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Abstract

New technologies have been changing the world dotuwies. Innovations have been the strongest
tool for development and recovery of world econoffoday information is the most valuable asset
and global markets and global companies are depgndin relevant data and information security.
Tech-intelligent processes are fundamental forEbeopean corporate governance environment. The
stability of corporate governance as a system wighprime aim to protect investors and take care of
stakeholders linked to public companies is baseduadity of information and relevant access. When
corporate governance is good, then also the prooésllecting and disseminating information is
good as well. This paper presents the potentialsnfdfrmation technology to be used for better
corporate governance and to help Serbian compatueposition themselves on European capital
markets. Public company as well as of capital marl@n be controlled in more efficient way by
using IT. Shareholders rights and activities, boafdlirectors™ duties and responsibilities, setjliof
disputes, disclosure and transparency, stakehaldpretection and other important issues in
corporate governance can be provided and organinea better way. This paper mostly deals with
tree main segments of corporate governance pofioytection of shareholders rights, effective board
of directors and efficient resolution of disput€soper use of technology and right policies and
procedures for information security can help puldaampany to improve the efficiency of corporate
governance by supporting diligence, restrict abase reduce corruption and bribery. Destructive
nature of any dispute arising within or out of canp has potential to spoil reputation of company
and the trust of investors. On the other hand,dispute, can be solved and even be a tool for bette
relationship between parties in a dispute in there. If discovered at the early beginning, thepdis
can be handled effectively by mediation. Ther@rmétion technology and communication can be of
great help.

Key words: Corporate Governance, Information Technology. $halders, Board of Directors,
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INTRODUCTION

Information and communication technologies are mpartant cohesive factor in developing global
economy and binding up capital markets. Corporatemance as a foundation stone of these markets
has its place in the process of creation of newitalaflows. Financial instrument markets are
connected in their existence with relevant infoioratand their dissemination, so that information
technologies contribute to the efficiency of thaiganization and functioning.

! This paper is a part of research projects No. @{BOropean integrations and social and economic clearig
Serbian economy on the way to the)Eahd No. 179015CGhallenges and prospects of structural changes in
Serbia: Strategic directions for economic developtand harmonization with EU requirementéinanced by
the Ministry of Science and Technological Developtra the Republic of Serbia.
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Keeping and processing relevant information, aty easess to important data by an endless humber
of beneficiaries in real time and effective transbé information to all interested persons, are the
characteristics which new technologies bring alamgt make them a factor of cohesion.

If Serbia follows this way than has to be aware the European Union has already applied new
technologies in a great deal in many areas inctudorporate governance (E-Europe). It is logicat th
the process of integrating capital market intoEleopean system has to be founded on harmonization
of infrastructure with the existing standards. Aldjusting of the behaviour of shareholders and
directors concerning IT application is imperatilfgoublic companies wish to protect themselves from
competition and provide an effective approach ttemal capital proper use of IT is of utmost
importance. Global markets involve many new dispuaed cross-borders disputes are the most
complicated among them. State system for dispwgeluon is not useful in a such situations so
effective out- of-court system is needed. When ed in a cheap, quick, non-formal and out of
public way with help of internet and other simil@ols it can be a good protector of investors,
consumers and other stakeholders.

CORPORATE GOVERNANCE AND TECHNOLOGICAL DEVELOPMENT

Numerous problems arise on the capital market déggapplication of new technologies. A part of
the problem refers to the very trade of securitlagng electronic transfer where numerous issues
arise (identity, irrevocabilitytrust and integrity of the document, &tdnother problem addresses the
relations within joint stock companies whose shaneson the stock exchange. The third group of
problems refers to relations among relevant estitte the capital market. The fourth group of
problems treats destructive elements on the capigaket which in certain segments tend to limit its
development, while in some other segments they tenact illegally and abuse technological
innovations. Problems do not end by such listing.

Corporate governance has not been well develop&ekiibia, nor is the capital market. Reasons for
that are numerous. In this paper we would highlilet current situation, reasons which caused such
situation and future perspectives, starting frotnypothesis that application of modern technologies,
especially information technologies, can contribgteatly to faster changes in terms of improving
corporate governance and effective functioning hef tapital market and protection of investors.
Technological changes have to entail inner orgéinisaf the company whose shares are traded on
the capital market (internal aspect) as well aserotexternal component systems of corporate
governance, which are present on the capital maretmake a very complex function of monitoring
(primary markets by prospectusecondary markets by loyal and competent inteiamies and by
efficient market for corporate contfpl

REGULATING THE ISSUE

Regulations in Serbia support application of teédbgical innovations in economic activities.
Company law, Code of corporate governance of thibi&e Chamber of Commerce (the Code), Code
of corporate governance of the Belgrade Stock BExgbaregulations on the capital market, tax and
other regulations relevant for structure and preegsof corporate governance, contain numerous
terms which, in order to improve management of jgubbmpanies and appropriate monitoring
mechanism present on the capital market (activitftdhe Commission for Securities, Central registry

4 Gururajan R, Ryle A, Hafeez-Baig A.(2004), LegatleRegulatory Issues of Implementation of Eleconi
Signatures, p. 3-6. http://conf.isi.qut.edu.au/au#groceedings/2004/gururajan04legal. pdf

® Must be taken into account that Prospectus doeemiy refer to the issuing of new securities ubffering

of the existing securities, too. (Suggested chaimg#e law on securities).

® Hopt J. K. (2007) Modern Company and Capital Mafkeblems: Improving European Corporate Governance
After Enron, http://ssrn.com/abstract=356102, 7. 48
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intermediaries, analysts, rating agencies, et@ctientities towards more intensive use of inforomat
technology and other similar means of informati@amsfer.

It has to be concluded that application considgridas behind the quality of the envisaged soltion
It is evident that a significant effort is requirsd as to implement technological information in
internal structure of public companies as wellraa network of synergy effects of all participaats
the capital market.

