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King 111 vs King IV
What you really need to know

“It is hoped that King IV will result in quality governance on the part of directors and help change corporate
behaviour by adopting integrated thinking. The business landscape has changed dramatically in the intervening
years (between King lll and IV) and economic uncertainty has increased, the need for strong governance has

never become more apparent”.

The King IV Code on Corporate
Governance builds on the strengths
of King lll and is based on the
same philosophical foundations,
but there has also been a
refining and re-enforcement

of key concepts.

King IV replaces King lll in its
entirety and the new Code is
effective for financial years
commencing from April 2017,
although an immediate
transmission to King IV is
encouraged.

For those organisations who
have mindfully applied King I,
the transition should not be

too onerous. As with King lll,
the application of the King IV
Code is voluntary and is viewed
as a “best practice” approach
towards good governance.

Various pieces of legislation,
like the Companies Act, JSE
Listing Requirements, the
Public Finance Management
Act and the Municipal Finance
Management Act contain
governance requirements that
are mandatory to implement.

Mervyn King, Chairman, King Committee on Corporate Governance

Relevance to all types of businesses,
less complex and more clearly defined

Besides needing a revision due to a number
of changes and advances in the local and
international environments, King IV is trying
to be more relevant for a broader range of
organisations. As an example, the reference
to “Board” from King Ill has been changed
to “Governing Body” throughout the King
IV report to acknowledge that not all
organisations have Boards. In addition,
sector supplements have been introduced
for NPQ’s, Municipalities, Retirement Funds,
SOEs and SMMEs.

The complexity of the Code has been
simplified and the number of principles
significantly reduced for most organisations,
from 75 to 16. The 17th principle is only
applicable to listed companies and relates to
responsible investment.

A clear description of “Governing
Body” roles

The primary roles of the Governing Body
have also been clearly defined in King IV as
follows:

e  Steering the organisation and setting
the strategy, whilst defining the way
in which the specific governance
areas are approached, addressed and
implemented;

e Approving policy and ensuring planning
giving effect to the approved strategy
and direction;

e QOverseeing and monitoring the
performance of the organisation and
the execution of the strategy by the
Executive; and

e Ensuring accountability for
organisational performance, by
means of amongst others, ethical and
transparent reporting and disclosure.
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Not just a “tick box” approach - outcomes based

Another key change is that King IV is the first code that is outcomes-based to demonstrate what can be achieved
if governance principles are implemented effectively. This enhancement is to try and reduce the “tick box” or
“mindless compliance” approach when applying King corporate governance principles.

The governance outcomes that an organisation should strive to achieve are:

o An ethical culture
] Good performance
o Effective control

o Legitimacy

This encourages organisations to focus on what they want to achieve through implementing the recommended
principles and good governance practices.

The 17 principles build on and re-enforce each other and they are supported by 208 practices that will assist in
achieving the governance outcomes. King IV encourages mindful consideration of the application of the principles
and practices. The practices are recommended to achieve an optimal level of governance and should be adapted
to take into account the size, resources and complexity of each organisation so that the principle is applied and
the governance outcome is ultimately achieved.

Leadership by the Governing Body
Steers and sets strategic direction
Approves policy and planning
Oversees and monitors
Ensures accountability

The 17 Principles of King IV

including practices

!

Governance outcomes
Ethical culture
Good performance
Effective control
Legitimacy

Application imperative in King IV, while explanation is now also required

The code requires an “apply and explain” approach, not “apply or explain” which was required by King lll. This
means that an application of the principles is assumed and companies now need to explain how they have
implemented the practices to achieve the governance principles and outcomes in a way that is practical to their

organisation.
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King IV chapters reduced from 9 to 5

The chapters have also been reduced from 9 to 5 and they are organised according to the following themes
(these themes can be found in section 5 of the King IV Report):

Part5.1 -
Leadership, Ethics
and Corporate

/ Citizenship \

Part5.2 -
Strategy,
Performance and
Reporting

Part 5.5 -
Stakeholder
Relationships

Part5.3 -
Governing
Structures and
Delegation

Part5.4 -
Governance
Functional Areas

Chapter 1 (Part 5.1) - Leadership, Ethics and Corporate Citizenship — there are 3 principles in this chapter
very similar to King llI:

e  Principle 1 —the Governing Body should lead ethically and effectively (integrity, competence, responsibility,
accountability, fairness and transparency);

e Principle 2 - the Governing Body should govern the ethics of the organisation in a way that supports the
establishment of an ethical culture (policy setting, oversight of ethics and disclosure of ethics performance);

e Principle 3 —the Governing Body should ensure that the organisation is, and is seen to be, a responsible
corporate citizen (setting direction, overseeing and monitoring, compliance, disclosure including
consequence of outputs from their value chain).

