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Dear Sir David

WALKER REVIEW OF CORPORATE GOVERNANCE IN THE UK BANKING INDUSTRY
(WALKER REVIEW)

The Institute of Chartered Accountants in England and Wales (the Institute) welcomes the

opportunity to provide comments to the Walker Review announced by HM Treasury in
February 2009.

The Institute operates under a Royal Charter, working in the public interest. Its regulation of its
members, in particular its responsibilities in respect of auditors, is overseen by the Financial
Reporting Council. As a world leading professional accountancy body, the Institute provides
leadership and practical support to over 132,000 members in more than 160 countries, working
with governments, regulators and industry in order to ensure the highest standards are maintained.
The Institute is a founding member of the Global Accounting Alliance with over 750,000 members
worldwide.

The Institute has participated in consultations regarding corporate governance and plays an active
role in the development of corporate governance in the UK and internationally. The Institute's
Financial Services Faculty was established in 2007 to become a world class centre for thought
leadership and guidance on issues and challenges facing the financial services industry. It draws
together professionals from across the financial services industry and from the 25,000 Institute
members specialising in the sector.

OUR PROCESS

Following the HM Treasury announcement in February the Institute concluded that the Walker
Review was of such significance that a separate advisory group was formed to formulate a
response. This advisory group is drawn from investors and institutions; executive and non-
executive directors; auditors and company secretaries. The group reports jointly to the Institute’s
Corporate Governance Committee and the Financial Services Faculty's Risk and Regulation
Committee.

The Institute welcomes on-going dialogue on the matters raised in the Walker Review.
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KEY OBSERVATIONS

We have highlighted some key observations together with some additional specific comments
below.

Increased regulation is no substitute for good governance

There is a case for large banks (and any similar credit creating organisation capable of creating a
systemic risk (referred to throughout the rest of this submission as ‘banks’)) having enhanced
systems of governance simply because of their inherent complexity and the systemic risk that they
pose. Historically, this additional complexity has been addressed by FSA and/or Bank of England
regulation to take into account the systemic effect and externalities that each individual firm cannot
take into account. Increasing regulation and disclosure of governance is not a substitute for good
corporate governance or effective supervision. Current bank disclosure is already extensive.
Future regulatory focus should be on what is relevant and of use.

Banks only

While we believe that there is a case for improving and strengthening the corporate governance
mechanisms for systemic risk in some banks (and organisations undertaking bank-like activities)
we are less convinced that there is a need for major change in the rest of the financial services
- sector. We believe that the differentiator should be whether an organisation can contribute

materially to systemic risk irrespective of whether it is a bank or a listed entity.

International context

While we note that the remit for the Walker Review is UK-specific, most banks operate in an
international context. Potential problems of regulatory arbitrage will therefore need to be
considered. In the international context it may be appropriate to suggest that the Basel Committee
should review the principles published in 2006 entitled ‘Enhancing corporate governance for
banking organisations’.

Leadership role

The Bank of England and the FSA are in a position to take a leadership role in convening annual
briefing meetings of non-executive directors of banking institutions to discuss forward looking
macro-economic issues and regulatory risk outlooks. Both authorities produce valuable information
that could be used in this way.

Considered change

We believe that good governance practice is constantly evolving over time in response to changing
circumstance and behaviours. Too rapid, or too much, prescriptive change, when not based on
objective evidence, may not be helpful and may have unintended consequences. We accept the
need for change but believe that it should be thoughtful and evidence based, and its implications
carefully considered before implementation.









0 The dialogue between banking organisations and institutional shareholders needs to be
broader and stronger and new thinking on this is required. It is for directors to run the
company having regard to the views of the owners who have the ability to vote them out of
office. The weight of external expectations on banking organisations is primarily from
investors in relation to delivering value and good governance. The role assigned to
institutional investors is based on an agency theory view that agents can influence the
conduct of both boards and companies. We know that shareholder interests are not
homogenous: different investors will have different interests which will produce different
demands. The conventional view of the role of institutional investors is by its very nature
limited and is in need of review particularly with regard to owners who hold shares for short-
term considerations.

. Actual board effectiveness depends upon the skills of individual directors and a positive
dynamic in board relationships. This is not, and arguably can never be, visible to institutional
investors from a distance. It is unrealistic to expect institutional investors to try to assess this

with any precision although we do believe that institutions could meet with independent
directors more frequently.

We hope that our comments are useful and we welcome on-going dialogue with the Walker
Review team especially in view of the relatively short time-scale in which to consider the issues.

Please do not hesitate to contact me or my colleague Vanessa Jones (vanessa.jones@icaew.com)
should you wish to discuss any of the points raised in this response or if you would like to meet
with our advisory group.

Yours sincerely

Robert Hodgkinson
Executive Director, Technical
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