
1 
 

 
 

 
 
 

 
 

First Network 
on Corporate Governance of 

State-Owned Enterprises 
in Southern Africa 

 
Cape Town, South Africa 

 
6-7 May 2008 

 
 
 
 

 
 
 

 

With funding of the Swedish International Development Cooperation Agency 
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This draft Guide on transparency and accountability has been developed by the OECD Working 
Group on Privatisation and State Owned Assets.  Experienced policy makers and practitioners from 
a large number of OECD and non-OECD countries were involved in its development.   
 
Most recently, the Global Network on State Owned Enterprises met in Paris on 5 March 2008 to 
discuss the Guide and the current draft reflects the deliberations of that group.  The outcomes of 
the Global Network meeting and the key features of the Guide will form the basis of discussions in 
Theme 1 of the Agenda: Transparency and Disclosure in SOEs: Report from the OECD Global 
Network.   
 
The Guide is intended to facilitate the practical implementation of the OECD Guidelines on 
Corporate Governance of State-Owned Enterprises. It is focused on ensuring a high quality of 
transparency and accountability, which is the basis for any sound corporate governance regime. 
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INTRODUCTION 

1. This Guide is intended to facilitate the practical implementation of the OECD Guidelines on 
Corporate Governance of State-Owned Enterprises όǘƘŜ ά{h9 DǳƛŘŜƭƛƴŜǎέύΦ Lǘ ƛǎ ŦƻŎǳǎŜŘ ƻƴ ŜƴǎǳǊƛƴƎ ŀ ƘƛƎƘ 
quality of transparency and accountability, which is the very basis for any sound corporate governance 
regime. 

The Use and the Scope of this Guide  

2. The Guide is primarily directed at ministries and other government branches charged with 
assisting national reform efforts. It aims to help evaluate existing practices, identify their strengths and 
weaknesses and provide examples of successful practices. Other users of the Guide may include 
Parliaments as well as independent evaluators that seek a tool that can help them make a systematic 
inventory of the accountability and transparency structure. 

3. Like the SOE Guidelines ǘƘŜƳǎŜƭǾŜǎΣ ǘƘŜ DǳƛŘŜ ƛǎ άƻǳǘŎƻƳŜ ƻǊƛŜƴǘŜŘέΦ wŀǘƘŜǊ ǘƘŀƴ ōŜƛƴƎ 
prescriptive in terms of specific provisions it acknowledges that there may be different ways to achieve 
the same outcome. Laws, regulations and practices may have to be adapted to national circumstances. 
Moreover the examples used in the Guide illustrate distinct differences among OECD countries. In some 
countries the governance is more or less identical to the governance of privately owned commercial 
ŎƻƳǇŀƴƛŜǎΦ Lƴ ƻǘƘŜǊ ŎƻǳƴǘǊƛŜǎ ǘƘŜ ƎƻǾŜǊƴŀƴŎŜ ƛǎ ƳƻǊŜ ǘƛŜŘ ǘƻ ǘƘŜ ƻǿƴŜǊǎΩ ǇƻƭƛǘƛŎŀƭ ƛƴǘŜǊŜǎǘǎΣ ŜǎǇŜŎƛŀƭƭȅ 
when the plans of the specific SOE are decided or agreed in detail between the owner and the company. 
The existence of competitors, of minority shareholders, the specific legal status of the SOE concerned, as 
well as the way the ownership function is organised within the state administration might all have a non-
trivial impact on the way the Guidelines might be implemented. TherŜ ǿƛƭƭ ƴƻǘ ōŜ ŀάƻƴŜ ǎƛȊŜ Ŧƛǘǎ ŀƭƭέΦ 
Regardless of the means by which the SOE Guidelines are implemented, it is essential that authorities 
always scrutinise the effectiveness and the relative costs and benefits of alternative approaches. To assist 
in this process, the Guide provides specific examples of national practices that can inspire other countries 
that face similar challenges. 

4. Most of the recommendations made or policy options described in this Guide concern mainly 
non-listed SOEs. As soon as SOEs are listed, the state will have to exercise its shareholder rights but will 
not be more than a significant or controlling shareholder. Market mechanisms then apply, as well as 
listing regulation. International standards in terms of transparency and accountability do apply in this 
case and are sufficient. Users of this Guide are thus invited to consider each time whether the policy 
options and practices described apply or not according to the type of SOE concerned. The distinction to 
be made between partially-owned, listed and non-listed SOEs will be reminded at several junctures in this 
Guide.  

5.  This Guide covers what can be done by the state as an owner, and mainly by the ownership 
entity, to ensure greater transparency and accountability on SOE performance. It does not develop nor go 
in-depth into the issue of SOE boards, their nomination, composition, functioning and evaluation. 
However, it is clear that SOE boards are first in line in terms of accountability for SOE performance. This 



5 
 

primary responsibility is reminded at different juncture in this document, but nothing more specific is said 
about how to ensure an effective implementation of the Guidelines in this area, i.e. on how to ensure 
that competent boards are in place and that they effectively perform their functions. As this appears to 
be critical and has been underlined in the different consultations held to develop this Guide, more in-
depth work on how to implement the Guidelines in the area of SOE boards will have to be considered in 
the future. 

6. ¢Ƙƛǎ DǳƛŘŜ ǊŜŦŜǊǎ ǘƻ ǘƘŜ άƻǿƴŜǊǎƘƛǇ Ŝƴǘƛǘȅέ ǘƻ ŎƻǾŜǊ ŘƛŦŦŜǊŜƴǘ ƻǿƴŜǊǎƘƛǇ ƳƻŘŜƭǎ ŀǎ ƛŘŜƴǘƛŦƛŜŘ ōȅ 
the Survey of Corporate Governance of SOEs in OECD countries, i.e. the centralised, the dual and the 
decentralised models1. The OECD Guidelines do recommend that the ownership function be clearly 
ƛŘŜƴǘƛŦƛŜŘ ǿƛǘƘƛƴ ǘƘŜ ǎǘŀǘŜ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴΣ ŀƴŘ ǊŜŎƻƎƴƛȊŜǎ ǘƘŀǘ άthis may be facilitated by setting up a co-
ƻǊŘƛƴŀǘƛƴƎ Ŝƴǘƛǘȅ ƻǊΣ ƳƻǊŜ ŀǇǇǊƻǇǊƛŀǘŜƭȅΣ ōȅ ǘƘŜ ŎŜƴǘǊŀƭƛȊŀǘƛƻƴ ƻŦ ǘƘŜ ƻǿƴŜǊǎƘƛǇ ŦǳƴŎǘƛƻƴέ (Guideline II.D.) 
However, the recommendations or good practices identified in this Guide could be implemented in most 
cases by centralized ownership entities as well as by decentralized ones. In this latter case, the 
άƻǿƴŜǊǎƘƛǇ Ŝƴǘƛǘȅέ ǿƻǳƭŘ ǊŜŦŜǊ ǘƻ ǘƘŜ ŘƛŦŦŜǊŜƴǘ ǳƴƛǘǎ ƛƴ ŎƘŀǊƎŜ ƻŦ ǘƘŜ ƻǿƴŜǊǎƘƛǇ ŦǳƴŎǘƛƻƴ ǿƛǘƘƛƴ ǘƘŜ 
different ministries. This said, the capacity of the ownership entity to implement the recommendations 
given in this Guide will crucially depend on its own capacities in terms of human and financial resources, 
which might be logically reinforced in a centralized model.  

The Structure of this Guide 

7. The Guide covers all relevant accountability and transparency recommendations in the SOE 
Guidelines.  For the purpose of the Guide, these recommendations have been grouped into five broad 
areas that also make up the subsequent chapters: 

¶ Chapter 1: Setting objectives 

¶ Chapter 2: Reviewing performance 

¶ Chapter 3: Auditing performance 

¶ Chapter 4: Reporting on performance  

¶ Chapter 5: Disclosure by individual SOEs  

8. Each of the chapters addresses a set of related recommendations from the SOE Guidelines and 
typically includes three main elements:  

¶ the reference to the relevant sections of the SOE Guidelines, re-stating their recommendations 
and the rationale in terms of transparency and accountability2;  

¶ viable policy-options and a άǊƻŀŘƳŀǇέ ƻŦ ǘƘŜ practical steps that might be taken to implement 
the SOE Guidelines, pointing at typical difficulties, risks and hurdles that may be encountered 
during the implementation process; 

                                                           
1
  Corporate Governance of State-Owned Enterprises, A Survey of OECD Countries, OECD (2005), Chapter 2, 

pp. 40 to 65. 

2
  Some topics covered in this Guide relate to different Guidelines. Individual Guidelines might also be often 

closely related to others. The Guide therefore provides in its Annex 1 the list of relevant Guidelines with 
corresponding items and topics to be covered in this Guide. 



¶ examples that illustrate the implementation of provisions and can serve as references and 
inspiration to governments that are confronted with similar challenges.  

Accountability, Transparency and Good Corporate Governance 

9. Enhancing transparency and accountability is central for improving the corporate governance of 
state-owned enterprises. It entails complex challenges but is an efficient entry point for further SOE 
governance reforms. It is also a central recommendation of the OECD Guidelines. The state needs to be 
kept aŎŎƻǳƴǘŀōƭŜ ŦƻǊ ǘƘŜ ǿŀȅ ƛǘǎ ŜȄŜǊŎƛǎŜ ƻǿƴŜǊǎƘƛǇ ǊƛƎƘǘǎΥ άThe state should act as an informed and 
active owner όΧύ ensuring that the governance of state-owned enterprises is carried out in a transparent 
and accountable manner, with the necessary degree of professionalism and effectiveness" (Main 
Guideline, Chapter II, p. 13).  

Transparency is not an end in itself but a powerful tool to improve accountability 

10. Transparency is openness to the public eye. It refers to the amount, scope, quality, accuracy and 
timeliness of information which is accessible to relevant stakeholders. By mitigating information 
asymmetry, thus reducing the magnitude and consequences of the principal-agent problem, transparency 
increases the capacity of outsiders to the company, such as the owners, to monitor and evaluate the 
actions of boards, managers and other insiders.  

11. Importantly, transparency facilitates the evaluation of institutions and makes it possible to hold 
them accountable with respect to their mandate and objectives. άThe most important benefits of 
ǘǊŀƴǎǇŀǊŜƴŎȅ ŀǊŜ ƭƛƴƪŜŘ όΧύ ǘƻ ƛǘǎ ƛƴǎǘǊǳƳŜƴǘŀƭ ǊƻƭŜ ƛƴ ŜƴƘŀƴŎƛƴƎ ǘƘŜ ŀŎŎƻǳƴǘŀōƛƭƛǘȅ ƻŦ ōƻǘƘ ǘƘŜ ōǳǎƛƴŜǎǎ 
and government sectorέ3.  

12. Being accountable is, by definition, being liable to be called to account, answerable. 
Accountability is ensured by structures and procedures that oversee and control the actions of economic 
and political powers. 

13. Transparency is not an end in itself but a powerful tool to improve accountability and the overall 
governance regime. It is a necessary but not sufficient condition for accountability. Transparency without 
accountability is meaningless and accountability requires transparency. 

14. To ensure that the state as an owner is accountable, it is thus not sufficient that individual SOEs 
and the ownership entity are transparent enough regarding their objectives, performances and practices. 
It is also necessary that appropriate processes are put in place and effectively implemented to decide on 
objectives, review the performance and assess practices, and that rewards and sanctions are applied 
accordingly. The general public and its representative institutions, such as the Parliaments, should feel 
comfortable that SOEs are run in the interest of the general public and according to agreed upon 
principles and framework.  

SOEs have a complex accountability regimeΧ 

15. SOEs have a complex accountability regime for a number of reasons: 

                                                           
3
  OECD, 2003, op. cit. p. 14. 
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¶ The accountability chain is complex, including SOE management, boards, auditors, the 
ownership entities, the government, the Parliaments and in fine the general public (cf. picture 
below).  

¶ SOEs may have an even more complex set of objectives than private sector corporations, since 
there can be a mix of policy and commercial objectives.  

¶ SOEs are often subject to both private and public sector standards.  

¶ Moreover, in the case of SOEs, shareholders can usually not άǾƻǘŜ ǿƛǘƘ ǘƘŜƛǊ ŦŜŜǘέ ǘƻ ǎƛƎƴŀƭ ƴƻƴ-
satisfactory performance4. Exit options are limited, and voice could only be expressed through 
the complex accountability chain mentioned above. 

Ownership
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Boardof Directors

Management
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nominates reports
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Χ ŀ ƳƛȄ ƻŦ ǘǿƻ ǘȅǇŜǎ 

16. SOEs are often created by moving ministerial departments out of the government structure and 
into a more competitive market-based setting. However, there is a trade-off between increased 

                                                           
4
  However, when national elections lead to a change in government, this can be compared to some extent 

to a takeover in the private sector as the new government may impose new priorities on the SOEs.  



autonomy and the removal of administrative controls. Putting SOEs outside the realm of government 
structure has weakened some accountability mechanisms typical to the public sector. The resulting 
ŀŎŎƻǳƴǘŀōƛƭƛǘȅ ǊŜƎƛƳŜ ƳƛƎƘǘ ōŜŎƻƳŜ άŦǳȊȊȅέ5, blurring the lines between market and public governance.  