Chapter 2 (Part 5.2) - Strategy, Performance and Reporting — there are two principles in this chapter:

e Principle 4 — the Governing Body should appreciate that the organisation’s core purpose, its risks and
opportunities, strategy, business model, performance and sustainable development are all inseparable
elements of the value creation process (six capitals);

e Principle 5 — the Governing Body should ensure that reports issued by the organisation enable stakeholders
to make an informed assessment of the organisation’s performance and its short, medium and long-term
prospects (sustainability).

Chapter 3 (Part 5.3) - Governing Structures and Delegation - there are five principles in this chapter and
cover the areas previously contained in King lll chapter 2 on Boards and Directors:

e Principle 6 — the Governing Body should serve as the focal point and custodian of governance in the
organisation;

e  Principle 7 - the Governing Body should comprise the appropriate balance of knowledge, skills, experience,
diversity and independence for it to discharge its roles and responsibilities objectively and effectively;

e Principle 8 — the Governing Body should ensure that its arrangements for delegation within its own structures
promote independent judgement, and assist with balance of power and the effective discharge of its duties;

e Principle 9 - the Governing Body should ensure that the evaluation of its own performance and that of its
committees, its chair and individual members supports continued improvement in its performance and
effectiveness;

e Principle 10 - the Governing Body should \‘
ensure that the appointment of and delegation \
to management contribute to role clarity and %
the effective exercise of authority and
responsibility.

£




King lll vs King IV

King IV chapters reduced from 9 to 5

Chapter 4 (Part 5.4) - Governance Functional Areas - there are five principles here dealing with Risk
Governance, Technology and Information Governance, Compliance Governance, Remuneration Governance and
Assurance. The structure has been changed from King lll to put all governance functional areas in the same part:

e  Principle 11 - the Governing Body should govern risk in a way that supports the organisation in setting and
achieving its strategic objectives;

e  Principle 12 — the Governing Body should govern technology and information in a way that supports the
organisation in setting and achieving its strategic objectives (separation of technology and information —in
King IV is to emphasize that information should be recognised as a corporate asset and confirms the need for
governance structures to protect and enhance information in line with POPI requirements);

e  Principle 13 - the Governing Body should govern compliance with applicable laws, non-binding rules, codes
and standards in a way that supports the organisation being an ethical and good corporate citizen;

e  Principle 14 - the Governing Body should ensure that the organisation remunerates fairly, responsibly and
transparently so as to promote achievement of strategic objectives and positive outcomes in the short,
medium and long-term;

e  Principle 15 - the Governing Body should ensure that assurance services and functions enable an effective
control environment, and that these support the integrity of information for internal decision-making and of
the organisation’s external reports.

Chapter 5 (Part 5.5) — Stakeholder Relations — the related chapters in King Ill were chapter 8 “Governing
Stakeholder Relations” and chapter 9 “Integrated Reporting and Disclosure”. The disclosure requirements for each
part have been included in the specific part in King IV:

e  Principle 16 - in the execution of its governance role and responsibilities, the Governing Body should adopt a
stakeholder-inclusive approach that balances the needs, interests and expectations of material stakeholders
in the best interests of the organisation over time (approve policies, oversee management of stakeholder
relations, delegate to management to implement and disclose relevant information, AGM attendance, Group
Companies governance structures);

e  Principle 17 — the Governing Body of an institutional investor should ensure that responsible investment is
practiced by the organisation to promote the good governance and creation of value by the companies in
which it invests (only apply if relevant).

A note on Integrated Reporting

King IV does not contain a separate chapter on Integrated Reporting, compared to the chapter that was contained in the
King Ill Code. In the foreword of the King IV Report and again featured in part 2, fundamental concepts, there is discussion

around integrated thinking and the move from silo reporting to integrated reporting. Reference is made to the International
Integrated Reporting Council (IIRC) in King IV.

The King IV Code assumes that companies should use the work and publications from the lIRC to implement the requirements

of integrated reporting. In each chapter of King IV the disclosure and reporting requirements for that specific area are
indicated.
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