to questions 57 througd, and, for the remaining
guestions, establish your degree of agreementsagtkement with the statements, using
the scales provided. After choosing your answelfewdown the score indicated in
column “Your firm’s score”. In the final page ofetlquestionnaire you will find the
“Total results” form, where you can make a summarypartial and total scores of your

company’s governance.
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Section I: GENERAL PRINCIPLES OF GOVERNANCE

Num-
ber

Questions

Answers and assigned score

1. GENERAL PRINCIPLES OF
GOVERNANCE (200 POINTS)

Strong | Weak
“No” “NO”

Imple-
menta-
tion

Weak
“Yes”

Strong
“Yeg”

Your
firm’s
score

a) Explicit consideration of governance (1

30 poinjs

Has your company issued some documerd

that explicitly hightlights the importance
good governance?

of

2.5

6.5

7.5

Does your company’s annual memory ha
section devoted to its performance
implementing governance principles,

ve 8
in
in

addition to the provisions indicated by the

regulatory framework?

2.5

6.5

7.5

In addition to the principles of governanceO
indicated in the corporation’s chart or internal

by-laws, does your company have a cod

e of

ethics, or code of behavior, or credo, that

includes governance principles?

18

24

27.5

Does your company stick to a code of g
practices?

pod)

18

24

27.5

Is there a person responsible for checking thé

introduction and enforcement of governa
measures at your company?

nce

20

40

52

60

b) On information provision (40 points)

Does exist in your company a perjono

responsible for providing accounting

nd

other information to markets and regulators,

in order to strenghten information

transparency?

10

12

14

Are accounting criteria  systematically O

updated at your company in order to impr
accounting transparency?

pve

Does your company’s management inform0

about expected performance objectives
upcoming years?

for

Does exist in your company a mechan
that allows prompt answers to questions fi
stakeholders about topics of their interest?,

sn0D
om

10

12

14

Strong “No”: No, and so far we have not considered the issue.

Weak “No”: No, but we are considering the issue.
Implementation: No, but we are in the process of implementation.
Weak “Yes”: Yes, recently.
Stron “Yes”™ Yes.
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Num- Questions Answers and assigned score Your
ber firm’s
score
1. GENERAL PRINCIPLES OF Yes No
GOVERNANCE (200 POINTS) (Cont.)
c) Directors” representativeness (15 pointsJ)(
10 Does the CEO or his/her family (children, 0 3
siblings, direct nephews, wife, husband,
brothers or sisters in-law, or their children)
hold positions in the board?
11 Do the CEO and the chairperson of the board 0 3
belong to the same family or control groupp
12 Is the board integrated by non-independent 0 4.5
directors only?
13 Is the chairperson of the board a non- 0 4.5
independent director?
d) CEO duality (15 points)
14 Is the CEO a permanent director on the firm’s 0 7.5
board?
15 Is the CEO the chairperson of the board as 0 7.5
well?

* If your company does not consider that its situatielated to its directors” representativeness is
suboptimal,then you can assign the maximum scogaie¢stions 10 to 15 and continue with question 16.
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Section II: STAKEHOLDERS

Num- Questions Answers and assigned score f?;?nlf;
ber score
2. STAKEHOLDERS (500 POINTS) TD D N A TA

a) On the position of shareholders at the firm (23@oints)

16 Searching for value creation for theO 14 | 275| 41 55
shareholder (measured, for example, | by
return on assets) is a core motivation for top
management.

17 Searching the benefit for the shareholder|is 8 125 25| 375 50
core motivation for top management.

18 Future shareholders” income is a d¢oré® 12.5 25 37.5 50
concern of top management.

19 By management orders, areas responsible fér 4 7.5 11 15
the preparation of accounting and other
documents report on the company situation
and its future perspectives with greater scope
than that established by law.

20 The board does not receive complaints fron® 4 7.5 11 15
shareholders that are not part of it.

21 Frequently, reports are prepared at the request 4 7.5 11 15
of minority shareholders.

22 There exist mechanisms for the minority 0 4 7.5 11 15
shareholders to freely sugest themes for the
board’'s agenda.

23 Minority shareholders have veto power on| 0 4 7.5 11 15
key comercial and operative decisions.

b) On the position of employees at the firm (80 pots)

24 Employees’ salary level is a core concern of0 10 20 30 40
top management.

25 Job security for our employees is a goreéd 3 6 9 12
concern of top management.

26 Working conditions at our firm are a coreO 3 6 9 12
concern of top management.

27 My company devotes important resources t@® 2 4 6 8
train its employees.

TD: | am in total disagreement with this statement.
D: I am in disagreement with this statement.