Good Bill on e-commerce creates safe legal atmasphs an incentive to development of e-
commerce in Serbia. It should respond to challenfidise increasing e-commerce on the Internet and
offer safe solutions for e-commerce in domestic iatelnational operations. Adequate regulations in
this field are important for Serbian integrationtire informatics society. Law can provide a set of
legal rules which regulate the terms and conditioinsyformation society services rendering, define
the obligations of information spreading to theraseletermine the idea of commercial message,
determines the rules in terms of signing contna@léctronic form, define the responsibility of gan
who offers services of the information society artlthe system of monitoring over these rules.

In e-commerce the law should regulate the procasshich various kinds of information and
communication technology are used in business tipesgaamong the business entities, information
providers, civil administration and consumers ewmiam transparency and control of business
transactions. Application of new technologies stowtduce administration and costs, provide
effective storing and keeping of information andieaand cheaper operational activity. This apgroac
will improve the relationship between company atsdcreditors, distributors, consumers and other
stakeholders. Safety and privacy are the two vaportant aspects of e-business.

E-commerce is so called three-tier architecturesb(wlient/server middleware) which increase the
problem of safety and privacy of the data providsdthe participants in the transactioNew
technologies contribute to increasing competitigsnand improving interactive communication.
Beside legal rules which determine the very procéss-commerce, there is a whole range of other
legal issues such as: regulations regarding el@ctsagnature, protection of intellectual propeftlye
Internet as «the world’s biggest copy macfjinprotection of privacy of the data, etc. In imiional
transactions there is a whole range of issueginstef conflict of law.

Secrecy of the data, as an important challengedgrorate governance also in developed countries,
has been legally protected in Serbia by the Lawpmtection of the personal data recently. These
regulations determine the conditions for collectiord processing of the personal data, human rights
and protection of rights of the persons whose @aéabeing collected, etc. Having in mind the
international potential of new technologies, ivigrth mentioning that the data can be taken othef
Republic of Serbia without special limitations édught into the member state of the Convention on
protection of persons in automatic processing odqeal data of the Council of Europe. Also, in erde
to provide more effective control of the system pootection of privacy of the data, the authorify o
the Commissioner for Information of Public Importanand Personal Data Protection has been
introduced as an independent state authority. tnately, low level of respect of such an important
field has been evident in practice.

In 2004 the Law on electronic signature was pags&erbia. It created a legal basis for functioning
of electronic and qualified electronic signaturénisTlaw regulates the use of e-signature in legal
operations and other legal activities and in bugsndt regulates rights and responsibilities reigard
electronic certificates. Also, it refers to comnation among state authorities, among authoritiels a
beneficiaries, provision and developing of decision e-form in administrative, court and other
procedure at state authorities.

" Nasir M A (2003), Legal Issues Involved in E-Commoge p. 9. http://www.acm.org/ ubiquity/
views/v4i49 nasir.html
8 «lts the World's Biggest Copy Machine, « PC Welauary 27, 1997.
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Monitoring over the implementation of this Law atlte work of certification bodies has been
envisaged. It should be kept in mind that no sigaift move has been done so far in terms of
implementation of the system.

More complex enterprise, in comparison to passagglations, is the creation of trust in reliabildly
electronic transactions. Apart from legal rules abhregulate the use of electronic signature and
establishment of trust among the participantsjrtiportant part of the problem lies in liberalisatim
telecommunication sectorWe should be realistic enough in our expectatimsa legal rule would

be effective if it is supported in real life. Heie,means the state in technology and the degree of
development of the very market and civil administra (Creation of legal framework for
development of information and communication market

CURRENT SITUATION IN SERBIA AND FUTURE PROSPECTS

Weaknesses of Serbian economy and capital market haen numerous and evident for more
decades. Often they have been a result of a laskategic orientation. At this moment there are tw
important assumptionsFirst, it can be assumed that there is a cleal goaerms of future
development. Stabilisation and Association Agreenasna basic document towards EU membership
after it has been signed with the European Uniearty directed further development (provided that
terms and conditions of this agreement are fulfilend the process of accession is successfully
ended). According to that, the main activities ld state are directed towards fulfillment of clgarl
defined political, economic and legal conditiondjieh essentially change the state and society and
adjust it to the EU standards. Another assumptothat the process of change could be faster if
adequate new technologies were applied.

Activities regarding adjusting of the legal systdmg,their nature, are reflected to functioning loé t
capital market and management of public companiesrder to understand the complexity of the
current situation on the capital market and congosgctor in Serbia, we have to look back at some
facts from the recent history and identify key waes for insufficient development of corporate
governance and capital market.

Continuity of stock exchange operations in Serbéa wmterrupted by forced termination of operations
on the Belgrade stock exchange after the World Wydrecause that «temple of capitalist economy»
was not suitable for socialist state. In the 1880k Serbia opened doors to market economy agein an
revived the activities on the Belgrade stock exgearProcess of transition, technological advances
and integration of capital markets in Europe in 8@s went round Serbia. Economic sanctions
imposed by the UN which lasted for almost a decadd climaxed in bombing of Serbia, left
destroyed economy, high rate of unemployment, gomnomy, high level of corruption and organised
crime, unfairprivatisation, lost trust in banks and capital near&and other negative traits in Serbian
society. That was a fundament on which market exgnshould have been built, including the most
sensitive financial sector. Establishment of leyad institutional framework of market economy and
democratic society started in the year 2000. Tleedpf these changes is conditioned by the dedree o
implementation of contemporary technologies anchdaedization. Technical and technological
solutions offer possibility for market opening tevaler pool of investors.