17. The SOEs themselves and the civil servants that are in charge of their supervision tend to operate 
under overlapping regimes of both public and market accountability. The accountability regime of SOEs is 
ŀ ƳƛȄ ƻŦ ǘǿƻ ǘȅǇŜǎ ǿƛǘƘ άǎǘǊƛƪƛƴƎƭȅ ŘƛŦŦŜǊŜƴǘ ƭŜƎŀƭ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎέΣ ƛƴŎƭǳŘƛƴƎ mechanisms associated with 
both market and public governance. 

LƳǇǊƻǾƛƴƎ ǘǊŀƴǎǇŀǊŜƴŎȅ ŀƴŘ ŀŎŎƻǳƴǘŀōƛƭƛǘȅ ƛǎ ŀ ƪŜȅ ǇǊƛƻǊƛǘȅΧ 

18. Improving transparency and accountability is a key priority to improve the corporate governance 
of SOEs: 

¶ Iǘ ƎƛǾŜǎ ǎǳōǎǘŀƴŎŜ ǘƻ ǎƘŀǊŜƘƻƭŘŜǊǎΩ Ǌights by providing the information essential to their 
exercise. The state as a shareholder needs to collect enough, reliable and timely information on 
{h9ǎΩ ǇŜǊŦƻǊƳŀƴŎŜ ǘƻ ŜȄŜǊŎƛǎŜ ƛǘǎ ǊƛƎƘǘǎΦ  

¶ It is also a choice remedy for fraud and market manipulation. To refer to an old and well-known 
ǉǳƻǘŜ άSunlight is said to be the best of disinfectants; electric light the most efficient 
policemanέ6.  

¶ It is a prerequisite to and underpins public trust. The state as a shareholder needs to justify its 
ownership by clearly defining and disclosing its objectives in holding SOEs. It is also important to 
show that political control is being exŜǊŎƛǎŜŘ ŀǘ ŀǊƳΩǎ ƭŜƴƎǘƘ. Finally, as an agent to the general 
public, the state has also to report on its own performance as an owner, often via the 
Parliament.  

19. To ensure that the state is a professional, accountable and consistent owner, a coherent 
accountability regime has thus to be developed. It will necessary include complementary and sometimes 
overlapping elements of both public and market governance. This complex accountability regime, whose 
different elements might sometimes reinforce or be in tension with each other, is inevitably imperfect7. 
However, it is often relatively easy to reinforce some of its aspects or specific elements. This might have a 
cumulative effect.  

Χ and a good entry point for reforms 

20. Moreover, improving transparency and accountability is not only a central element of governance 
reforms. It is also a good entry point for reform as it is doable and effective in mobilizing support for 
further reform:  

                                                           
5
  ¢ǳǊƴōǳƭƭ нллрΣ ά! ŦǊŀƳŜǿƻǊƪ ŦƻǊ ŀƴŀƭȅǎƛƴƎ ƴŜǘǿƻǊƪ ƎƻǾŜǊƴŀƴŎŜ ƻŦ ǇǳōƭƛŎ ŀǎǎŜǘǎέΣ /ƻƴŦŜǊŜƴŎŜΣ !ǳƎǳǎǘ мр-

17 2005, Victoria University City Campus, Australia. 

6
  Louis Brandeis, Supreme Court Justice of the United States; 1933, in the context of the Great Depression 

and the turmoil in global financial markets. 

7
  ά5ŜǾƛǎƛƴƎ ŀǇǇǊƻǇǊƛŀǘŜ ŀŎŎƻǳƴǘŀōƛƭƛǘȅ ǎȅǎǘŜƳǎ ƛǎ ǘƘǳǎ ŀƴ ŜȄŜǊŎƛǎŜ ƛƴ ŎƻƳǇŀǊŀǘƛǾŜ ƛƴŎƻƳǇŜǘŜƴŎŜέΣ aŀǎƘŀǿΣ 

WΦ[ΦΣ ά!ŎŎƻǳƴǘŀōƛƭƛǘȅ ŀƴŘ Lƴǎǘƛǘǳǘƛƻƴŀƭ 5ŜǎƛƎƴΥ {ƻƳŜ ¢ƘƻǳƎƘǘǎ ƻƴ ǘƘŜ DǊŀƳƳŀǊ ƻŦ DƻǾŜǊƴŀƴŎŜέΣ ¸ŀƭŜ [ŀǿ 
School, Research Paper N° 116, p.131. 
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¶ tǳǘǘƛƴƎ ƛƴ ŜǾƛŘŜƴŎŜ {h9ǎΩ ǇŜǊŦƻǊƳŀƴŎŜ ŀƴŘ ǘƘŜ ǇŜǊŦƻǊƳŀƴŎŜ ƻŦ ǘƘŜ ǎǘŀǘŜ ŀǎ ŀƴ ƻǿƴŜǊ ǿƛƭƭ ƴƻǘ 
only create incentives to better perform for all SOE officials and civil servants involved, but it 
will also strengthen public demand for further reforms.  

¶ In addition, improving transparency is usually considered as politically more feasible and less 
costly than drafting new regulation8. While requiring some political leadership, it is not too 
costly in terms of resources or capacity. It is thus a good substitute to regulation and the 
creation of additional institutions, even though increasing transparency might require in itself 
some degree of regulation.  

¶ Transparency reforms are also suitable for gradual implementation. They might even be made 
sustainable and somehow irreversible if crafted in a way to ensure that economic and political 
dynamics lead some disclosers to promote improved transparency9. Improving transparency 
and accountability will thus not only lead to improved performance but it will create trust in 
state ownership and has the potential to trigger further reforms down the road. 

                                                           
8
  However, the growing consensus about the importance of transparency reforms does not imply that 

these will be necessarily easy to enact and implement (Public Sector Transparency and the International 
Investor, OECD, 2003, p. 28). 

9
  CǳƴƎ !ΦΣ DǊŀƘŀƳ aΦ ŀƴŘ ²Ŝƛƭ 5Φ όнллоύΣ ά¢ƘŜ tƻƭƛǘƛŎŀƭ 9ŎƻƴƻƳȅ ƻŦ ¢ǊŀƴǎǇŀǊŜƴŎȅΥ ²Ƙŀǘ aŀƪŜǎ 5ƛǎŎƭƻǎǳǊŜ 

tƻƭƛŎƛŜǎ {ǳǎǘŀƛƴŀōƭŜΚέΣ WƻƘƴ CΦ YŜƴƴŜŘȅ {ŎƘƻƻƭ ƻŦ DƻǾŜǊƴƳŜƴǘΣ IŀǊǾŀǊŘ ¦ƴƛǾŜǊǎƛty, Working Paper. 



1. SETTING OBJECTIVES 

1.1 Overview 

21. Accountability requires benchmarking of performance against clearly defined objectives. Since 
state ownership is often characterized by vague, complex or contradictory objectives, improvement in 
this area is typically the very first step towards better accountability. This chapter provides guidance on 
how to formulate and communicate clear objectives at all relevant levels. It also gives suggestions on how 
to build up useful performance indicators for benchmarking performance against these objectives.  

22. At the most aggregate level, the government should define its overall objectives and ownership 
practices. An effective way of doing this is by developing an ownership policy, as recommended in the 
Guidelines (Guideline II.A.):άthe government should develop and issue an ownership policy that defines 
ǘƘŜ ƻǾŜǊŀƭƭ ƻōƧŜŎǘƛǾŜǎ ƻŦ ǎǘŀǘŜ ƻǿƴŜǊǎƘƛǇΣ ǘƘŜ ǎǘŀǘŜΩǎ ǊƻƭŜ ƛƴ ǘƘŜ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƻŦ {h9ǎΣ ŀƴŘ Ƙƻǿ ƛǘ 
will implement its ownership policyέΦ  

23. An ownership policy has a number of advantages:  

¶ It helps governments to avoid the usual pitfalls of passive ownership and excessive 
ƛƴǘŜǊŦŜǊŜƴŎŜΣ ǿƘƛŎƘ ƻŦǘŜƴ Ŧƻƭƭƻǿ ŦǊƻƳ ƳǳƭǘƛǇƭŜ ŀƴŘ ŎƻƴǘǊŀŘƛŎǘƻǊȅ ƻōƧŜŎǘƛǾŜǎΥ άIt is often the 
multiple and contradictory objectives of state ownership that lead to either a very passive 
ŎƻƴŘǳŎǘ ƻŦ ƻǿƴŜǊǎƘƛǇ ŦǳƴŎǘƛƻƴǎΣ ƻǊ ŎƻƴǾŜǊǎŜƭȅ ǊŜǎǳƭǘǎ ƛƴ ǘƘŜ ǎǘŀǘŜΩǎ ŜȄŎŜǎǎƛǾŜ ƛƴǘŜǊǾŜƴǘƛƻƴ ƛƴ 
ƳŀǘǘŜǊǎ ƻǊ ŘŜŎƛǎƛƻƴǎ ǿƘƛŎƘ ǎƘƻǳƭŘ ōŜ ƭŜŦǘ ǘƻ ǘƘŜ ŎƻƳǇŀƴȅ ŀƴŘ ƛǘǎ ƎƻǾŜǊƴŀƴŎŜ ƻǊƎŀƴǎέ 
(Annotations, p. 23). 

¶ The ownership policy also serves as an effective tool for public communication and provides 
companieǎΣ ǘƘŜ ƳŀǊƪŜǘ ŀƴŘ ǘƘŜ ƎŜƴŜǊŀƭ ǇǳōƭƛŎ ǿƛǘƘ ŀ ŎƭŜŀǊ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ǘƘŜ ǎǘŀǘŜΩǎ 
objectives as an owner and its long term commitments. It thus helps the state to clearly 
position itself as a predictable and long term owner. 

24. Based on the general objectives that are formulated in the ownership policy, it is useful to 
identify more specific targets for the ownership entity. This step should aim at άƻǇŜrationalisingέ ǘƘŜ 
objectives formulated in the ownership policy. Doing this also allows communication and evaluation of 
ǘƘŜ ƻǿƴŜǊǎƘƛǇ ŜƴǘƛǘȅΩǎ ǇŜǊŦƻǊƳŀƴŎŜ, as called for in Guideline II.EΦ άThe ownership entity should report on 
its performance in exercising state ownership and in achieving the state objectives in this regardέ 
(Annotations p. 27). 

25. In fully owned companies, the state should also define and review the company mandate. This 
mandate is intended to be valid over a long period of time and updated only in the event of fundamental 
ŎƘŀƴƎŜ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƻǾŜǊŀƭƭ ƳƛǎǎƛƻƴΦ   

26. Based on their overall mandate, the companies should also be given a set of company specific 
objectives and targets. These objectives and targets will help at the operational level and provides board 
members with important guidance (Guideline VI.A): άSOE boards should carry out their functions of 
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monitoring of management and strategic guidance, subject to the objectives set by the government and 
ǘƘŜ ƻǿƴŜǊǎƘƛǇ ŜƴǘƛǘȅέΦ  

27. When the company is not fully state-owned and listed, the task of formulating the mandate, 
company specific objectives and targets differs significantly. The process and framework for objective 
setting is different and primarily exercised through participation in the annual meeting. When the Guide 
discusses objective setting at company level, the distinction between different kinds of companies will be 
made whenever relevant.  

28. When formulating company specific objectives, it is essential to clearly identify any public 
services and other special obligations. ¢ƘŜ DǳƛŘŜƭƛƴŜǎ ǊŜŎƻƎƴƛȊŜ ǘƘŀǘ ǎǳŎƘ άobligations and 
responsibilities that an SOE is required to undertake in terms of public services beyond the generally 
accepted normέ Řƻ ŜȄƛǎǘ ƛƴ Ƴŀƴȅ ŎŀǎŜǎΦ ¢ƘŜ DǳƛŘŜƭƛƴŜǎ ǘƘŜǊŜŦƻǊŜ ƘŀǾŜ ǘƘǊŜŜ ƛƳǇƻǊǘŀƴǘ ǊŜǉǳƛǊŜƳŜƴǘǎΥ 
ŦƛǊǎǘƭȅ ǘƘŀǘ ǎǳŎƘ ǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎ ŀǊŜ άŎƭŜŀǊƭȅ ƳŀƴŘŀǘŜŘ ōȅ ƭŀǿǎ ƻǊ ǊŜƎǳƭŀǘƛƻƴǎέΤ ǎŜŎƻƴŘƭȅ ǘƘŀǘ ǘƘŜȅ ŀǊŜ 
άŘƛǎŎƭƻǎŜŘ ǘƻ ǘƘŜ ƎŜƴŜǊŀƭ ǇǳōƭƛŎέΤ ŀƴŘ Ŧƛƴŀƭƭȅ ǘƘŀǘ ǘƘŜƛǊ άǊŜƭŀǘŜŘ Ŏƻǎǘǎ όŀǊŜύ ŎƻǾŜǊŜŘ ƛƴ ŀ ǘǊŀƴǎǇŀǊŜƴǘ 
ƳŀƴƴŜǊέ όDǳƛŘŜƭƛƴŜ LΦ/ύΦ Lƴ ǇŀǊŀƭƭŜƭΣ ƛǘ ƛǎ ŀƭǎƻ ƴŜŎŜǎǎŀǊȅ ǘƻ ŘƛǎŎƭƻǎŜ άŀƴȅ ŦƛƴŀƴŎƛŀƭ ŀǎǎƛstance, including 
ƎǳŀǊŀƴǘŜŜΣ ǊŜŎŜƛǾŜŘ ŦǊƻƳ ǘƘŜ ǎǘŀǘŜέ όDǳƛŘŜƭƛƴŜ ±Φ9ΦпΦύΦ Effective implementation of these Guidelines is 
essential to ensure a level-playing field between the state and the private sector. To fulfil these 
requirements, a specific work of mapping, i.e. identifying these άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ Ƙŀǎ ǘƻ ōŜ ǇŜǊŦƻǊƳŜŘΦ 
In addition, the cost of these obligations needs to be evaluated, along with their sources of funding.  