N: I neither agree nor disagree with this statement.
A: | agree with this statement.

* TA: | amin total disagreement with this statement.
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Num-
ber

Questions

Answers and assigned score

2. STAKEHOLDERS (500 POINTS)
(Cont)

TD D N

TA

Your
firm’s
score

28

Periodic reports issued by the company have0

its employees as an important target.

29

My company regularly issues news for its
employees (newsboard, etc.).

30

There exist systems to transmit complajint®

and opinions from the personnel.

¢) On the position of customers (55 points)

31

Obtainning product/service quality for oqur O
customers is a fundamental objective in jour

firm.

2.5 5

7.5

10

32

Our top management strives to provide |ouf
customers the greatest value at the lowest

possible price.

2.5 5

7.5

10

33

Our publicity, brochures, and sales literatured
convey a complete and truthful image of pur

products/services features.

11

15

34

Our warranty policy and after-sale service i
efficient and tries to maintain customer

loyalty.

2.5 5

7.5

10

35

There are no complaints from customers.

0 2.5

57.5

10

d) On the position of banking and non-banking credbors (25 points)

36

Economic capacity is the core concern of|ouf

company.

3.5 7

10.5

14

37

Our accounting department applies the mast 0

modern techniques for forecasting cash flow
and other financial variables.

125 25

3.75

38

There are no claims from our creditors.

D 0{75.5

1 2.25

39

Our financial information is broad and is
available on the Internet to our creditors.

0.375| 0.75

1.125

40

Our creditors are allowed to participate as
observants in our meetings.

0.375| 0.75

1.125

15

e) On the position of our suppliers (55 points)

41

relationship.

Our company makes every possible effort t®
guarantee our suppliers a long-lasting

3 6.25

12.5

TD: | am in total disagreement with this statement.

D: | am in disagreement with this statement.

N: | neither agree nor disagree with this statement.

A: | agree with this statement.

TA: | am in total disagreement with this statement.
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Num-
ber

Questions

Answers and assigned score

2. STAKEHOLDERS (500 POINTS)
(Cont)

TD

TA

Your
firm’s
score

42

We train our suppliers so that they ca

o

consistently improve their product/service

quality.

1.875

3.75

7.5

43

Our company carries out supplierO

development programs on a regular basis.

1.875

3.75

7.5

44

Our company always pays its suppliersd
according to contract terms and industry

practices.

6.25

12.5

45

There are no complaints from supplier
towards our company.

sO

7.5

11

15

f) On the position of government (10 points)

46

Employment creation is a core, explicit
policy of our firm.

0

0.5

15

47

Facilitating the job of government at all
levels is a core concern of our firm.

0

0.75

15

2.25

48

Our company always issues timely reports

0

demanded by law (for example, those related

to environmental variables).

0.75

15

2.25

49

Our company collaborates with governmenid
to strengthen transparency in our industry,

even beyond what the law demands.

0.5

15

g) On society and the environment (45 points)

50

Our company invests time and resources to
strenghten operacional safety and security|.

0

12

51

Our company conducts consultations with
experts on industrial safety and its impact on
society.

12

52

Our company actively collaborates with

insurance companies and industry chambers

in order to improve the quality of our
industrial safety and health.

2.75

5.5

8.25

11

53

Our company offers all required industrial
health-related information to the public and
health authorities.

TD: | am in total disagreement with this statement.
D: | am in disagreement with this statement.

N: I neither agree nor disagree with this statement.
A: | agree with this statement.

TA: | am in total disagreement with this statement.
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Your

Num- Questions Answers and assigned score firm’
ber irm’s
score

2. STAKEHOLDERS (500 POINTS) TD D A TA
(Cont.)

54 Our company works hard in order to avoid 0 0.5 15 2
damaging the environment.

55 Our company is aware of the importance of 0 0.5 15 2
saving natural resources and works to that
end.

56 Our company develops social initiatives| inO 0.5 15 2

order to help the community.