Currently, characteristics of Serbian capital manefer to a narrow space for full affirmation of
corporate governance and expansion in implementadio new technologies in the process of
strengthening business activities on organised ebarBince capital market is very sensitive to
situation in economy, many analysts emphasize iatyaof structural issues such as: inconsisterdlleg
system, weak judiciary system (not independent gimpand undeveloped mechanism of Alternative

° Dempsey J. (2002) Legal Regulations of the Elaitr&ignature in the Developing Countries (httpuiwe-
trgovina.co.yu/pravo/gipi.html
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Dispute Resolution, irresponsible and unprofessiorenagement, disrespect of law, non-transparent
business activities, destructive influence of cptian and organised crime, undeveloped capital
market and undeveloped practice of public compawiesover, etc.

Research made by International Financial CorpargfieC)™ show that corporate sector in Serbia has
the following characteristics: concentrated ownigrsbhonnections between ownership and control,
huge holding structure, active process of re-ogitn, lack of strong, active and independent
bodies. Such ownership structure shows that coggawer is in hands of a single shareholder or a
smaller group of shareholders (insider dominatiamhjle in practice it is evident that there are
frequent abuses of such power on the account afnityrshareholders and that mechanisms of control
do not provide effective protection of the investofhat is one of the main reasons why there is a
small number of companies (three on A list and @am® list) on the organised market in Serbia (there
is only one organiser, the Belgrade stock exchantggdh comprises stock exchange operations and
over the counter market. The relationship betwberotvnership and control, being the key issuelin al
public companies, is a very specific. Direct inteeihce of a majority owner in managerial activitges
predominant, thus resulting in weak structure epomsibilities and control, as well as weaker deinan
for implementation of advanced technological solsi for better information transfer and
communication. Stronger activities of the marked #re competition would bring about changes. The
main abuse in business transactions (mostly thrautglrelated persons) is caused by low quality (no
enough or too much information) and non-transpanefarmation system. Technological solutions
which are envisaged by the Code of corporate gawvemn of the Serbian Chamber of Commerce are
directed towards diminishing abuses in terms afdf@rring relevant information. Also they can give
their contribution to more transparent insight istamplex ownership and business structures which
affect business prospects of a particular publimmgany (improvement of quality of consolidated
accounting). Technologies can help in re-organisingh huge holding structures in order to adjust
them to changes which Serbian economy has beerseco.

Decades of socialist economy followed by econors@ation caused the lack of regulations which

derives from business operations and adequategugligractice. On the other hand, regulations have
been overwritten from the countries in the regiod the attempt to apply them in the economy which
lags behind causes numerous problems. The rolepdrgisory bodies is not defined, the role of

commissions of the board of directors and secesanf the public company is not clear, and that
indeed is a basis for a more effective communiocati®erious problems have arisen, but first steps
towards their resolution have been taken.

Improvement of corporate governance in Serbia wewough the reform of company law (which was
hard for there was nothing legal rules could retydoie to the lack of business and judiciary practic
resulting from the economic paralysis caused byewguc sanctions), which was not complete. That
reflected in criticizing business structures fomigeabstract, unclear and inapplicable (howeveicsri
could be addressed to business entities for nogudispositions of such rules and putting effort in
building up appropriate autonomous regulationsaulying information technologies). The report of
the EU Commission for the year 2008 [2] emphasibesneed to improve solutions of the company
law so it was the reason for adoption of new legish concerning company law and capital markets.
The same report points out insufficient degreeesfetbpment of information systems, which refers to
a problem of wider use of information technologéasl lack of more serious pressure in terms of
mandatory use of information technologies (it remait a recommendation level).

In treating the issue of corporate governance,lauras well as the Code of corporate governance,
starts from solutions incorporated in the OECD é&lples of Corporate Governance and
recommendations given by the EU Senior expert grédpption of all uniform models of documents
(e.g. electronic model of power of attorney, ei€.a condition for harmonisation with the regulato
and practice of the EU countries and at the same with capital markets of the member countries

1 Corporate Governance (2011) IFC, Belgrade, p.21-2
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and companies which do business on these marketda® adopts directions of development of the
EU law in terms of new instruments of corporate eyoance (independent general managers,
cumulative voting, protection of minority sharehaig, etc.) and application of new technologies both
in functioning of the state authorities and bussnestities, especially public companies (assembly o
the shareholders or video-conferences of the boamirectors, public relations via web page and
other ways of application of modern technologiesrder to provide effective and more transparent
business operations.

The biggest step forward in building up corporabeegnance in legal terms was made by the Code.
With the help of legal rules, recommendations (\ajamd explain’) and suggestions, the Code tries to
establish basis for creating better practice. lre$ions and recommendations for efficient applarati

of information technologies occupy a significardaqa within the Code rules.

When institutional framework is concerned, thera iminimum of necessary institutions (Securities
Commission, commercial courts, market organisexskdrages, banks, Central registry, etc) but their
activities are not connected enough. Technolodiradling in the same information system would
contribute to better functioning of each particutestitution and their cooperation.

The need for improving corporate governance is eavicand Serbia must act in a timely manner
through company law (internal corporate governarai®) capital market law (external corporate
governance) reform.

SHAREHOLDERS RIGHTS AND INFORMATION TECHNOLOGIES
Impact on Shareholders Position

New technologies should help public companies tsiecessful in a long run by providing more
efficient functioning of corporate governance byauraging shareholders to effectively use their
rights'’. Separating ownership from the function of managenand control and its diversification
(great number of shareholders), respecting anduéirgcrights of the shareholders becomes one of the
most important issues of corporate governancelamébundation stone of the investment procéss.

It should be kept in mind that the shareholdersnatehomogeneous group and among them conflicts
of interest arise (in relation minority-majoritynstitutional and non-institutional, domestic and
foreign, shareholders employed with a company dmose who are not, etc). Protection of
shareholders™ rights goes between the rules whieh cagent in nature and those which are
dispositional, that is between regulations andmsgtilations. Good protection of shareholders'tagh
entail legal and organisational instruments of miese and monitoring in order to achieve the dekire
behaviour of all participants. Application of infoation technology can contribute significantly to
more effective protection of both basic rights loé shareholders and higher level of more complex
managerial enterprises.