29. Besides identifying special obligations, another central but technical difficulty is to develop 
relevant performance indicators. This is not specific to SOEs and a lot of work and guidance is available in 
this regard both for private sector companies and for the public sector in general. As it is at the core of 
defining SOE objectives, some useful guidance might be provided and this topic will be covered in a 
specific session. 

30. These topics will be covered in the following pages. For each topic, guidance will be provided on 
possible processes to fulfill these tasks and specific steps which could be undertaken by the state as an 
owner to ensure appropriate implementation of the Guidelines in this area. Distinction between partially 
and fully-owned SOEs will be made when necessary. 



1.2. Developing an ownership policy 

31. The ownership policy should be a short but high-level policy document providing a clear 
statement of the stateΩǎ overall objectives as an owner. It should be a single document summarizing the 
most important elements of all other relevant documents related to the state overall objectives and 
strategy vis-à-vis SOEs. Boxes 1 and 2 below provide examples of how these general objectives have been 
formulated in different countries. 

Box 1. Examples of ownership objectives 

In Sweden, ñThe Governmentôs overall objective is creating value for the ownersò (State Ownership Policy, 2006). 

In France, the overall objective is ñto contribute to a better valorisation of state shares in SOEò. (Loi Organique 
sur les Lois de Finance (LOLF), 2006, p. 131.). 

In the UK, the overall objective of the Shareholder Executive is ñTo ensure that Governmentôs shareholdings 
deliver sustained, positive returns and return their cost of capital over time within the policy, regulatory and 
customer parameters set by Government, by acting as an effective and intelligent shareholderò. 

In Finland, the core purpose of state ownership is defined as follows: ñThe State seeks to achieve an economic 
and societal overall result that is as good as possibleò (2004 Decision in Principle on Stateôs Corporate 
Ownership Policy). What this means in practice is then clarified: ñThe economic overall result is the sum of the 
development in value of the shares owned and their annual dividend yieldò (State Shareholdings in Finland, 2005, 
p.4). 

In Norway, ñThe purpose of state ownership is to attend to the common good. As an owner, the State also 
expects these companies to take corporate responsibility and to uphold our basic values in an exemplary 
mannerò (The State Ownership Report 2005, p.5.). 

Source: 10 Challenges in Setting Objectives and Reviewing Performance of State-Owned Enterprises, OECD, 2007. 

 

Box 2. Overarching goals of state ownership in New-Zealand 

In New-Zealand, the long-term hold policy has four overarching goals: 

¶ To be clearer with SOE boards about shareholding Ministersô expectations of the companies; 

¶ To provide shareholding Ministers with a greater understanding of, and therefore confidence in, the 
performance of SOEs, through enhanced benchmarking; 

¶ To develop appropriate capital structures which impose financial disciplines on SOEs while ensuring they 
have sufficient capital to make operational investment decisions without recourse to the Crown 

¶ To ensure that request for capital are considered in line with the business needs the SOE, while recognizing 
the Crownôs preference that major investments are considered relative to other demands for capital across 
the Crown by incorporating SOE requests for equity for significant investments into the normal budget 
process. 

Source: CCMAU, ñOwnerôs Expectations Manual for State-Owned Enterprises, 29 October 2007. 
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32. Such overall objectives for the state as an owner could also be defined at a sector level, for the 
main major industries in which the state holds shares in SOEs. 

33. In addition to stating the overall objectives, it is useful if the ownership policy also defines (cf. box 
3 for the Norwegian example):  

¶ the mandate given to the ownership entity in exercising the state ownership rights; 

¶ the main functions fulfilled by the ownership entity(ies); 

¶ the organisation of the ownership function within the state administration and its evolution; 

¶ the main principles followed or policies implemented by the ownership entity regarding the 
exercise of the ownership rights. Issues covered could include directions on the nomination of 
SOE boards, the role of general meetings, the role and functioning of boards, the appointment 
of external auditors, the remuneration of management, etc.  

34. It could be useful for the ownership policy to also include a declaration by the state regarding its 
commitment to ensure a level-playing field with the private sector. Such declaration would sustain the 
ǇǊƛǾŀǘŜ ǎŜŎǘƻǊΩǎ ŎƻƴŦƛŘŜƴŎŜΦ  

35. In order to document the different elements that influence the ownership policy, it could also 
provide a summary of the main reference documents that define or frame the exercise of ownership 
rights by the state. Examples of such useful references include: 

¶ Specific provisions of the Constitution, relevant Parliament acts, specific laws, including the 
Company Act, resolutions and regulatory documents, defining the respective roles and 
explaining the delegation of authority between the Parliament, the government, the ownership 
entity, the SOE boards, etc; 

¶ Non-binding principles or codes that the government wants to adhere to, including 
internationally recognised standards, such as the OECD Guidelines and the OECD Principles;  

¶ A list of all the statutory laws dealing with specific SOEs; 

¶ Focused guidelines adopted by the ownership entity on specific aspects of ownership 
supervision.  

36. Developing an ownership policy is often an iterative process that may involve several parties and 
consultations. If successful an appropriate degree of inclusiveness will improve the relevance and 
credibility of the document.  

37. While a long terms document, the ownership policy should nevertheless, when necessary, be 
reviewed and updated. This could be considered as reviewing the overall ownership mandate, similar to 
mandate reviews made for individual SOEs. 

 



Box 3. Example of the Content of an Ownership Policy in Norway 

 

Source : The Government's Ownership Policy, Norwegian Ministry of Trade and Industry, 2006 

 

38. The following table presents the main steps in developing an ownership policy:  

Main steps Brief description 

Survey existing 
documents 

In order to develop an ownership policy, the ownership entity could first survey 
existing documents, including legal or regulatory texts, official declaration, internal 
ǇƻƭƛŎƛŜǎΣ ŎƻŘŜǎΣ ŜǘŎΧǊŜƭŀǘŜŘ ǘƻ ǘƘŜ ŜȄŜǊŎƛǎŜ ƻŦ ƻǿƴŜǊǎƘƛǇ ǊƛƎƘǘǎΦ  

The ownership entity should also review the effective implementation of these 
documents, be they laws, regulations, declarations or any kind of policies. The 
ƻǿƴŜǊǎƘƛǇ ǇƻƭƛŎȅ ǎƘƻǳƭŘ ōŜ ōŀǎŜŘ ƻƴ ǘƘŜ ǊŜŀƭ ǇǊŀŎǘƛŎŜ ŀƴŘ ƴƻǘ ƻƴ ǘƘŜ άƭŀǿ ƻƴ ǘƘŜ 
ōƻƻƪǎέΦ 
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Receive 
directions from 

the 
government 

The ownership entity could also receive directions from the government on the 
ownership objectives. This is particularly the case where there is a change in 
government or a change in the overall governmental policy. 

Develop a draft 
document 

Based on instructions received from the government and existing relevant documents, 
the ownership entity could develop a draft document for discussion, summarizing the 
main elements of existing policies or practices and identifying potential main elements 
to be included in the ownership policy.  

This draft document should also allow identification of areas where there are some 
contradictions among existing documents, or where there is a need for clarification in 
terms of specific objectives. 

Consultation 
with all 

concerned 
parties 

The ownership entity should consult with all concerned government entities and 
discuss actively the main elements of the ownership policy.  

This could be done, for example, through a specific Working Group comprising 
representatives from the ownership entity, the relevant Parliamentary committees, 
other concerned Ministries, the State Audit Institution, relevant regulators, etc.  

The objective is to ensure broad understanding and support by all concerned entities 
on general objectives and practices of the state as an owner, and thus on the functions 
and responsibilities of the ownership entity.  

Consult 
broadly 

It could be fruitful to consult even broadly with selected board members and 
management of SOEs, and even to integrate them into the Working Group.  

In the same vein, representatives from the private sector, including investors and 
market service providers, as well as representatives from the trade unions could be 
included early in the consultation process. This would increase the level of acceptance 
of this ownership policy by key stakeholders and market participants.  

More generally, making appropriate use of public consultation will be instrumental in 
testing the market and political reaction. 

Obtain and 
demonstrate 

high level 
political 
approval 

If the ownership policy was not initiated at the political level, it is important as it is 
further developed to get and demonstrate high-level political approval. This is 
especially the case when no clear instructions from the government had been received 
prior to the development of the draft ownership policy.  

Clear and high-level political approval will reinforce the credibility of the state 
ownership policy and position the state as a predictable owner.  

This high-level political approval could be provided through an introduction or 
foreword signed by the Minister in charge of state ownership or the Prime Minister. 
!ƴƻǘƘŜǊ ǿŀȅ ƛǎ ǘƻ ƻǊƎŀƴƛǎŜ ŀ ƘƛƎƘ ƭŜǾŜƭ ǇƻƭƛǘƛŎŀƭ ŜǾŜƴǘ ǘƻ άƭŀǳƴŎƘέ ǘƘŜ ƻǿƴŜǊǎƘƛǇ ǇƻƭƛŎȅ 
with the participation of appropriate ministers, inviting all relevant stakeholders 
including market participants and ensuring adequate press coverage. 

Endorsement To make the ownership policy even more credible, it could also be endorsed by 



by relevant 
public servants 

relevant public servants, particularly the ones working for the ownership entity.  

hŦŦƛŎƛŀƭ ŜƴŘƻǊǎŜƳŜƴǘ ōȅ ŎƛǾƛƭ ǎŜǊǾŀƴǘǎ ǿƛƭƭ ǎǘǊŜƴƎǘƘŜƴ ǘƘŜ ǎǘŀǘŜΩǎ ŎǊŜŘƛōƛƭƛǘȅ ƛƴ άǿŀƭƪƛƴƎ 
ǘƘŜ ǘŀƭƪέΣ ǘƘǳǎ ƛƴ ƛƳǇƭŜƳŜƴǘƛƴƎ ŜŦŦŜŎǘƛǾŜƭȅ ƛǘǎ ŀƴƴƻǳƴŎŜŘ ǇƻƭƛŎȅΦ 

Public 
disclosure 

Another key aspect of the ownership policy is its public disclosureΦ άThe ownership 
policy and associated company objectives should be public documents accessible to the 
general public and widely circulated amongst the relevant ministries, agencies, SOE 
boards, management, and the legislatureέ όDǳƛŘŜƭƛƴŜǎ !ƴƴƻǘŀǘƛƻƴǎΣ ǇΦнпύΦ  

To ensure large public disclosure, the ownership policy could be: 

¶ launched in a high level public event largely covered by the media; 

¶ posted on the ownership entity website; 

¶ included in the Aggregate Annual Reports, at least for its most important 

elements; 

¶ printed copies should also be sent to all relevant government organs, SOE 

boards and management as well as market participants. 

Adapt if 
needed, 

keeping core 
elements 

stable 

SOEs are facing continuing changes in their economic, market and in some cases 
political environment. The state as an owner will thus need to adapt its ownership 
policy on a regular basis.  