* TD: I amin total disagreement with this statement.
» D:lamin disagreement with this statement.
* N: I neither agree nor disagree with this statement.
* A | agree with this statement.
e TA: | amin total disagreement with this statement.
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Section Ill. THE BOARD’S WORKING STYLE

Num- Questions Answers and assigned score Your
ber firm's
3. THE BOARD (300 POINTS) score
Yes No
a) Board'’s routine (20 points)
57 Does the board meet less than once per 0 3.5
quarter?
58 Does the board always meet with the 0 3.5
presence of top management?
59 Is it necessary to establish a clear division| of 0 3
labor among directors?
60 Is it necessary to establish a clear division| of 0 3
labor between the board and the CEO?
61 Is it necessary to establish rules relatedeo| th 0 15
evaluation and follow-up of the board
decisions?
62 Is it necessary to establish fixed rules related 0 3
to board meetings, calls, agenda preparatipn,
etc.?
63 Does your company evaluate the board’s 15 0
work on an annual basis?
64 Does your company evaluate the board’s 1 0
work after each meeting (or after a
significative number of meetings)?
. . * Your
Num- Questions Answers and assigned score firm’s
ber score
3. THE BOARD (300 POINTS) ™ D N A TA
(Cont.)
b) Board’s ability and compromise (160 points)
65 The board has general ability in at least two 0 2 5 15 30
areas of knowledge that are relevant to the
firm.
66 The board has familiarity with the conditions 0 2 5 15 30
of the industry.

* TD: I amin total disagreement with this statement.
» D:lamin disagreement with this statement.

* N: I neither agree nor disagree with this statement.
* A | agree with this statement.

e TA: | amin total disagreement with this statement.
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Your
firm’s
score

Num- Questions Answers and assigned score
ber

3. THE BOARD (300 POINTS) o | b N oA ] TA

(Cont.)

67 The board has familiarity with the firm's 0 2 5 15 30
operations.

68 Directors are always well prepared for board 0 15 | 3.75| 11.2% 225
meetings.

69 Directors are always commited to their dutiesO 15 | 3.75| 11.2% 225
during board meetings.

70 In addition to top management’s reports, the 0 1 2 6 12.5
board usually collects its own information gn
the progress of strategic decisions.

71 Board members wusually make incisiveO 1 2 6 12.5
questions relative to top management’s
proposals.

¢) On the board’s composition and behavior (35 potis)

72 There is a variety of directors in our firm's| 0 0.7 1.4 1.7 2
board. {)

73 In our company there has been no casesin 0 6.25| 12.5| 1875 25
which a manager or a director has a confli¢ct
of interests in transactions with related parties
(for example, that an external director works
for a firm with which our company plans to
make a transaction.)

no 0.5 1 15 2

74 During the last three years there has been
our company no disciplinary measure to the
board or top management for violation of
comercial law.

75 During the last three years none of our 0 0.5 1 15 2
directors has been sanctioned for violating
her fiduciary duties.

76 Top management’s salary and benefits ar¢ 0 0.5 1 1.5 2
related to company performance.

77 The board has an agenda on management 0 0.5 1 15 2
evaluation.

e TD: I amin total disagreement with this statement.
e D:lamin disagreement with this statement.

* N: I neither agree nor disagree with this statement.
* A | agree with this statement.

* TA: | amin total disagreement with this statement.

* If the company does not consider important hawangariety of directors (internal directors, extérna

directors, directors representing venture capitahd, etc.), you can assign to this question isimar
score and continue with question 73.
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Num-
ber

Questions

Answers and assigned score

3. THE BOARD (300 POINTS)
(Cont.)

TD D

TA

Your
firm’s
score

d) Control and monitoring (35 points)

78

Our policy is that our directors must be
commited to initiate decisions on markets,

customers, employees, products, technology,

budgets, etc.

12

79

Our policy is that our directors must be
commited to ratify decisions on markets,

customers, employees, products, technology,

budgets, etc.

80

Our policy is that our directors must be

commited to support the management team in

implementing decisions on markets,

customers, employees, products, technology,

budgets, etc.

2.5

7.5

10

81

Our policy is that our directors must be
commited to monitor decisions on markets

customers, employees, products, technology,

budgets, etc.