Minimum shareholders' rights assume that thereniethod of safe registering of ownership, and then
secure transfer of shares. A typical example afatife application of new technologies in Serbia is
the establishment of the Central registry for siéegt custody and clearing. With the assistance of
modern technologies, this considerably improvedviptes state in which there were huge abuses
(especially in subscribing shares in the procegwightisation). That provided efficient functiogiof
financial market in Serbia.

! Nathan R. (1996) Corporate Governance at the Speédht, p. 1 (http://www.catalaw.com/logic/doa/r
corpgov.html.
12 Kim K. Nofsinger R.J (2007), Corporate Governariearson, p. 3.
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Central registry keeps unique evidence on ownemalladecurities (and other financial instruments)
which are issued on the territory of the RepubfiS§erbia and the rights of the third parties ovese
securities. The Registry represents a clearing éheusch is engaged in clearing and balancing of
assets and liabilities in securities and moneyi@lsettlement). In order to become a member ef th
Central registry it is necessary to pay 40 000 Eamothe account of the guarantee fund, and the
members are as follows: brokerage companies, atmidshnks, custody banks, fund management
companies and foreign legal entities that are eegjag clearing and balancing, market organisess, th
Republic of Serbia and the National bank of SerBientral registry communicates with its members
via e-communication through sending SWIFT messabeshnical procedures for work and electronic
exchange of the data between the Central registlyita members are defined in the User manual of
the Central registry. Central registry undertakssbiusiness operations according to international
principles and rules accepted by the internationgénisations to which it belongs

Transferring the function of management from thareholders to the members of management brings
about the need to give a shareholder right to edect replace the management. The right of the
shareholder to be paid dividend, which is the neaigine of the capital market, should not be ignored
for the final purpose of investment in the compdayrepresented by the participation of the
investor/shareholder in the profit of the company.

On-line Communication

Application of information technology can contribuib more effective realisation of the basic rights
of the shareholders thus contributing to findindusons for the issue of «rational apathy of
shareholders».

New technologies can significantly contribute tofeefive shareholders assembly, material
distribution, accepting agenda, discussing andcesiag voting power of all shareholders (particlylar
important for cross-border shareholders).

The Internet and other technologies provide oppdrtufor everyday interactive communication
between the public company and the sharehdftidisat is a big step forward in terms of surpassing
traditional ways in which shareholders meet oncgear. (more often only in case of emergency
assembly), rarely exchange opinions among each, @halyse financial reports once or several times
a year depending on the law-abiding obligationufonsit financial reports.

Public companies in Serbia must publicise a lotindbrmation about its financial condition and
business transactions as well as many informatibiclware of utmost importance for investors and
are required by Capital Markets Law to be publidyealedSerbian company law has imposed an
obligation on public company to use internet andheotelectronic instruments for effective
communication with shareholders.

Interactive communication through on-line forumstbe Internet provides instantaneous access of
great number of shareholders and an opportunifyndbanswers on questions they are concerned with
in a more effective way. Members of managementatsm be involved in the exchange of information
and attitudes and give suggestions for which tlayeasily find out if they can obtain support ot. no
New technologies provide on-line dispute resolutigrich may arise among the shareholders, or with
the management, and especially conflict resolytimeedure. Also, this on-line method can be used in
the voting procedure. Advantages of on-line commaton, voting, access to information and
judiciary activities lie in the fact that all shhmders are in an equal position, and entail all

> ANNA, CEECSDA, ISSA, ECSDA and EACH
“Nathan R. (1996) Corporate Governance at the Speéight, p. 1 (http://www. catalaw.com/logic/dos/r
corpgov.html.
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shareholders no matter whether they are cross-bardemployed with the same public company.
Technologies bring extraordinary possibilities twporate governance providing considerable growth
in information liquidity, increase capability ofdtshareholders to actively participate in the psead
making strategic decisions thus protecting theindnterests more effectively. At the same time,
competition has been created among companies tadprdetter forms of communication with
investors, improving their chances in access titalaparkets which are founded on informatfoin
order to provide effective exercising of rightstbe shareholders to participate in the work of the
assembly, take part in discussions, give suggestask questions and get answers, a certain tethnic
and technological connection is required betweersttareholders and the public company. The Code
gives recommendation to public companies to providetact details on the Internet page of the
company.

The obligation to inform and communicate with theareholders, especially where there are a huge
number of shareholders, exposes public companyge kexpenses. The use of new technologies can
reduce these costs in a great deal, for it is ptessd send piles of documents important for as$gmb
sessions and decision making to an endless nunibemnil addresses (financial reports, auditor's
report, supervisory board report, board of directogport regarding business operations of the
company, as well as reports on corporate goverpance

Instruction containing explanation on the rightsbéareholders and the way in which these rights can
be exercised should be clearly visible on the wapepof the company (should be placed on a special
part of the web page separate from business infmabout the company). The web page of the

company should contain information on the time ametue of the shareholders assembly. It is

necessary to establish additional systems of corwation in order to encourage shareholders in

terms of cost benefit.

Sessions are summoned by sending notice in writirghareholders, which provides opportunity for
e-mails and mobile communication. However, one khde aware of a low level of information
culture development so that at this stage commtiaitaannot be reduced to the Internet or e-
communication but it should be followed by traditid communication. The notice given to the
shareholders (including the members of the boduel eiternal auditor, etc) can be sent effectively,
cheaply and automatically to all shareholders waad.

The Code offers an interesting solution which rezgithe public company to provide participation of
the presidents of the commissions for appointmdaes and auditing via implementation of modern
means of communication (teleconferencing and athdro and visual communications).