However, the main elements should be as stable as possible and not subject to 
frequent changes. The objective is to give a clear picture of the behaviour of the state 
as an owner, and one important aspect of this is to make it perceived as a predictable 
ƻǿƴŜǊΦ /ƻƴǎŜǉǳŜƴǘƭȅΣ άthe state should strive to be consistent in its ownership policy 
ŀƴŘ ŀǾƻƛŘ ƳƻŘƛŦȅƛƴƎ ǘƘŜ ƻǾŜǊŀƭƭ ƻōƧŜŎǘƛǾŜǎ ǘƻƻ ƻŦǘŜƴέ όAnnotation, p.23). 
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1.3. Setting specific targets for the ownership entity 

39. Targets for the ownership entity should consist of a limited number of objectives that will allow 
ŀǎǎŜǎǎƛƴƎ ƛǘǎ ǇŜǊŦƻǊƳŀƴŎŜ ƛƴ ŜȄŜŎǳǘƛƴƎ ǘƘŜ ǎǘŀǘŜΩǎ ƻǿƴŜǊǎƘƛǇ ǇƻƭƛŎȅΦ  

40. These targets have to be agreed by the ownership entity and the entities or institutions it reports 
to. The process for formulating them may vary depending on the institutional setting and the 
organization of the ownership function. For example, the ownership entity might propose a series of 
targets for approval either by the relevant Parliamentary committee, or the relevant Ministry. Regardless 
of the exact process it is essential that all institutions that have a say ex post in evaluating the ownership 
ŜƴǘƛǘȅΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ǎƘƻǳƭŘ ǎƻƳŜƘƻǿ ōŜ ƛƴŎƭǳŘŜŘ ƛƴ ŘƛǎŎǳǎǎƛƴƎ ƛǘǎ ƻōƧŜŎǘƛǾŜǎ ex ante. This may include 
the Parliament, relevant Ministries, state audit agencies, etc. 

41. Targets could be both quantitŀǘƛǾŜ ŀƴŘ ǉǳŀƭƛǘŀǘƛǾŜΦ !ƴ ƛƳǇƻǊǘŀƴǘ ǇŀǊǘ ƻŦ ǘƘŜ ƻǿƴŜǊǎƘƛǇ ŜƴǘƛǘƛŜǎΩ 
work is process driven, and dependent on the quality of the relationship it manages to establish with 
SOEs and their boards. Qualitative targets could therefore relate to their ability to retrieve and process 
adequate and timely information and feedback on SOE performance. Other targets could cover the 
quality of SOE boards ŀƴŘ ǘƘŜ ƻǿƴŜǊǎƘƛǇ ŜƴǘƛǘȅΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ƛƴ ǘƘŜ ōƻŀǊŘ ƴƻƳƛƴŀǘƛƻƴ ǇǊƻŎŜǎǎΦ ¢ƘŜ 
ownership entity could also be held accountable for the effective implementation by SOEs of specific 
governance instruments or codes, etc. (cf box 4).  

Box 4. Implementation of the ñCharter on relationships between SOEs and the state shareholderò in France 

The ownership entity in France, the APE (Agence des Participations dôEtat) has developed a ñCharter on 
relationships between SOEs and the state shareholderò. The APE follows each year how this charter is effectively 
implemented, based on a specific evaluation done by APE representatives in SOE boards. The APE comments on the 
results of this evaluation each year in its annual report.  

An improvement in the implementation of the Charter is one of the objectives of the APE. This is a qualitative 
objective. The evaluation gives rise to percentages of a ñtargetedò full implementation, as it evaluates to which point 
specific processes have been put in place. These processes cover for example the competencies of the boards, the 
quality and effective functioning of the audit and strategy committees and the general relationship with the APE. 

Using this evaluation as a basis for evaluating the performance of the APE might however be slightly biased. It is 
based on an evaluation done by some APE executives nominated in SOE boards. Consequently, it might be 
considered as an indirect self-evaluation. Nevertheless, this constitutes an evaluation of how the processes decided by 
the ownership entity regarding the governance of SOEs are effectively implemented. 

 

42. There is an increased focus on quantitative and financial targets covering the whole state 
portfolio (cf. box 5). In order to measure performance in this respect it can be useful to identify a number 
of different indicators, which will be computed for the overall state portfolio or a significant portion of 
the portfolio (for example the publicly traded SOEs if these represent the bulk of SOEs in terms of value). 
These indicators would include financial indicators, such as operational and financial profitability, debt-
ratio and sustainable dividend levels.  

43. In order to make sure that the indicators actually reflect the performance of the ownership entity 
rather than the SOE performance and the economic and business environment, it is important that 
appropriate benchmarking with market performance is provided. 



Box 5.  Specific indicators to assess performance of state ownership in France 

Objective 1: Ensure the increase in State sharesô value 

¶ Indicator 1: Operational profitability of capital (operational result / assets) 

¶ Indicator 2: Financial profitability (net result / equity) 

¶ Indicator 3: Operational margin (operational results / turnover) 

¶ Indicator 4: Indebtedness sustainability (EBITDA/net debt) 

Objective 2: Ensure the success of selling transactions 

¶ Indicator 1: Difference between receipts from sales and intrinsic or stock values of sold shares (based on 
valuations made by the Commission on Participations and Transfers) 

¶ Indicator 2:  Level of fees and commissions paid to advisers 

Objective 3: Contribute to the decrease in state debt 

¶ Indicator 1: Decrease in debt and interest charges of entities in public administration except the state 
Indicator 2:  Decrease in debt and interest charges of the State 

 

44. Another useful target is the combined value of the state SOE portfolio, which is used in a growing 
number of countries. Changes in the value of the state portfolio could be reported and commented on in 
an annual report. When defining value targets there are several options: 

¶ An aggregate unique target to increase the value of the total state portfolio, or of a significant 
portion of it by a certain percent over a specified time. This option is appealing in terms of 
simplicity and as an efficient communication tool. However, it has some inherent limitations (cf. 
box 6). The overall increase in value might be highly dependent on the performance of a single 
company and heavily influenced by factors other than the performance of the ownership entity. 

¶ Sub-targets for the most important SOEs in addition to an overall portfolio target. The objective 
would be to achieve at least a portion of these sub-targets, with appropriate weight in place to 
reflect the significance of the different SOEs in the overall state portfolio. 

Box 6.  Case Study: Pros and Cons of a unique target for the ownership entity in the UK 

The advantages of a unique target 

The Shareholder Executive agreed on a specific and quantified objective to increase the value of six main 
businesses in the government's portfolio, representing 76% of total sales in its overall portfolio: ñTo increase by £1 
billion in the three years to 2007 the value of the core portfolio of businesses owned by Government, within a 
framework of clearly defined policy, customer and regulatory objectivesò (a).  

This quantitative and clear cut objective allows improved communication about meaningful targets. It is also 
considered as an important ñeducationalò tool to highlight the concept of value creation and focus on it. It is also 
instrumental in making SOEs and the general public understand that capital is not free. ñThe target will help embed the 
concept of managing the businesses for value in the governmentôs objectivesò (a). ñThe Executiveôs target (é) has 
brought greater attention to shareholder value within public businessesò.  

Critics of the unique target by the National Audit Office 

ñGoing forward, however, there are limitations with the target that will need to be addressed. It is difficult to link 
the achievement of the target with the Executiveôs own performance in managing the shareholding on behalf of the 
government. Furthermore, the earnings of these target businesses can potentially be volatile and the performance of a 
single one can have a decisive influence on whether or not the financial target is achieved. Continuing with a single, 
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portfolio-level target alone is, therefore, inappropriate.ò  

The Shareholder Executive should set individual businesses targets alongside with aggregate portfolio-level 
targets. These targets must take into account the challenges facing each individual business. ñThe executive could be 
required to meet an overall portfolio-level target which could be broken into a series of individual business-level 
targetsé The Executive would, over a given reporting period, have to meet a certain proportion of these business-level 
targets ï suitably weighted towards the larger businesses to avoid a loss of focus on overall value.ò  

Critics of the unique target by the Committee of Public Accounts 

ñThe target of increasing the value of six of its 27 businesses by £ I billion is not an adequate test of the 
Executiveôs effectiveness. One or two large businesses, potentially affected by market conditions, can influence 
whether the Executive meets its target, regardless of the Executiveôs underlying performance. Its performance 
management regime needs to include wider measures that are based on the results of individual businesses, 
alongside an aggregated portfolio-level target.ò  

Source: The Shareholder Executive and Public Sector Businesses, National Audit Office, 28 February 2007 / House of Commons, 
Committee of Public Accounts, ñThe Shareholder Executive and Public Sector Businessesò, 27 June 2007. 

 

45. When using value as a target, the economic value added concept (EVA) could be a useful tool for 
calculating the change in value of the state portfolio. Economic value added is an absolute measure that 
allows accounting for the cost of capital and risk .This gives a good idea of the scale of value creation. It is 
well-established, widely used and applicable to a wide range of industries consistently (cf. box 34 in 
section 2.4). 

46. Whatever the targets chosen, they will always represent imperfectly the real performance of the 
ownership entity. When discussing targets, the ownership entities and other institutions involved should 
thus strive to focus on their relevance, ensuring that they have a close link with the overall objective of 
state ownership, and building them so that they effectively reflect the performance of the ownership 
entity, with due consideration for market and business environment.  

47. The following table presents the main steps in setting specific targets for the ownership entity: 

Main steps Brief description 

Identifying potential 
targets 

A useful step for the ownership entity is to identify a large series of potential 
targets which could reflect / correspond to the overall objectives of the 
ƻǿƴŜǊǎƘƛǇ Ŝƴǘƛǘȅ ƛƴ ŜȄŜǊŎƛǎƛƴƎ ǘƘŜ ǎǘŀǘŜΩǎ ƻǿƴŜǊǎƘƛǇ ǊƛƎƘǘǎΣ ŀǎ ŘŜǎŎǊƛōŜŘ ƛƴ 
the ownership policy.  

If such objective is value creation, one obvious target is the increase in the 
value of the state portfolio, or a series of specific increases in the values of 
each or main SOEs. Other potential targets at the aggregate portfolio level 
are usual financial indicators such as profitability, indebtedness, dividend 
distribution, etc.  

More qualitative targets could also be considered, based for example on the 
processes that the ownership entity puts in place to exercise efficiently its 
ownership rights. Targets could cover how effectively the recommended 
processes are implemented. The overall set of targets should of course 
remain outcome oriented and not too heavily process based.  



Besides reflecting the overall objectives as described by the ownership entity, 
targets must reflect as far as possible the performance of the ownership 
Ŝƴǘƛǘȅ ƛǘǎŜƭŦ ƛƴ ŜȄŜǊŎƛǎƛƴƎ ǘƘŜ ǎǘŀǘŜΩǎ ƻǿƴŜǊǎƘƛǇ ǊƛƎƘǘǎΦ hōǾƛƻǳǎƭȅΣ ŀ ƴǳƳōŜǊ ƻf 
overall targets will also reflect other conditions, such as the performance of 
SOE management, the overall or sector specific economic or market 
environment, etc. In this case, targets should take into account the overall 
market, business and general economic environment and conditions. 

/ƘŜŎƪƛƴƎ ǘŀǊƎŜǘΩǎ 
characteristics 

Selecting meaningful targets to reflect the global performance of the 
ownership entity is complex, involving multiple challenges.  

In addition to reflecting the performance of the ownership entity, targets 
should have the following characteristics:  

¶ be specific enough and time bound; 

¶ be measurable, possibly at the portfolio level. This will in many case 

entail some significant aggregation difficulties (cf. below);  

¶ be at the same time realistic and challenging, in order to play a 

positive incitative/motivational role. 

Additional guidance on selecting appropriate targets and performance 
indicators is provided in session 1.7. 

Having looked at all the potential targets under these different perspectives, 
the ownership entity might select a number of appropriate targets. 

Select an appropriate 
mix 

There is a trade-off to be made regarding the number of targets. In addition 
to the usual difficulties encountered in specifying targets for a complex 
organization such as a business corporation, SOEs are likely to have a more 
complex set of objectives, involving commercial as well as policy ones, 
including public services and other special obligations as discussed in section 
1.5. Moreover, the state as an owner may has also another complex set of 
objectives, and setting targets at the portfolio level might entail specific 
size/aggregation effects. 

Having multiple targets might give a more complete perspective on the 
performance of the state as an owner. However, having a limited number of 
well-selected overall targets will be easier to communicate and report on 
and may be useful in enhancing strategic focus. There is a balance to be 
found between completeness and focus. 

Consider aggregation 
challenges 

Besides the difficulties in selecting meaningful indicators, there are also a 
number of more technical difficulties in computing aggregate indicators for 
the overall state portfolio, which tends to be well diversified.  

Attention should also be brought to the weight that one or several large 
{h9ǎΩ ǊŜǎǳƭǘǎ ƳƛƎƘǘ ƘŀǾŜ ƻƴ ǘƘŜ ƻǾŜǊŀƭƭ ǇŜǊŦƻǊƳŀƴŎŜ ƻŦ ǘƘŜ ǎǘŀǘŜ ǇƻǊǘŦƻƭƛƻΦ 

Test targets on past Before agreeing on a final set of targets, it could be useful to test them on 
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performance past performance and check if their achievement would have appropriately 
reflected performance based on similar objectives.  