0

1.25

25

3.75

e) Advice andnetworking activities (50 points)

82

Our policy is that our directors must be
commited to give advice relative to genera
administration, legal topics, economic and
financial topics, technical issues, marketing
etc.

0

6.5

13

19.5

26

83

Our policy is that our directors must be
commited to contribute by affecting
important parts of the environment, such as
financial institutions, customer, and
government bodies, in order to reduce
uncertainty.

12

84

Our policy is that our directors must be
commited to contribute by affecting

important parts of the environment, in order
to strenghten it and enhance its image and
brand name.

12

* TD: I amin total disagreement with this statement.
» D:lamin disagreement with this statement.
* N: I neither agree nor disagree with this statement.
* A | agree with this statement.
e TA: | amin total disagreement with this statement.
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TOTAL RESULTS

Your
COMPONENT Answers and assigned score firm’s
score
COMPONENT 1: General principles of 0 57 114 147 200
governance
a) Explicit consideration of governance 0 43 8¢ 113 130
b) On information provision 0 14 28 34 40
a) Directors” representativeness * * * 15
b) CEO duality 0 * * * 15
COMPONENT 2: Stakeholders 0 126.75| 250 | 372.25 500
a) On the position of shareholders in the 0 59 115 171 230
firm
b) On the position of employees inthe 0 20 40 60 80
firm
c¢) On the position of customers in the 0 14 27.5 41 55
firm
d) On the position of banking and non- 0 6.25 12.5 18.75 25
banking creditors in the firm
e) On the position of suppliers in the 0 13.75 27.5 40.25 55
firm
f) On the position of government 0 2.5 5 7.5 10
g) On society in general and the 0 11.25 22.5 33.75 45
environment
COMPONENTES: The board 0 412 86.9 170.2 300
a) Board’s routine 0 * * * 20
b) Board’s ability and compromise 0 11 26,5 80 160
¢) On the composition and behavior of 0 8.95 17.9 26.45 35
the board
d) Control and monitoring 0 8.75 17.5 26.25 35
e) Advice anchetworkingactivities 0 12.5 25 37.5 50
TOTAL SCORE 0 225 450.9| 689.7)] 1000

48




10.

11.

12.

13.

14.

15.

16.

17.

18.

BIBLIOGRAPHY

Apreda, Rodolfo (2002). “Incremental Cash Flowdptmation Sets and Conflicts
of Interest”, Working Paper Series, number 220 \versidad del CEMA, July.
Apreda, Rodolfo (2003 a). “The Semantics of Goveaea The common thread
running through corporate, public, and global goaece”, Working Paper Series,
number 245, Universidad del CEMA, September.

Apreda, Rodolfo (2003 b). “The Governance Slack Mod Cash Flow Approach
to Shape Up Corporate Accountability and Good Rrest, Corporate Ownership
& Control, Vol. 1, Issue 1, Fall, pp. 35-49.

Apreda, Rodolfo (2007 a). Corporate Governance.Leg S.A.E. e |., Buenos
Aires.

Apreda, Rodolfo (2007 b). “Factoring GovernancekRigo Investors’ Expected
Rates of Return by Means of a Weighted Average @Garee Index”, Working
Paper Series, number 356, Universidad del CEMAt{e3eiper.

Bartlett, John (1968). Familiar Quotations, FountbeEdition, Little, Brown and
Company, Boston.

Blair, Margaret M. (2004). “Ownership and ContrdRethinking Corporate
Governance for the Twenty-First Century”, en Clafk@04 a).

Buffa, Elwood S. and Rakesh K. Sarin (1987). Mod@moduction/Operations
Management, Eighth Edition, John Wiley & Sons, Inc.

CEF (Centro para la Estabilidad Financiera) (ca0520 Cuestionario sobre
Gobierno Corporativo.

Clarke, Thomas, Ed. (2004 a). Theories of Corpor&evernance: The
philosophical foundations of corporate governammutiedge.

Clarke, Thomas (2004 b). “The Stakeholder CorpomatA Business Philosophy
for the Information Age”, in Clarke (2004 a).

Clarkson, M. B. E. (1994). “A Risk Based Model ofakeholder Theory”, The
Center for Corporate Social Performance and Ethidsiversity of Toronto,
Toronto, 21.