The Internet technology provides opportunities tfee investors to find out about the rights of any
kind and class of shares prior to purchasing sharetparticularly about the existing voting righas
well as voting rights which are given by shareslipiypoffered.

Custody banks provide specific ways of protectimg tights of the shareholders. Here technological
opportunities help in establishing full communiocatnot only between custody bank and shareholders
but between the shareholders themselves, thusingdtie risk of being uninformed, i.e. so called
«the prisoner's dilemmax». The same situation camppéed to any person which is the owner of the
account of shares on his/her behalf and on theuat@f the legitimate owner.

The code allows the public company which has noemitian ten shareholders to hold phone
assemblies (no physical presence required). Inrda@rganise such session, the public company
should have on its disposal appropriate techniaphcities which enable communication among the
shareholders (i.e. their representatives). Rulesdting in absence should be applied.

15 efebvre R. (2008) Corporate Governance in Carsa@apital Markets, p. 5.
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New Voting Procedure and the role of institutionainvestors

The application of information and other technoésgis very important in voting in absence. It is
necessary that a company provides, at its own egyéechnical possibility to its shareholders eirth
representatives (teleconferencing and other audizalcommunication equipment) to participate in
the work of assembly and vote without being phybigaresent there. Persons who participate in this
way in the work of the assembly are considerecetpriesent in the assembly. It is crucially impartan
to check the identity of the persons who vote isesice.

Instruction for voting in absence should be plagedhe Internet page of the public company.

Voting in writing is also one of the important pitlities of exercising the shareholders' rights.
Instruction should be given on the Internet pagpdeially important in checking out identity of the
voters) thus providing effective insight in the pedure. Application of the Internet technology wbul

make withdrawal of votes given in writing very efént.

Public company should provide on its Internet pagevant information and instructions on voting via
power of attorney. Power of attorney could be giwrea special form enabling shareholders to give it
in electronic way.

Public company should remove any obstacle in amerovide easier and simpler participation of the
shareholders with the residence abroad, in the wbthke assembly. Modern technologies provide the
same opportunity to this group of shareholders. ¢food if the board of directors establishes &igpe
commission for protection of such shareholders amovides on-line communication with that
category of shareholders. This procedure shouldyderned by rules and such rules should be
announced to the investors.

Voting should be organised with the assistancesdfiiology which provides clear identification of
the voters (if voting is not secret), scope of ithaiting right and safe way of votes counting which
guarantees correctness. When there is a huge nahbeters and huge number of shares with voting
power it is necessary to adjust voting lists to patar processing in order to provide efficiencyeesp
and correctness.

Technology can play a significant role in the psscef separating voting procedure in essentially
separate issues (e.g. it is necessary to sepagaigiaths on salaries, dividends, approving board of
directors' report, report of an external auditapesvisory body report, etc).

The company should have commission for voting (aweority shareholder representative member)
and it is important that public company puts a repm its Internet page on the work of that
commission after each session (including explanagiven by the member who has not wanted to
sign the report).

Development of investment and pension funds haddestrengthening of institutional shareholders.

Their main duty is to act in the best possiblergdgeon behalf of their investors which brings thiem

a bit controversial position: on the one hand tHewve obligations towards their investors

(diversification of risk and maximisation of retgjnand on the other they have obligations towards
company in which they possess shares.

Institutional shareholders have to decide in asparent way whether they would exercise their
shareholders rights. If they estimate that it i®fulsto exercise their shareholders rights then
institutional shareholders actively influence masragnt in the public company. Their pressure on
management encourages growth of the scope andtyqadlirelevant information offered to the
shareholders. That procedure is directed towardkpi@ndent and non-executive members of the board
of directors.
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On the other hand, the Code of corporate governamgeses obligation to institutional shareholders
to publish their policy of exercising voting rigbh their Internet page at least once a year. Alszy
should publish report on whether they have votethénassembly every three months and if so, they
should announce how they voted.

The board of directors in the public company isigdd to publish explanation given by the
institutional shareholders on the company's wele pagarding the way they voted on each issue in
terms of evaluating corporate governance, and egdfpein situations in which they do not agree with
the activities of the company.

Investment shareholders make indirect pressuraublicpcompany by prescribing certain standards of
reporting which company has to fulfil as a pre-dtind for their investment§. Such pressure is made
by stock exchanges as well, securities analysisgragencies and specialised journals. This redult
in the need for direct communication between thadipiwompany and information beneficiaries.
Control by the shareholders could be enhanced hguseliability (actions against directors and
auditors) and special investigation (do detect orsicict):’

BOARD OF DIRECTORS AND ITS COMMITTEES IN IT WORLD

Tech savvy approach

Board of directors is a fundamental pillar of im@&rcorporate governance system. In tech inteltigen
approach in creating structure and processes iticpedimpany, from directors is expected to devote
enough time and diligence to information and comication technology. The complex relationships
within the board (independent and dependent dirgcexecutives and non-executive, employed or
unemployed directors etc) as well as between direcand shareholders, is not easy to balance.
Conflicts of interests can arise everywhere. Ppalcagent problem, as one of the fundamental issues
in corporate governance, can be treated much nfiteetieely by application of advanced information
and communication technologies. That system cavigig@ better communication, allow for the ease
of oversight of organization risk management anip e minimizing the risk linked to different
conflict of interests.

The board of directors is centrally positioned orporate governance system. It is responsible for
directing, definition of strategies, company’s Imesis priorities and control. Efficient and safe
functioning of IT system is an important board'sivty.

There are many critical information and communmatitechnology issues important for board
members activity and responsibility. The most inb@iot thing in application of new information and
communication technology is to use it properly dpgort the board activity. The board must organize
information system in accordance with the wholeimess strategy of a company and take a good
oversight over the use of IT. It is not an eas¥ tascause a lot of knowledge is needed to undefstan
the quality of particular IT® There are many risks linked to that applicatiod board is responsible
for it, especially CIO (Chief Information Officer).