Discuss targets internally 
and externally 

To be effective in terms of motivation, targets have to be adhered to, thus 
considered to be relevant and fair. It could therefore be useful to discuss 
widely the set of targets internally to the ownership entity in order to figure 
out more realistically the impacts they might have on the individual civil 
ǎŜǊǾŀƴǘǎΩ ƳƻǘƛǾŀǘƛƻƴ ŀƴŘ ōŜƘŀǾƛƻǊΦ  

In the same vein, it could also be useful to discuss potential targets for the 
ƻǿƴŜǊǎƘƛǇ Ŝƴǘƛǘȅ ǿƛǘƘ {h9ǎΩ ōƻŀǊŘǎ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘΣ ǘƻ ŦƛƎǳǊŜ ƳƻǊŜ ŎƭŜŀǊƭȅ 
the impact they might also have at SOE level. 

Agree on targets with 
government and other 
relevant institutions 

It is also necessary to ŀƎǊŜŜ ƻƴ ǘƘŜ ƻǿƴŜǊǎƘƛǇ ŜƴǘƛǘȅΩǎ ǘŀǊƎŜǘǎ ǿƛǘƘ ŀƭƭ ǘƘŜ 
institutions to which the ownership reports or which will be involved one way 
or the other in assessing its performance. This might include supervising 
ministries, the government, the relevant Parliamentary committees and the 
state audit institution. 

This agreement on targets might be instrumental in ensuring that targets do 
ŎƻǾŜǊ ŀƭƭ ǘƘŜ ƛƳǇƻǊǘŀƴǘ ŘƛƳŜƴǎƛƻƴǎ ƻŦ ǘƘŜ ƻǿƴŜǊǎƘƛǇ ŜƴǘƛǘȅΩǎ ǇŜǊŦƻǊƳŀƴŎŜΣ 
and are set at an appropriate level. This ex ante dialogue will also ensure a 
more smooth review of performance ex post and align expectations regarding 
ǘƘŜ ƻǿƴŜǊǎƘƛǇ ŜƴǘƛǘȅΩǎ ǇŜǊŦƻǊƳŀƴŎŜΦ 

Final targets should be clearly and formally agreed between the ownership 
entity and the government. It might also be advisable that relevant 
Parliamentary commissions clearly adhere to the agreed upon set of targets 
for the ownership entity. 

Disclose overall targets The overall targets of the ownership entities, as agreed with the government, 
should be clearly disclosed. This will include a clear indication on the 
ownership website, a reference to the initial targets in the aggregate reports 
and regular communication during the year by the ownership entity. 

 



1.4. Defining and reviewing SOE mandates 

48. SOE mandates are simple and brief descriptions of the high-level objectives and missions of an 
SOE in the long run. SOE mandates might be described in their articles of associations or relevant 
statutory laws. SOE mandates are relevant mostly in the case of fully-owned SOEs. In the case of partially-
ƻǿƴŜŘ {h9ǎΣ ǘƘŜ ǎǘŀǘŜ ƳƛƎƘǘ ƴƻǘ ōŜ ƛƴ ŀ Ǉƻǎƛǘƛƻƴ ǘƻ ŦƻǊƳŀƭƭȅ άƳŀƴŘŀǘŜέ ǘƘŜ {h9 ǘƻ ŀŎƘƛŜǾŜ ǎǇŜŎƛŦƛŎ 
objectives or fulfill missions. It might give some direction but as a significant shareholder and through the 
ǳǎǳŀƭ ƳŜŎƘŀƴƛǎƳǎ ƻŦ ǎƘŀǊŜƘƻƭŘŜǊ άǾƻƛŎŜέΦ ¢Ƙƛǎ ǎŜǎǎƛƻƴ ǘƘǳǎ ŎƻƴŎŜǊƴǎ Ƴƻǎǘƭȅ Ŧǳƭƭȅ-owned SOEs. 

49. SOE mandates usually define the main line of business. They also provide some generic indication 
regarding the ambition in terms of market leadership, quality of service or innovation (cf. box 7). They 
could also set some broad goals or constraints in terms of financial sustainability and sometimes include 
some form of public services and social obligations or commitments, such as related to employment 
issues. SOE mandates thus quite often clearly show a mix of commercial and policy objectives.  

50. These mandates or missions are valid over a long period and are updated only in case of 
fundamental change of mission. 

51. Defining clearly the mandate of each (fully-owned) SOE is necessary to build up appropriate 
accountability, to define and limit the scope of public services or other special obligations and as a basis 
ŦƻǊ ŘƛǎŎǳǎǎƛƴƎ ƳƻǊŜ ǎǇŜŎƛŦƛŎ ǘŀǊƎŜǘǎ ŦƻǊ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƻǇŜǊŀǘƛƻƴǎΦ  

52. These mandates and overall objectives should be disclosed, as asked for in the Guideline V.E.1. 
ά{h9ǎ ǎƘƻǳƭŘ Řƛǎclose material information on all matters described in the OECD Principles of Corporate 
Governance and in addition focus on areas of significant concern for the state as an owner and the 
general public. Examples of such information include: A clear statement to the public of the company 
objectives and their fulfillmentέΦ 

Box 7. Examples of mandates or overall objectives for similar SOEs (Post) in different OECD countries 

Canada Post Corporation / Canada. Mandate: To operate Canadaôs postal service on a self-sustaining basis 

with a standard of service that meets the needs of Canadians. Vision: To be a world leader in providing innovative 
physical and electronic delivery solutions, creating value for customers, employees and all Canadians. (Crown 
Corporations Annual Report to Parliament, 2005, p. 161). 

Posten Norge AS / Norway. Norway Post aims to fulfil its societal and operational obligations in a sound, cost-

effective manner, and with these parameters effectively administer the Stateôs assets and promote good commercial 
growth of the company. (The State Ownership Report 2005, p.81) 

Posti / Finland. The Group aims to develop its business towards integrated information and material flow 

management, enabling versatile messaging and logistics solutions (State Shareholding in Finland, 2004, p.22).  

Posten AB / Sweden. Postenôs profitability target is 10 percent of net profit in relation to average shareholdersô 

equity, assuming an equity/assets ratio of 25 per cent (Annual Report State-Owned Companies 2004, p. 61). 

Royal Mail / UK. Vision: To ensure the universal provision of postal services in the UK. Within that to ensure a 

publicly owned Royal Mail Group, fully restored to good health, providing excellent quality service to customers and 
rewarding employment to its people. Objectives: Royal Mail to be best in class postal service provider with robust long-
term, sustainable business health. The delivery of government and other services effectively through an efficient and fit 
for purpose Post Office RO branch network. (Annual Report 2004-2005 Shareholder Executive, p.47)  

 

53. The following table describes the main steps in defining and reviewing SOE mandates: 
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Main steps Brief description 

Checking 
existing 

documents 

A first step to clearly define SOE mandates is to check existing legal documents which 
either define the missions of SOEs or provide the general framework to do so.  

Drafting the 
mandate 

Based on these legal documents, the ownership entity could work out an appropriate 
formulation or redefinition of fully-ƻǿƴŜŘ {h9ǎΩ ƳŀƴŘŀǘŜǎΦ ¢ƘŜ {h9ǎ ǘƘŜƳǎŜƭǾŜǎ ŎƻǳƭŘ 
be in charge of this drafting, especially whenever the number of SOEs is too large. In this 
case, the role of the ownership entity is to review the proposed mandates and check 
that they are in line with state overall objectives. 

Anyhow, this mandate clarification or formulation should be based on an appropriate 
discussion with the SOE Chair and should be reviewed by the SOE board to ensure a 
common understanding. 

Drafting a 
statement of 

priorities 

SOE mandates should also give some clear indication of how to articulate the trade-offs 
between commercial and policy objectives.  

To do so, ownership entities could draft άǎǘŀǘŜƳŜƴǘǎ ƻŦ prioritiesέ (example of Canada, 
box 8). These documents serve, for a fixed period, to clarify the SOE mandate and 
potential conflicts on objectives, to inform the SOE on government strategic priorities 
and to achieve consistency regarding the government priorities, SOE policy objectives 
and performance expectations by formalizing these expectations. They could be 
instrumental in ensuring mutual understanding between the ownership entity and the 
SOE board on a set of high-level expectations. They should also provide the framework 
for the development of more specific corporate plans. 

Public 
disclosure 

SOE broad mandates should be publicly disclosed. They should be posted on the 
ƛƴŘƛǾƛŘǳŀƭ {h9ǎΩ ǿŜōǎƛǘŜǎ ŀƴŘ ŎƭŜŀǊƭȅ ǎǘŀǘŜŘ ƛƴ ǘƘŜƛǊ ŀƴƴǳŀƭ ǊŜǇƻǊǘǎΦ ¢ƘŜȅ ǎƘƻǳƭŘ also be 
ƛƴǘŜƎǊŀǘŜŘ ƛƴ ǘƘŜ ƻǿƴŜǊǎƘƛǇ ŜƴǘƛǘȅΩǎ ŀƎƎǊŜƎŀǘŜ ǊŜǇƻǊǘǎΣ ŀǘ ƭŜŀǎǘ ƛƴ ŀ ǎǳƳƳŀǊȅ ŦƻǊƳΣ ƛƴ 
the session reporting on large individual SOEs.  

aƻǊŜ ǎǇŜŎƛŦƛŎ ŘƻŎǳƳŜƴǘǎ ǎǳŎƘ ŀǎ ά{ǘŀǘŜƳŜƴǘǎ ƻŦ ǇǊƛƻǊƛǘƛŜǎέ ƻǊ ƭŜǘǘŜǊǎ ƻŦ ŀƎǊŜŜƳŜƴǘ 
between the ownership entity and the board chair may remain undisclosed in cases 
involving commercially sensitive information. 

Regular 
review 

Mandates or broad objectives for each SOE will need to be reviewed regularly to 
maintain their relevance and consistency with the overall framework and economic 
environment. Boards and the Parliament should ensure that SOE mandates are kept 
ǊŜƭŜǾŀƴǘ ǘƻ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ǇƻƭƛŎȅ ƻōƧŜŎǘƛǾŜǎ όŜȄŀƳǇƭŜ ƻŦ Ŏŀƭƭ ŦƻǊ DǳƛŘŜƭƛƴŜǎ ƛƴ /ŀƴŀŘŀΣ 
box 9). 

Mandate reviews could be done whenever a major change in the strategy, the market or 
political environment makes it necessary. Different types of mandate reviews could be 
done, varying in terms of depth, inclusiveness and costs:  

¶ some might be done internally, i.e. by the SOE and the ownership entity with 
limited public input;  



¶ others could be conducted by independent panels (appointed by the ownership 
entity) with full public input and contracted experts; 

¶ in some rare cases relevant Parliamentary committees might carry out the 
mandate reviews. 

The choice between these different types of mandate reviews will be based on their 
relative advantages (in terms of depth and openness to public debate) and related costs.  

It is nevertheless necessary to ensure that these mandate reviews happen periodically 
and systematicallȅ ǘƻ Ƴŀƛƴǘŀƛƴ ǘƘŜ ǊŜƭŜǾŀƴŎŜ ƻŦ ŀƭƭ {h9ǎΩ ƳŀƴŘŀǘŜǎΣ ōƻǘƘ vis-à-vis the 
ŎƻǊǇƻǊŀǘƛƻƴΩǎ ƻǇŜǊŀǘƛƴƎ ŜƴǾƛǊƻƴƳŜƴǘ ŀƴŘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ǇƻƭƛŎȅ ƻōƧŜŎǘƛǾŜǎΦ 

 Consultation 
with 

stakeholders 
concerned 

Mandate reviews should be carried out by the ownership entity together with high level 
officials from the SOE concerned. They should also review whether the SOE is doing 
what it is supposed to do and whether it needs to have new or changed objectives.  

In order to ensure that the mandate review will address all relevant issues, it is also 
good practice if the ownership entity engages in doing so with all stakeholders 
concerned, including the Parliament. Mandate reviews should be done in a transparent 
manner and their results reported to all concerned parties. 

 

Box 8. Example of a Statement of Priorities in Canada 

As a member of the International Trade Canada portfolio, EDC has a critical role to play in supporting the 
Governmentôs agenda. To that end, the Minister of International Trade has outlined for EDC the Governmentôs agenda 
in a statement of priorities. This statement, which follows on one of the measures announced in the report on Crown 
corporation governance, also articulates the Ministerôs priorities for EDC. 

EDC has been asked to support the Governmentôs international commerce agenda in the following priority areas: 
Å Securing Canadaôs Place in the U.S. Market ï  
Å Developing Trade and Investment Links with China, India and Brazil  

 
In addition, EDC has been asked to consider how it might expand the tools available for equity financing. 

Similarly, the Government and EDC will consider how the Corporation can assist Canadian business to develop 
promising technologies that will enhance Canadaôs position as an international technology and commercialization 
leader. Finally, the Minister has asked that EDC make full use of its capital in support of these objectives, while at the 
same time continuing to manage its operations on a self-sustaining basis. 

 
The business strategy that is presented in the Corporate Plan is aligned with these priorities, and will articulate 

how EDC can contribute to this agenda. As well, the business strategy will illustrate how EDCôs continued cooperation 
with its Government partners, both in the International Trade portfolio and across the Government of Canada, supports 
Canadian business. This collaboration is critical to ensure that Canadians get the full benefit of the suite of services 
provided by the Government of Canada. 