Combined Code on Corporate Governance (2003). Jobwnloaded from:
http://www.shef.ac.uk/cuc/pubs/CHEMS Higgs Code.pafcember 26, 2007.
Corporate Governance Committee (2001). Report efGbommittee and Code of
Corporate Governance. Singapore, March 21.

Creamer, German and Yoav Freund (2004). “Predictpgyformance and
quantifying corporate governance risk for Latin Armoan ADRs and banks”,
Proceedings of the Second IASTED International €mfce, November 8-10,
Cambridge, MA, USA.

Davis Global Advisors (2002). Leading Corporate &mance Indicatof¥ 2002,
November.

Foerster, Stephen R., Rob Gross, Daniel ShapiratiMaoner, and Gil Yaron
(2004). “General Trends on Corporate Governancetiees Amongst Canadian
Firms: 1999-2001”, A preliminary analysis of sebsttgovernance data for
Canadians Firms prepared for Industry Canada, M22ch

Gabrielsson, Jonas (2003). “Boards and governanc8MESs: An inquiry into
boards’ contribution to firm performance”, SIRE,|Matad University, Sweden.

49



19.

20.

21.

22.

23.

24,

25.

26.

27.

28.

29.

30.

31.

32.

33.

Gabrielsson, Jonas and Morten Huse (2004). “Cotpcf@utside” Directors in
SME Boards: A Call for Theoretical Reflections”,pea presented at the Working
Party on Industry and Enterprise Development, Catesnifor Trade, Industry and
Enterprise Development, Economic Commission foropar Paper No. 18, April 1-
2.

Gompers, Paul A., Joy L. Ishii, and Andrew MetrigR003). “Corporate
Governance and Equity Prices”, Quarterly Journdt@dnomics 118(1), February,
107-155.

Huse, Morten (2004). “Corporate Governance in AdeahMarket Economies:
Understanding Important Contingencies”, paper prieseat the Working Party on
Industry and Enterprise Development, Committee fmade, Industry and
Enterprise Development, Economic Commission foropar Paper No. 17, April 1-
2.

IBRF (The International Bank for Reconstruction abdvelopment/The World
Bank) (2002). World Development Report 2002: Bunfglinstitutions for Markets,
Oxford University Press, New York, NY.

Institutional Shareholder Services (2002). Corpwi@bvernance Quotient (CGQ)
for Institutional Investors”, downloaded from wwsgsproxy.com

Keeney, Ralph L. and Howard Raiffa (1976). Decisionth Multiple Objectives:
Preferences and Value Tradeoffs. John Wiley & Shiesy York.

Laughlin, Robert B. (2007). Un universo difererta:reinvencion de la fisica en la
edad de la emergencia. Katz, Buenos Aires.

OECD (1999). OECD Principles of Corporate Goverearidownloadable from
http://www.copyright.com/.

Sekaran, Uma (1992). Research Methods for BusireSkkill Building Approach,
John Wiley & Sons.

Steger, Thomas (2004). “Corporate Governance om@erSMEs — A review with
special regards to the situation in East Germargconomic Commission For
Europe Paper No. 6, Committee For Trade, Industd Enterprise Development,
Working Party on Industry and Enterprise Developimé&mxpert meeting on Good
Governance for SMEs, 1-2 April.

Thomson, William (1968). Popular Lectures and Addes (1891-1894). In Bartlett
(1968), p. 723.

Yacuzzi, Enriqgue (2005 a). Governance and perfooman small and medium-
sized enterprises: a literature review, an apptioatand a research agenda.
Unpublished manuscript, Universidad del CEMA, Semirorganizad by Dr.
Rodolfo Apreda, March, 14.

Yacuzzi, Enrique (2005 b). “A primer on governacel performance in small and
medium-sized enterprises”, Serie Documentos deajoakb/niversidad del CEMA,
No. 293, junio.

Yacuzzi,. Enrique (2006). “Medidas no financieras$ iendimiento en la empresa:
fundamentos, meétodos y una aplicacion”, Serie Danios de Trabajo,
Universidad del CEMA, No. 339, diciembre.

Yacuzzi, Enrique (2007). “Disefio de un indicatorgidernancia para las pequefas
y medianas empresas”. Serie Documentos de Tradajeersidad del CEMA, No.
365, diciembre.

50