Board of directors, elected by shareholders’ asfemdicts in line with company’s interests,
shareholders’ rights; supervises work of generahagars and other executive board members and

®Nathan R. (1996) Corporate Governance at the Speight, p. 1.

" Hopt J. K. (2007) Modern Company and Capital Markeoblems: Improving European Corporate
Governance After Enron, http://ssrn.com/abstracti82, p. 486

'8 See The Tech Intelligent Board, Priorities for F&avvy Directors as they oversee IT Risks and&jya S
survey conducted by Delloite Touche Tochmatsu injuection with Corporate Board Member , (guide have
been taken from corpgov.delloite.com chSeptember 2013.
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monitors financial control system. It should beiaéit, professional and independent. According to
Serbian company law there are two governing systemslisposal to shareholders of a public
company to apply. Both of them are similar to Ewap practice: one tier and two tier.

New technologies may help this Board’'s work becaonmee efficient aiming at protection of public
company’s interests and long-term shareholdergrast. This is achieved by numerous technical
solutions allowing for a high level of continuednmmunication and data disclosure, storing and
automatic processing of information, as well asrdgsfer.

IT has found its place in every segment of corporaivernance concerning board practice, both in
control process and incentives and penalties mésianimplementation. Responsibility of board
members is a pillar of good corporate governanteyTsign and guarantee for financial reports. A
study conducted in Canada shows that: companids gaod corporate governance have a strong
sense of commitment and a ‘culture of complianegid board members have a strong sense of
independence, diligence, competence and ethicthnbémgies can stimulate development of such
characteristics.

Integrity of board members and trust of investarthieir work, as well as quality of oversight pkay
essential role in economic life. Corporate goveoeashould support a more efficient resource usage
(particularly of ITs that generate changes) andtrobnof costs, risks and harmonisation.
Administrative system (single, double, mixed) definlT communication and control system
(connection with executive board and internal aantr

Talking about place and role of board in corpogeernance system, one should have in mind that
this body’s make-up is not homogeneous. It is paldrly dangerous if a member (non-executive and
independent as a rule) is cut off from informatidhis is where IT come to the scene and become
prominent through transparent and efficient daszldsure system. Intranet communication board is
an example of good practice.

Good corporate governance has to provide direcfionexecutive bodies in charge of running daily
company'’s business. This operational advantagddges\a high level of company’s resources control.
Comprehensive informing has its full sense wheainits at prevention of personal interests in thst fir
place and outflow of company’s resources and aesiodders’ damage. Well-established information
system and clearly defined responsibilities of lbard within the system are a guarantee of a higher
level of responsibilities towards shareholders wipenforming their assigned duties. This system
enables a company guide executive bodies to pertioemtasks in good faith and company’s interest.
This implies a high level of information and goodimanunication system among shareholders and
executive and boards of directors. The board iparsible of taking care of harmonisation system
functioning between behaviour and legal, i.e. citral responsibilities, as well as of information
system security. Improved protection of stakehaldieterests is an important part of this strategy
efficient information and active role in corporgi@vernance process.

Owner is detached from management function, wisch characteristic of public companies and soft
spots and implies appointment of experts in chafgachieving company’s set objectives. Efficient
control of their work, primarily of business finaakresults, is a principal agent. Protection pescis
initiated by selection of adequate persons. NeWwrtelogies can be applied here. Concretely speaking,
they may search databases (on line head huntind)e wsed for e-learning, professional education
and development, personnel retaining (full inforimatand motivation), etc.

Public company has to have a general managerigthigard’s presidents by the law unless someone
else is appointed), who is always executive bogodésident and company’s representative. It is not
good for corporate governance to have a same pexrsdmoard’s president and general manager
(executive board’s president). Concrete solutios imany case influence on information system
structure, both within the executive board and ketwboard of directors and executive boards.
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General Manager is, at interior level, in chargecalling executive board’s sessions and chairing
them. He/she is also responsible for all activiaes minutes taking. He/she is accountable to board
Public company has to have an executive board nssile for implementation of board’s decisions.
The most sensitive issues, board deal with, aneistetd to expert commissions. There are following
commissions in line with Serbian regulations: cossmns for appointments, reimbursement
commission and auditing commission. Growing impaecta of IT underlines the need for a public
company’s commission in charge of them.

Chief Information Officer (CIO) and Control Bodies

Risk management is one of the most important comptsnof corporate governance and a key
challenge for the board members. Their duty ismform shareholders, and investment-related public
on risks a company is exposed to, as well as drategy to reveal, master and control them. Rigks i
modern business operations, particularly for pubimpanies come from all directions. Application
of Internet and other advanced technologies is afngsk sources, but, at the same time, one of
efficient tools to remove them. Risk managemersteel to new technologies (IT Risk Management),
no matter whether they come from natural occurrerareevents (earthquakes, fires or man-made
ones), requires knowledge of IT and their imporéafor concrete company’s business operations.
Such a situation imposes need for a CIO withinramamy, a special manager in charge of information
system protection and application strategy. Besidgéirector, who is chief executive body (Chief
Executive Officer/CEO) and a financial director {€hFinancial Officer/CFO), a modern public
company should employ Chief Information Officer/Gl®lis/her task is to create and implement IT
risk management strategy (security and disastevezg)".

This strategy covers numerous fields dependingopfiGation of technologies on them: harmonisation
with regulations, data and privacy protection, deaasfer, financial statements, disclosure ofdgu
intellectual property protection, etc. Aiming afigent IT risk management and budgeting, CIO’s
strategy had to comprise the following as the rimogbrtant:

Business Continuity Planning/Disaster Recovery fifan

Information Security and Data Integrity

Sourcing and Outsourcing

Performance Measurement

Regulatory Non-compliance

IT Strategy and Spends

IT Management Infrastructure

NoohrwdbE

Public company needs to have a body dealing witttrabfunction,; this is an optional choice between
a supervisory board (elected by the stakeholdesserably) or internal auditor, i.e. board of auditor

(elected by the board among independent membel®artd or assembly if they are not sufficient).
Concrete options dictate communication systemsertiad body reports to the assembly, and
preferably to AB and external auditor.