 
Source: EDC Corporate Plan Summary 2006-2010 (p.13) 

 

Box 9. Description of a mandate review 

In its 2000 Report, the Auditor General of Canada noted that ñonly two Crown corporations had been subject to 
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mandatory and systematic mandate reviews. Other carried out such reviews on a generally ad hoc basis, and many 
reviews did not engage the Treasury Board, the responsible minister, and Parliament or address all significant issuesò. 
The Report thus recommended the government to develop Guidelines for conducting mandate reviews.  

In its 2005 review of progress made, the Auditor general shows that ñCrown corporations that undergo mandate 
reviews are still the exception, and the reviews are still usually carried out on an ad hoc basisò and that no Guidelines 
have been developed. 

The 2004 Report to Parliament commented on an example of a company having changed its activities without 
adequate and corresponding mandate review. 

 



1.5. Identifying, costing and funding public services and other special obligations 

54. ¢ƘŜ DǳƛŘŜƭƛƴŜǎ ǊŜŎƻƎƴƛȊŜ ǘƘŀǘ άin some cases, SOEs are expected to fulfill special responsibilities 
ŀƴŘ ƻōƭƛƎŀǘƛƻƴǎ ŦƻǊ ǎƻŎƛŀƭ ŀƴŘ ǇǳōƭƛŎ ǇƻƭƛŎȅ ǇǳǊǇƻǎŜǎΧ όǘƘŀǘύ Ƴŀȅ Ǝƻ ōŜȅƻƴŘ ǘƘŜ ƎŜƴŜǊŀƭƭȅ ŀŎŎŜǇǘŜŘ ƴƻǊƳ 
for commercial activitiesέ ό!ƴƴƻǘŀǘƛƻƴǎ DǳƛŘŜƭƛƴŜ LΦ/ΦΣ ǇΦ нлύ10. The Guidelines require these obligations to 
be mandated by laws or regulations, to be disclosed to the general public, and their related costs to be 
ŎƻǾŜǊŜŘ ƛƴ ŀ ǘǊŀƴǎǇŀǊŜƴǘ ƳŀƴƴŜǊΦ ¢ƘŜ DǳƛŘŜƭƛƴŜǎΩ ŀƴƴotations also mention that compensation should be 
άstructured in a way that avoids market distortionέ11.  

55. It is important to clearly indentify public services and other special obligations as they usually 
have a siƎƴƛŦƛŎŀƴǘ ƛƳǇŀŎǘ ƻƴ {h9ǎΩ ǇŜǊŦƻǊƳŀƴŎŜΦ LƴŘŜŜŘΣ ǘƘŜ Ŏƻǎǘ ƻŦ ǘƘŜǎŜ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ƳƛƎƘǘ ōŜ 
ƘƛƎƘ ŀƴŘ ǘƘŜȅ ŀǊŜ ƻŦǘŜƴ ƘƛŘŘŜƴ ƻǊ ŀǘ ƭŜŀǎǘ ƴƻǘ Ŝŀǎƛƭȅ ƛŘŜƴǘƛŦƛŀōƭŜΦ 5ƛǎŎƭƻǎƛƴƎ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ŀƭǎƻ 
allows more transparency on the risks faced by SOEs. IŘŜƴǘƛŦȅƛƴƎ ŎƭŜŀǊƭȅ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέΣ ŎƻǎǘƛƴƎ 
them adequately and disclosing relevant information allows an informed public debate about their 
relevance, budgetary implications as well as distributional consequences.  

56. ¢Ƙƛǎ ƛŘŜƴǘƛŦƛŎŀǘƛƻƴ ŀƴŘ ŎƻǎǘƛƴƎ ƻŦ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ǊŜǇǊŜǎŜƴǘǎ ŀƴ ƛƳǇƻǊǘŀƴǘ ǳƴŘŜǊǘŀƪƛƴƎ ǘƘŀǘ 
requires time, method, and a good deal of discussions and negotiations between the ownership entity, 
the SOEs themselves and in many cases also relevant stakeholders. It is however a necessary step to allow 
a clear discussion on SOE objectives and performance. 

57. A preliminary exercise for the state as an owner is to agree on a definition of what constitutes a 
άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴέΦ ¢ƘŜ ƻƴŜ ǇǊƻǾƛŘŜŘ ōȅ ǘƘŜ DǳƛŘŜƭƛƴŜǎ όάspecial responsibilities and obligations for 
ǎƻŎƛŀƭ ŀƴŘ ǇǳōƭƛŎ ǇƻƭƛŎȅ ǇǳǊǇƻǎŜǎΧ όǘƘŀǘύ Ƴŀȅ Ǝƻ ōŜȅƻƴŘ ǘƘŜ ƎŜƴŜǊŀƭƭȅ ŀŎŎŜǇǘŜŘ ƴƻǊƳ ŦƻǊ ŎƻƳƳŜǊŎƛŀƭ 
activitiesέύ ƳƛƎƘǘ ƴŜŜŘ ŦǳǊǘƘŜǊ ŜƭŀōƻǊŀǘƛƻƴ ǘƻ ōŜ ƻǇŜǊŀǘƛƻƴŀƭ ƛƴ ŀ ǎǇŜŎƛŦƛŎ ŎƻǳƴǘǊȅΩǎ ŜŎƻƴƻƳƛŎ ŀƴŘ ƭŜƎŀƭ 
environment.  

58. ¢ƘŜ ƻǿƴŜǊǎƘƛǇ Ŝƴǘƛǘȅ ǎƘƻǳƭŘ ǘƘŜƴ ŀǎƪ {h9ǎ ǘƻ ƛŘŜƴǘƛŦȅ ŜȄƛǎǘƛƴƎ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ōŀǎŜŘ ƻƴ ǘƘŜ 
agreed definition.  

59. {h9ǎ ǎƘƻǳƭŘ ǘƘŜƴ ǇǊƻǾƛŘŜ ƛƴŦƻǊƳŀǘƛƻƴ ƻƴ ǘƘŜ ŀŎǘǳŀƭ Ŏƻǎǘǎ ƻŦ ŜȄƛǎǘƛƴƎ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέΣ ōŀǎŜŘ 
ƻƴ ŀ ŎƻƴǎƛǎǘŜƴǘ ƳŜǘƘƻŘƻƭƻƎȅΦ Lǘ ƛǎ ƴŜŎŜǎǎŀǊȅ ǘƻ ŘŜǾŜƭƻǇ ŀ ŎƻƴǎƛǎǘŜƴǘ ŀǇǇǊƻŀŎƘ ǘƻ ŎƻǎǘƛƴƎ ǘƘŜǎŜ άǎǇŜŎƛŀƭ 
ƻōƭƛƎŀǘƛƻƴǎέΣ ŀǎ ƛǘ ǿƛƭƭ ǊŜŘǳŎŜ ƛƴŎƻƴǎƛǎǘŜncies in performance measures among SOEs, making 
benchmarking easier. 

60. This mapping exercise is necessary to agree on what are the existing special obligations. On this 
basis it is possible to have an informed discussion firstly between the Parliament and the ownership 
Ŝƴǘƛǘȅ ƻƴ ǘƘŜ ǊŜƭŜǾŀƴŎŜ ƻŦ ǘƘŜǎŜ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέΣ ǎŜŎƻƴŘƭȅ ōŜǘǿŜŜƴ ǘƘŜ ƻǿƴŜǊǎƘƛǇ Ŝƴǘƛǘȅ ŀƴŘ ǘƘŜ 
SOEs on their performance objectives. It is important that there is a clear discussion firstly on whether or 
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  ¢ƘŜǎŜ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ƻŦǘŜƴ ƛƴŎƭǳŘŜ άǎŜǊǾƛŎŜǎ ƻŦ ƎŜƴŜǊŀƭ ŜŎƻƴƻƳƛŎ ƛƴǘŜǊŜǎǘέ ŀǎ ŘŜŦƛƴŜŘ ƛƴ ǘƘŜ 9¦ 
/ƻƳƳƛǎǎƛƻƴ ƛƴ ƛǘǎ ά²ƘƛǘŜ tŀǇŜǊ ƻƴ {ŜǊǾƛŎŜǎ ƻŦ DŜƴŜǊŀƭ LƴǘŜǊŜǎǘǎέΦ 

11
  Doing so would also allow EU member countries to be in line with the jurisprudence set up by the 

European Court of Justice concerning compensation of public service. The Judgment of 24 July 2003, in 
the case C-280/00 Altmark Trans, states that compensation for public services obligations should not be 
considered as state aid, thus not notified to the Commission, as long as the enterprise has been required 
to fulfill these obligations, parameters to evaluate the compensation are stated transparently, objectively 
and a priori, compensation is not excessive vis-à-vis related costs, taking into consideration related 
ǊŜŎŜƛǇǘǎ ŀƴŘ άǊŜŀǎƻƴŀōƭŜ ōŜƴŜŦƛǘέΣ ŀƴŘ ōŀǎŜŘ ƻƴ Ŏƻǎǘ ŀƴŀƭȅǎƛǎ ƻŦ άŀƴ ŀǾŜǊŀƎŜ ǿŜƭƭ ƳŀƴŀƎŜŘ ŀƴŘ 
ŀŘŜǉǳŀǘŜƭȅ ŜǉǳƛǇǇŜŘ ŜƴǘŜǊǇǊƛǎŜέέΦ 
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not the targeted objectives are still relevant. It is then necessary to take a step back and consider for each 
of these special obligations whether or not the objective targeted could be achieved through other 
mechanisms having less impact in terms of market distortion or SOE efficiency, such as direct subsidies, 
procurements or regulatory devices. Discussion on funding mechanisms for these special obligations (as 
described below) could also lead to less distortive mechanisms than subsidized tariffs.  

61. Lƴ ǇŀǊŀƭƭŜƭ ǘƻ ŘƛǎŎƭƻǎƛƴƎ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ŀƴŘ ǊŜƭŀǘŜŘ ŎƻǎǘǎΣ ǘƘŜ DǳƛŘŜƭƛƴŜǎ ŀƭǎƻ ǊŜǉǳƛǊŜ ǘƻ 
ŘƛǎŎƭƻǎŜ άŀƴȅ ŦƛƴŀƴŎƛŀƭ ŀǎǎƛǎǘŀƴŎŜΣ ƛƴŎƭǳŘƛƴƎ ƎǳŀǊŀƴǘŜŜǎΣ ǊŜŎŜƛǾŜŘ ŦǊƻƳ ǘƘŜ ǎǘŀǘŜέ όDǳƛŘŜƭƛƴŜ ±Φ9ΦпΦύΦ 
Dealing both with special obligations and special benefits or financial assistance is essential to ensure a 
άƭŜǾŜƭ-ǇƭŀȅƛƴƎ ŦƛŜƭŘέ ǿƛǘƘ ǘƘŜ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊΦ Lǘ ƛǎ ŀƭǎƻ ƛƴŦŜǊǊŜŘ ōȅ ǘǿƻ ƻǘƘŜǊ DǳƛŘŜƭƛƴŜǎΣ ƴŀƳŜƭȅ DǳƛŘŜƭƛƴŜ 
I.C, dealing with application of laws, and I.F, dealing with access to finance. This may be done through the 
ŘŜǾŜƭƻǇƳŜƴǘ ŀƴŘ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ƻŦ ŀ άŎƻƳǇŜǘƛǘƛǾŜ ƴŜǳǘǊŀƭƛǘȅ ǇǊƛƴŎƛǇƭŜέ όŎŦΦ ōƻȄΦ моύΦ 

62. However, each step gives rise to some complex issues and trade-offs12. 

Main steps Brief description 

Agree on a 
definition of 
άǎǇŜŎƛŀƭ 
ƻōƭƛƎŀǘƛƻƴǎέ  

 

¦ǎǳŀƭƭȅ ǘƘǊŜŜ Ƴŀƛƴ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎ ŀǊŜ ǊŜǉǳƛǊŜŘ ǘƻ ǉǳŀƭƛŦȅ ŀǎ ŀ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴέΥ όŎŦΦ 
box 10):  

¶ to be specifically required by the government; 

¶ not to be undertaken on the basis of a purely commercial decision; 

¶ to achieve effectively a social or policy benefit. 

This still leaves a number of issues open and there is usually scope for interpretation 
when these criteria are applied to a practical case. Ambiguities will need to be solved, 
sometimes on a case-by-case basis. They relate for example to the following questions: 

¶ Which directives from the government are to be considered? These directives 
have to be specific, explicit and public. They do not include general directives 
given to all companies in an industry or to all SOEs, or general regulatory 
directives. But they might include directives concerning inputs, including 
labour.  

¶ What would be the decision of the SOE based on purely commercial grounds 
or, more appropriately, a commercial decision of a good corporate citizen? The 
answer is not necessarily clear-cut. For example, special obligations will not 
necessarily include all loss-making products or services, nor would it generally 
include corporate sponsorships or philanthropy. All can result from appropriate 
commercial decisions, based for example on marketing considerations or 
capacity utilization rationales. 

¶ What constitutes an effective social or policy objective? This could include 
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  ¢Ƙƛǎ ǎŜŎǘƛƻƴ ŘǊŀǿǎ ƘŜŀǾƛƭȅ ŦǊƻƳ ǘƘŜ !ǳǎǘǊŀƭƛŀƴ ŦƻǊƳŜǊ LƴŘǳǎǘǊȅ /ƻƳƳƛǎǎƛƻƴΩǎ ǿƻǊk in this issue, including 
ǇŀǊǘƛŎǳƭŀǊƭȅ ά/ƻƳƳǳƴƛǘȅ {ŜǊǾƛŎŜ hōƭƛƎŀǘƛƻƴǎΣ {ƻƳŜ ŘŜŦƛƴƛǘƛƻƴŀƭΣ ŎƻǎǘƛƴƎ ŀƴŘ ŦǳƴŘƛƴƎ ƛǎǎǳŜǎέΣ мффпΣ ŀƴŘ 
ά/ƻƳƳǳƴƛǘȅ {ŜǊǾƛŎŜ hōƭƛƎŀǘƛƻƴǎΥ tƻƭƛŎƛŜǎ ŀƴŘ tǊŀŎǘƛŎŜǎ ƻŦ !ǳǎǘǊŀƭƛŀƴ DƻǾŜǊƴƳŜƴǘǎέΣ LƴŦƻǊƳŀǘƛƻƴ tŀǇŜǊΣ 
February 1997.  



requirements aimed at fulfilling vertical equity objectives (such as targeting 
specific disadvantaged groups) or horizontal equity objectives (such as 
universal provision of services). 

ά{ǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ǿƛƭƭ ǘƘǳǎ ǘȅǇƛŎŀƭƭȅ ƛƴŎƭǳŘŜ ǘƘŜ ǊŜǉǳƛǊŜƳŜƴǘ ǘƻ ǇǊƻǾƛŘŜ ŀ ǇǊƻŘǳŎǘ ƻǊ 
a service at an affordable or unified price below their effective cost, to grant specific 
price concessions to targeted groups for redistribution purposes, or to use specific 
inputs with constraints or conditions not applying to private sector firms.  

Mapping 
existing 
άǎǇŜŎƛŀƭ 
ƻōƭƛƎŀǘƛƻƴǎέ 

Based on the agreed upon definition, the ownership entity should, in cooperation with 
{h9ǎΣ ƳŀǇ ŜȄƛǎǘƛƴƎ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέΦ !ƎǊŜŜƳŜƴǘ ōŜǘǿŜŜƴ ǘƘŜ ƻǿƴŜǊǎƘƛǇ Ŝƴǘƛǘȅ ŀƴŘ 
{h9ǎ ƻƴ ǿƘŀǘ ŎƻƴǎǘƛǘǳǘŜ ǘƘŜƛǊ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ƛǎ ǘƘŜ Ŧirst step towards ensuring an 
effective discussion on their objectives and performance (cf. the Public Service 
Agreements in Italy, box 11). 

This is not a straightforward exercise and will in many cases require discussion, 
including with stakeholders. Some activities undertaken by SOEs might be considered 
ŀǎ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ǿƘŜǊŜŀǎ ǘƘŜȅ Ƨǳǎǘ ǊŜǎǳƭǘ ŦǊƻƳ ǘǊŀŘƛǘƛƻƴǎ ƻǊ ŜǎǘŀōƭƛǎƘŜŘ 
practices. The ownership entity might announce a timetable to complete the 
ƛŘŜƴǘƛŦƛŎŀǘƛƻƴ ŀƴŘ ǊŜǾƛŜǿ ƻŦ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέΣ ǇǊƻǾƛŘƛƴƎ ŀƴ ƛƴŎŜƴǘƛǾŜ ŦƻǊ ŀƭƭ 
concerned parties to complete the review process.  

A first step is for SOEs to submit to the ownership entity and related portfolio 
ƳƛƴƛǎǘǊƛŜǎ ŀ ƭƛǎǘ ƻŦ ǿƘŀǘ ǘƘŜȅ ŎƻƴǎƛŘŜǊ ŀǎ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέΦ  

The ownership entity then reviews the submissions and assesses which proposal will be 
ŀŎŎŜǇǘŜŘΣ ƛΦŜΦ ŦǳƭŦƛƭ ŀƭƭ ǊŜǉǳƛǊŜŘ ŎǊƛǘŜǊƛŀ ǘƻ ǉǳŀƭƛŦȅ ŀǎ ŀ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴέΦ ¢Ƙƛǎ ǊŜǾƛŜǿ 
includes discussion with other concerned portfolio ministers. These latter might take 
the opportunity to evaluate the existing arrangements and review the specification and 
ǎŎƻǇŜ ƻŦ ǘƘŜǎŜ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέΦ ¢ƘŜ ƎƻǾŜǊƴƳŜƴǘ ƳƛƎƘǘ ŀƭǎƻ ŎƻƴǎƛŘŜǊ ǘƘŜ ŜȄǘŜƴǘ ǘƻ 
ǿƘƛŎƘ ǘƘŜǎŜ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ŀǊŜ ǎǘƛƭƭ ǇǊƛƻǊƛǘƛŜǎ ǿƛǘƘƛƴ ƛǘǎ ǇƻƭƛŎȅ ŀƴŘ ƳƛƎƘǘ ŘŜŎƛŘŜ ƛƴ 
caǎŜǎ ǘƻ ŘƛǎŎƻƴǘƛƴǳŜ ǎƻƳŜ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέΦ 

Appropriate consultation with stakeholders in this regard should take place, however 
avoiding giving rise to political bargaining. This is why a clear definition will need to be 
provided ahead of the process to provide a clear basis for the mapping exercise. 

Evaluate costs 
ƻŦ άǎǇŜŎƛŀƭ 
ƻōƭƛƎŀǘƛƻƴǎέ 

aŜŀǎǳǊƛƴƎ ǘƘŜ Ŏƻǎǘ ƻŦ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ƛǎ ŀƴƻǘƘŜǊ ŎƻƳǇƭŜȄ ōǳǘ ƴŜŎŜǎǎŀǊȅ ŜȄŜǊŎƛǎŜΦ 
It is trying to evaluate the opportunity cost of the resources used to fulfil ǘƘŜǎŜ άǎǇŜŎƛŀƭ 
ƻōƭƛƎŀǘƛƻƴǎέΦ ! ŎƻƳƳƻƴƭȅ ǊŜŎƻƳƳŜƴŘŜŘ ƳŜǘƘƻŘ ƛǎ άŀǾƻƛŘŀōƭŜ ŎƻǎǘέΣ ŀǎ ŀƴ 
ŀǇǇǊƻȄƛƳŀǘƛƻƴ ƻŦ ƳŀǊƎƛƴŀƭ Ŏƻǎǘ ŀƴŘ ŀ άǇǊŀŎǘƛŎŀƭƭȅ ŀŎƘƛŜǾŀōƭŜ ōŜƴŎƘƳŀǊƪέ όŎŦΦ ōƻȄ мнύΦ  

¢ƘŜ ƻǿƴŜǊǎƘƛǇ Ŝƴǘƛǘȅ ǎƘƻǳƭŘ ŀǎƪ ŜŀŎƘ {h9 ǘƻ ŜǎǘƛƳŀǘŜ ǘƘŜ Ŏƻǎǘ ƻŦ ƛǘǎ άǎǇŜŎƛŀƭ 
obligŀǘƛƻƴǎέΣ ƛƴŘƛŎŀǘƛƴƎ ǿƘƛŎƘ ƳŜǘƘƻŘ Ƙŀǎ ōŜŜƴ ǳǎŜŘ ŀƴŘ ǇǊƻǾƛŘƛƴƎ ŜƴƻǳƎƘ 
information to justify the estimations. Alternatively the ownership entity could also 
mandate a costing methodology. 

In most cases complexities arise and the method will have to be adapted on a case-by-
case basis. Difficulties are linked especially to capacity levels with estimations being in 
principle based on peak-load capacity. Specific issues are also raised in industries 
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characterised by long run decreasing costs, which is often the case for SOEs in 
infrastructure industries.  

In practice trade-offs will have to be made between precision, and time and resources 
used to evaluate these costs. The capacity of the accounting systems to disaggregate 
cost information has an impact on the precision and reliability of estimations. The 
difficulty of the exercise also depends on the clarity and precision of the directive 
received from the government, i.e. to which point they give rise to interpretation. 
Compromises will most probably vary from one industry to another and criteria 
including administrative simplicity and efficiency implications will have to be 
considered. Therefore, an industry-by-industry approach to measuring the cost of 
άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ŎƻǳƭŘ ōŜ ŘŜǾŜƭƻǇŜŘΦ  

Where there are significant difficulties involved, such an exercise need not be 
undertaken every year, but could rather be undertaken every four or five years, with a 
simpler methodology adopted to roll forward the cost estimates in the intervening 
years. 

Review existing 
obligations 

Once existing special obligations and related costs have been clearly identified, it is 
necessary to do a systematic review of their relevance and effectiveness, in order to 
make the political decision regarding these special obligations explicit. 

Such review would first aim at discussing whether these objectives, be they social, 
ǊŜƭŀǘŜŘ ǘƻ ŜƳǇƭƻȅƳŜƴǘ ƻǊ ǊŜƎƛƻƴŀƭ ŘŜǾŜƭƻǇƳŜƴǘΣ ŜǘŎΧŀǊŜ ǎǘƛƭƭ ǊŜƭŜǾŀƴǘΦ 

This review would then assess to which point these special obligations could be 
replaced by other mechanisms that would achieve the same objectives at a lesser cost, 
more effectively and/or without having the same impact in terms of market distortion 
and/or SOE efficiency. It could be the case that social objectives, for example, would be 
achieved more efficiently through a direct subsidy to the targeted population, 
procurement processes or other regulatory mechanisms. 

Special obligations must become the result of a well-thought process and explicit 
political discussion, rather than a historic liability ƻǊ άŦŀƛǘ ŀŎŎƻƳǇƭƛέΦ 

Decide on 
funding 

mechanisms 

The Guidelines recommend a transparent funding of special obligations to make their 
costs explicit. This allows an efficient monitoring of SOE performance and an informed 
debate about their relevance. They also require that they are funded from the state 
budget, using mechanisms avoiding market distortions.  

Among different funding options, direct funding from the state budget provides the 
most transparency, makes the costs explicit and avoids distortions. It ensures that 
related costs are subject to public scrutiny and spreads the costs over all the tax 
payers13. It also creates the possibility for competition among different suppliers. In 
ǘƘƛǎ ŎŀǎŜΣ ǘƘŜ ŦǳƴŘƛƴƎ Ŏŀƴ Ǝƻ ǘƻ ŀ άǇǳǊŎƘŀǎƛƴƎ ƳƛƴƛǎǘǊȅέ ǿƘƛŎƘ άǇǳǊŎƘŀǎŜǎέ ǘƘŜ ǎŜǊǾƛŎŜǎ 
όŘƛǎŎƻǳƴǘŜŘ ǘŀǊƛŦŦǎΧύ ŦǊƻƳ ǘƘŜ {h9Φ CǊƻƳ ǘƘŜ {h9 ǇŜǊǎǇŜŎǘƛǾŜ ƛǘ ǘǳǊƴǎ ǘƘŜ ǎŜǊǾƛŎŜ 
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  The deriving increase in taxes makes this option sometimes less attractive politically. The effective 
capacity to raise taxes, particularly at different state levels in federal countries, might thus have an impact 
on the choice of a funding mechanism. 



provided from a non-commercial to a commercial one, with positive incentive-related 
ŎƻƴǎŜǉǳŜƴŎŜǎΦ CǊƻƳ ǘƘŜ aƛƴƛǎǘǊȅΩǎ ǇŜǊǎǇŜŎǘƛǾŜΣ ƛǘ ŀƭƭƻǿǎ ǘŜƴŘŜǊƛƴƎ ǎǳōǎidies out, thus 
creating competition among different potential suppliers. 

!ƴƻǘƘŜǊ ŎƻƳƳƻƴ ŦǳƴŘƛƴƎ ƻǇǘƛƻƴΣ άŀŎŎŜǇǘƛƴƎ ƭƻǿŜǊ ǊŀǘŜǎ ƻŦ ǊŜǘǳǊƴǎέ14, seems 
equivalent to direct funding in terms of financial end-result, but basically takes the 
funding out of the budget process, so reduces accountability. Other funding options, 
such as levies on users, cash transfers or voucher systems present different sets of pros 
and cons15. Cross-subsidies are to be avoided as they reduce transparency and as such 
might significantƭȅ ƛƳǇŀƛǊ ǇǳōƭƛŎ ǎŎǊǳǘƛƴȅ ƻǾŜǊ ǘƘŜ ǊŜƭŜǾŀƴŎŜ ŀƴŘ Ŏƻǎǘ ƻŦ άǎǇŜŎƛŀƭ 
ƻōƭƛƎŀǘƛƻƴǎέΦ aƻǊŜƻǾŜǊΣ ǘƘŜȅ ƘŀǾŜ ƴŜƎŀǘƛǾŜ ŜŦŦƛŎƛŜƴŎȅ ŜŦŦŜŎǘǎ ŀƴŘ ŜƴŎƻǳǊŀƎŜ Ŏƻǎǘ-
padding practices. They are only sustainable in a monopoly or non-competitive 
environment and so act as an impediment to competitive industry reform.  