Company’s secretary is a mandatory body. He/sheldhensure governance is in accordance with
procedures. He/she is responsible for Book of $ualkiers. He/she prepares stakeholders and AB’s
sessions. Minutes taking and keeping, as well agtliér documents in line with the Law. He/she
organises work and follows implementation of deridiaken by the assembly, supervisory board and
board of directors. His/her role to enable andofelcommunication and data disclosure systems and
update Internet pages is a very significant one.

19 Chandiramani R. S (2008) Information technology earporate governance
(http://www.expresscomputeronline.com )
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Internet Boards as a Challenge for Managers

Numerous Internet forums and chat rooms have beeospdt where a great number of people from
all over the world exchange information. Placesigiised in corporate and investment-related topics
offer real-time data on companies and their aotisitThese data might have influence on securities
prices movement in the capital market. The prolieay arise if they are incorrect and presented with
an objective of gaining illegally and unfairly cairt profit or inflict damage to another capital ketr
participant.

The board should have adequate strategy for dfficisage of such information boards available to
investment-related public, as well as for fightagainst possible attacks. This activity should ppara

of overall risk management system’s strategy caimsedpplication of new technologiésIntranet
also enables all employees and other stakeholagress their stands. Independent board’s members
are to have a particularly significant positionhirit this system.

People of unknown identity, as a rule, stand beltived provided information. They are sometime
people closely related to the company (behind Sijcwning authentic information. They try to blow

the whistle and hence point at illegalities andthical behaviour within a concrete company. The
information is sometimes true to life and sometirb@sed, trying to inflict damage to a company, in
competition’s or one’s own interest.

The fact is that more and more dissatisfied em@syer former employees) use such spots to express
their opinions and criticisms. They sometimes temgut false statements based on rumours and not
facts. Most laws in developed countries (as wellnaSerbia) protect employees’ right to talk and
present data related to illegalities in businessrations, particularly facts referring corrupti@uch
spots are ideal since people are anonymous ane liesgcto talk. This information is good for capita
market efficiency that should react in an adequaty. However, this freedom of speech is
occasionally abused and becomes an instrument to dther people’s rights. Information
manipulation is a serious threat to capital marRétis huge destructive potential of every public
place, in which information is exchanged, requittegt companies should seriously face the issue.
These processes management should be a part @fllovgk management system caused by new
technologies. Securities commission should apprdi@ishissue in the same way. Its basic function is
control over capital market participants and taleéage of its efficient and legal functioning.

Securities analysts also acknowledge importanceic Internet spots for exchange of information.
Their experience and knowledge helps them recoghisge with good quality information among
anonymous persons. Ignorant investors could béyeaanipulated and hence threat for them is much
greater (made to either sell or buy securities).

Such spots and information flow have positive ieflae on capital market as a source of data on
illegal and unethical conduct within a company amight point at initial difficulties public company

is facing. Comments at such spots described Enmyash (Yahoo! Enron message board). The other
side of the story says that numerous examples ptiogee are many ill intentions when giving
statement on certain companies, i.e. desire teaehiertain financial profit. There is a great nemb
of ‘pump and dump’ activities at those online dission forums, and dump*, unfounded attacks on
company’s reputation, presentation of insider ibfoemployees, etc. A growing number of legal
actions has been undertaken to prevent such €ases.

20 Carson J, Felton J. (2003) New technology issoesdrporate governance: internet message boards p
http://papers.ssrn.com/sol3/papers.cfm?abstrac®2i@d+00

2L Carson J, Felton J. (2003) New technology issoesdrporate governance: internet message boaft7p
188. http://papers.ssrn.com/sol3/papers.cfm?albsidz®20100
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MEDIATION OF CORPORATE GOVERNANCE DISPUTES IN A TEC H-SMART
WAY

Disputes linked to corporate governance are nunseamd if neglected can harm public company.
Twenty percent, out of all disputes company lawated, settled by International Chamber of
Commerce, were disputes concerning corporate gameg¥ Corporate governance disputes mostly
involve shareholders and board members. Misundelstgs between shareholders, between
shareholders and directors, or between companyoatsider stakeholders, disputes always can be
very dangerous for public company, its reputatiarcapital markets and its long term success. Most
of disputes with civil nature can be solved outcofirt and a lot of them can be mediated properly.
Mediation can be used not only to resolve confliiiations, but also as a tool to manage the eéifiter
relationshipg® For Serbia alternative dispute resolution models mew as well as corporate
governance is. Mediation is recently regulatedaw?i and practice is still “under construction” but
awareness of it is rising among participants initehpnarkets arena. Disputes related to corporate
governance structure and processes are good flicatmm of negotiation and mediation. It is beaaus
in corporate governance all is about distributibrpower and balance of interests. The same is with
process of mediation. There are many approachegdiation but it is obvious that is not possible to
mediate between two parties in a dispute, withaling into consideration power and interests of
them both.

Alternative dispute resolution models, includingdia¢ion have come into practice as an alternative
to, public, not enough efficient and costly, cosystem. Disputes concerning corporate governance
have to be solved at the early beginning, withampglicated procedure and huge costs. That has to be
done very quickly and the issue has to stay awamw fthe public because investment community is
very sensitive to negative publicity. In EU thosethod of settling disputes are more and more
populaf® and on line possibilities, cheap and efficient@mealisposal to parties in dispute. FIN NET is
on line available network of centers for mediatiomlifferent countries and it will be describecklat

If there is a dispute between shareholders anctdne than it has to be solved through mediation
(court procedure is always available as the lasirteduring the process of mediation or [&ein the
same time there is a possibility that mediation iegult with minimizing the level of dispute or eve
with win-win solution. Mediation is not bounded kagal requirements and the proposal for settling a
dispute can be based on different issues (busietfon and other). In mediation parties can eselo
that specific feeling of justice and fair play sopiortant for any human being. Mediator as neutral
independent person, expert in subject of disputebeathe one leading them to solution acceptable fo
both of them.

But one has to be aware that in a group of mangrtiall conflicts linked to corporate governance
phenomenon, cross border disputes as a resulbbéliged market, are among the most complicated
for settling. Those disputes will rise progressivelith the rise of number of relationships and
transactions between citizens of Serbia and EU.tls®,analyses of the efficiency of alternative
disputes resolution through internet communicatieifl, start with the assumption that what is good
for the most complicated disputes would probablygoed for other disputes as well. Advanced
information and communication technologies can jpl@wa lot of solutions to that complex situation.
Arguments for that conclusion can be extracted froamy real situations in European practice where

22 Runesson M.E. Guy L. M. Mediating Corporate Goaaae Conflicts and Disputes, IFC, Global Corporate
Governance Forum, Focus 4, p. 5.

% Runesson M.E. Guy L. M. Mediating Corporate Goaaae Conflicts and Disputes, IFC, Global Corporate
Governance Forum, Focus 4, p. 7.

4 Law on Mediation Official gazette 18/2005.

% See EU Regulation 524/2013, regulating on lioestimer dispute resolution

%8 Good thing is that mediation is not available doéfore the court process but during the procedise
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cross-borders disputes are numerous as resultevhal market and free movements of goods and
services. One of them taken from FIN-NET consunedegwill be presented as a good example.

“You are buying shares via your foreign online beokThe formulation of your order appears to be
wrong, and you modify it before confirming it. Lray@u discover that the first, wrongly formulated
order has also been executed on the market eveglihygou did not confirm it. You try to contact your
broker by phone in order to cancel the first, n@miirmed execution. Your broker is not available,
but a colleague of his promises to take care otdreellation. There is, however, no cancellatiod a
you are liable to pay for both executions”

The question rising from this case is where a camplwould be sent. It reveals the complexity @ th
situation and the need for efficient instrumentsrésolution of cross-border disputes. FIN-NEThis t
cooperation network between registered, independewlt reputable national alternative dispute
resolution bodies for financial services. This matkvcovers European Economic Area by providing
guidance for consumers who consider making a dvosser complaint. Members of FIN-NET have
the obligation to handle cross-border complaintspeding to its rules and with the same diligenge a
they care domestic complaints and taking into astthie Commission Recommendation 98/257/EC
on principles put on those who are in charge fdtlesaent of consumer disputes (out-of-court
procedured) That process must be in accordance with some comst@ndards: transparency,
necessary information, adversarial procedure, itygetic.

Out-of-court complaint procedure, concerning finahcservice, exists in Serbia, like in many
countries which are members of the European Ecangmea. National Bank of Serbia provides
mediation service when financial conflicts ariséAmeen financial organization and consumer.

CONCLUSION

New technologies change the world and remove laroie capital markets integrating it. That process
uncovers a whole range of issues among which legas can be found as well. State courts and
judiciary system, being traditionally conservataeas, resist to these changes more than those who
offer services of alternative dispute resolution. t®e other hand, the life dynamics which depemds o
technological changes requires proper adjusting.

As a result of law facing the dynamics of econouthéwelopment and harmonization with EU law,
legal rules have been created which regulate elgictrcommunication, data bases and their
protection, electronic communication and tradectetmic governance, application of IT in many
corporate governance activities, etc.

The main issue which IT specialists, investors,ylens and directors have to deal with is the
application of IT in capital market, public compasiand judiciary as well as regulation of relations
which are caused by new technologies. Applicatiominiy refers to storing, keeping, selecting,
processing and distribution of information. Not rhubas been done in valuation and rational
resolution of complex legal and business issues.

Capital market is a space homogenous enough amauid be very useful to unite it in legal and IT
sense. Corporate governance as a pillar of thatahamust be tech smart as well. It would entail on-
line communication and exchange of electronic damisiamong all participants on the market (the
Commission, intermediaries, courts, analysts, &toyell as the data base available via Internethwhi
would contain relevant regulations, judiciary ambitaation practice, e-education, etc. It would mea
creation of 'an intelligent' system which wouldghal obtaining legally relevant information. It widu

be the space in which double, non-harmonised anttadicted regulations would be cleared away. It

%" Financial Dispute Resolution Network, ec.europénéernal_market/fin-net/how-en.htm, September 2013
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would enable shareholders to use and protect tighits through advanced technology tools. Board
members in 2% century must be tech-intelligent to perform thahities properly. Also they must be
skilful in negotiation and mediation to preventrfr@onflict or if rise to settle it efficiently anolt of
public. Mediation has to be the starting pointatviag disputes in company and with outsiders,ngki
into consideration all three dimensions of problemotional, commercial and legal. Better corporate
governance in public company means better oversigthffewer disputes.

Regulations in corporate governance in Serbia\iolloe regulations of the developed countries. An
important segment of that process is the interttiancorporate adequate use of the Internet anef oth
information technologies in the system, thus priongjdaster development. Of course, one should be
aware of certain systemic technical and technofdgiienitations of Serbian economy and civil
administration.

New technologies can help Serbia in the procedslbintegration. Moreover, their application has
become an imperative for the development. For Setey mean faster exit from the crisis of the
capital market and undeveloped corporate sectangBeft behind the technological process would
lead to new isolation. If Serbia took over contmattresponsibilities to harmonize its legal, ecoimm
political and other systems, then it is logicalttihee should follow such trend in application of new
technologies.