Lƴ ƻǊŘŜǊ ǘƻ ŜƴŎƻǳǊŀƎŜ ƳƻǊŜ ŜŦŦƛŎƛŜƴǘ ŘŜƭƛǾŜǊȅ ƻŦ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέΣ ŎƻƴǎƛŘŜǊŀǘƛƻƴ 
ƳƛƎƘǘ ōŜ ƎƛǾŜƴ ǘƻ ŦǳƴŘƛƴƎ ǘƘŜƳ ƻƴ ǘƘŜ ōŀǎƛǎ ƻŦ άōŜǎǘ ǇǊŀŎǘƛŎŜέ ƛƴǎǘŜŀŘ ƻŦ ƻƴ ǊŜŀƭ Ŏƻǎǘǎ 
structures. Whenever possible, best practice cost levels should be established based on 
industry and/or international benchmarks. 

Lƴ ƻǊŘŜǊ ǘƻ ŀŘƳƛƴƛǎǘŜǊ ǘƘƛǎ ŘƛǊŜŎǘ ŦǳƴŘƛƴƎ ƻŦ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέΣ ŀ ŎƻƴǘǊŀŎǘǳŀƭ ǎȅǎǘŜƳ 
might be developed whereby the government specifies clearly the nature and extent of 
άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέΣ ǘƘŜ ƛƴŘƛŎŀǘƻǊǎ ǘƻ ŀǎǎŜǎǎ ǊŜƭŀǘŜŘ ǇŜǊŦƻǊƳŀƴŎŜ ŀƴŘ ŦǳƴŘƛƴƎ 
mechanisms applied in compensating SOEs for related costs.  

Monitoring 
άǎǇŜŎƛŀƭ 
ƻōƭƛƎŀǘƛƻƴǎέ 

It is important for the state as an owner, as long as it asks SOEs to fulŦƛƭ άǎǇŜŎƛŀƭ 
ƻōƭƛƎŀǘƛƻƴǎέ ŀƴŘ ŎƻƳǇŜƴǎŀǘŜ ǘƘŜƳ ŦƻǊ ŘƻƛƴƎ ǎƻΣ ǘƻ ƳƻƴƛǘƻǊ ǘƘŜƛǊ ŜŦŦŜŎǘƛǾŜ ŦǳƭŦƛƭƳŜƴǘΦ  

This could be done through the overall process for setting objectives and reviewing of 
SOE performance (cf. following sessions). A specific review could also be carried out 
separately. Other concerned department and stakeholders might be involved in this 
monitoring process. 

An alternative method is to have the funding provided to a relevant line Ministry who 
ǘƘŜƴ ŎƻƴǘǊŀŎǘǎ ǿƛǘƘ ǘƘŜ {h9 ǘƻ ŘŜƭƛǾŜǊ ǘƘŜ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴέΦ ¢ƘŜ ŀŘǾŀƴǘŀƎŜǎ ƻŦ ǘƘƛǎ 
approach are that: it turns a non-commercial objective into a purely commercial 
arrangement; in doing so, it increases the likelihood of competition in delivery; and it 
ǊŜƳƻǾŜǎ ǘƘŜ ƳƻƴƛǘƻǊƛƴƎ ƻŦ ǘƘŜ ŘŜƭƛǾŜǊȅ ƻŦ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ŦǊƻƳ ǘƘŜ ƻǿƴŜǊǎƘƛǇ 
entity that would have no particular interest or expertise in such matters. 

Disclose special 
benefits or 

In parallel with disclosing and funding transparently special obligations, it is also 
necessary that any financial assistance from the state to SOEs is clearly disclosed. This 
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  i.e. explicitly identifying the cost, but not providing cash funding, and instead acknowledging the lower 
rate of return through the performance monitoring process. Another major problem with this approach, 
besides reducing accountability, is that it is often not sustainable, particularly in infrastructure industries. 
In these sectors there is often an excess of cash on a yearly basis because the costs are largely book costs 
related to the depreciation of fixed assets for which investment is lumpy. In this case excess cash flow is 
ǳǎŜŘ ǘƻ ŦǳƴŘ ǘƘŜ άǎǇŜŎƛŀƭ ƻōƭƛƎŀǘƛƻƴǎέ ƛƴǎǘŜŀŘ ƻŦ ŦǳƴŘƛƴƎ ŦƛȄŜŘ ŀǎǎŜǘ ǊŜƴŜǿŀƭǎΦ 

15
  ŎŦΦ ά{ŜǊǾƛŎŜ hōƭƛƎŀǘƛƻƴǎΣ {ƻƳŜ ŘŜŦƛƴƛǘƛƻƴŀƭΣ ŎƻǎǘƛƴƎ ŀƴŘ ŦǳƴŘƛƴƎ ƛǎǎǳŜǎέΣ мффпΣ !ǳǎǘǊŀƭƛŀƴ LƴŘǳǎǘǊȅ 

Commission, Chapter 6.  
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financial 
assistance 

double disclosure will allow informed discussion on objectives. It is also necessary in 
order to ensure a level-playing field with the private sector. 

 

Box 10. Definition of Community Service Obligations in Australia 

 ñA Community Service Obligation arises when a government specifically requires a public enterprise to carry out 
activities relating to outputs or inputs which it would not elect to do on a commercial basis, and which the government 
does not require other businesses in the public or private sectors to generally undertake, or which it would only do 
commercially at higher pricesò. 

Sources: ñCommunity Service Obligations, Some definitional, costing and funding issuesò, 1994, Australian Industry Commission. 

 

Box 11. Public Services Agreements in Italy 

Special obligations for SOEs providing services of general interest are usually set forth in the ñPublic Service 
Agreementò (ñContratto di programmaò) signed by the company and the relevant Ministry, in accordance with the 
Ministry of economy, for a period of at least three years.  

The Agreements aims at ensuring that end-users may have safe, reliable services at reasonable prices and that 
market competition is always granted. An Agreement must also define required standards with regard to: 

- Characteristics and quality of services; 

- Level of tariffs (using usually the price-cap method); 

- Productivity targets;   

- Production costs per unit.  

The Agreements have mostly achieved positive results in improving efficiency of public services. 

Besides, the Agreements define the services which have to be provided by each SOE, whose costs are not covered by 
tariffs, also setting up the related compensation by the State. 

SOEs which receive state funds for providing public services and that have other activities at the same time are 
required to keep separate accounts in order to show the distinction between all activities, the associated costs and 
revenues and the methods of setting up and allocating costs and revenues.  

This system, in accordance with EU laws, is required for enterprises operating both in monopolist and competitive 
markets to avoid cross-subsidies harming competition in the relevant sector. 

 

Box 12. Methods for measuring the cost of "social obligations" 

There are four main methods to evaluate costs of ñspecial obligationsò: 

Marginal costs: includes costs that increase as a result of increased production or service. In principle, short run 

marginal costs should be used as they do reflect the real opportunity cost of supplying the additional product or 
service. But there are a series of practical difficulties in estimating marginal costs, related for example to the treatment 
of common and joint costs, especially when a same enterprise produces a variety of goods or services, or the 
determination of the appropriate marginal unit of production. The distinction between short run and long term marginal 
costs might also be difficult, concerning for example depreciation or in case capacity is not in a long run equilibrium, 
etc. In addition, these marginal costs might vary significantly according to the demand level, not even mentioning 
issues related to congestion in some industries. These difficulties can make the estimation of marginal costs extremely 
costly and complex. 

Fully distributed costs: the idea is to include average variable cost plus a mark-up to cover fixed costs. A 

practical way to achieve this is to fully distribute the total costs of the enterprise by allocating them to all its different 



products or services. There again a number of different allocation methods could be used. Fully distributed costs are 
considered as ñfairò but tend to overestimate costs. This method ignores the discrepancies that often exist between 
average and marginal costs in the case of infrastructure industries. It is appropriate when the cost functions approach 
constant returns to scale. 

Avoidable costs: includes all costs associated with an additional block of output, including variable and capital 

costs whenever additional capacity is required. Actual costs should be considered, even if they might differ from best 
practice. The evaluation also takes into consideration capacity utilization, with avoidable costs calculated at peak-load 
capacity to include capital costs inferred by the ñadditionalò production or services deriving from the ñspecial 
obligationsò. Avoidable costs increase with the size of the incremental level of output to be considered, as more capital 
costs might thus be considered as ñavoidableò. A distinction has thus to be made between short-run and long-run 
avoidable costs, the latter allowing incorporating additional capital costs. A related question arises with the estimation 
of capital costs and the appropriate rate of return to use for measuring the opportunity cost of capital. In some cases, a 
mark-up might also be added to avoidable costs to reflect a contribution to common costs.  

Stand-alone costs: costs incurred for producing an output in isolation. They by definition ignore economies of 

scale and scope. They result in significant over-estimation of the real cost of ñspecial obligationsò  

Sources: ñCommunity Service Obligations, Some definitional, costing and funding issuesò, 1994, Australian Industry 

Commission. 

 

Box 13. Competitive Neutrality in Australia 

In Australia, the concept of competitive neutrality seeks to deal with any special benefits as a single concept.  
The competitive neutrality principles were established under an agreement between all Australian governments signed 
in 1994, called the Competition Principles Agreement, administered by the national Competition Council.   

3. (1) The objective of competitive neutrality policy is the elimination of resource allocation distortions arising out 
of the public ownership of entities engaged in significant business activities: Government businesses should not enjoy 
any net competitive advantage simply as a result of their public sector ownership. These principles only apply to the 
business activities of publicly owned entities, not to the non-business, non-profit activities of these entities. 

(2) Each Party is free to determine its own agenda for the implementation of competitive neutrality principles. 

(3) A Party may seek assistance with the implementation of competitive neutrality principles from the Council. 
The Council may provide such assistance in accordance with the Council's work program. 

(4) Subject to sub-clause (6), for significant Government business enterprises which are classified as "Public 
Trading Enterprises" and "Public Financial Enterprises" under the Government Financial Statistics Classification: 

(a) the Parties will, where appropriate, adopt a corporatisation model for these Government business enterprises 
(noting that a possible approach to corporatisation is the model developed by the inter-governmental committee 
responsible for GTE National Performance Monitoring); and 

(b) the Parties will impose on the Government business enterprise: (i) full Commonwealth, State and Territory 
taxes or tax equivalent systems; (ii) debt guarantee fees directed towards offsetting the competitive advantages 
provided by government guarantees; and (iii) those regulations to which private sector businesses are normally 
subject, such as those relating to the protection of the environment, and planning and approval processes, on an 
equivalent basis to private sector competitors. 

Source: National Competition Council Website: http://www.ncc.gov.au/pdf/PIAg-004.pdf 

 

http://www.ncc.gov.au/pdf/PIAg-004.pdf
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1.6. Defining SOE objectives and specific targets 

MACROBUTTON NUMBERING 63. Objectives documents are fundamental for the accountability 
framework for SOEs. They should be relatively short documents clarifying high-level expectations and 
specific objectives agreed upon between the ownership entity and the SOE boards. In most cases, and 
particularly for partially-owned SOEs, the objectives of the company will have to be duly approved by the 
general shareholder meeting. The state will have to exercise its shareholder rights but will not be more 
than a significant or controlling shareholder. In case of listed SOEs, a light-handed touch is required as 
there is partial market for corporate control. Market mechanisms then apply, as well as listing regulation. 
This session thus concerns mostly fully-owned SOEs. 

64. It is crucial ǘƘŀǘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ŜȄǇŜŎǘŀǘƛƻƴǎ ƻŦ ǘƘŜ {h9 ŀǊŜ ŦƻǊƳŀƭƭȅΣ ŎƭŜŀǊƭȅ ŀƴŘ ǇǳōƭƛŎƭȅ 
ŎƻƳƳǳƴƛŎŀǘŜŘΦ ¢ƘŜǎŜ ŘƻŎǳƳŜƴǘǎ ƳƛƎƘǘ ōŜ ŎŀƭƭŜŘ ά{ǘŀǘŜƳŜƴǘ ƻŦ /ƻǊǇƻǊŀǘŜ LƴǘŜƴǘέΣ ά{ƘŀǊŜƘƻƭŘŜǊǎΩ 
[ŜǘǘŜǊǎέ ƻǊ ά[ŜǘǘŜǊǎ ƻŦ ŀƎǊŜŜƳŜƴǘǎέΣ άaŜƳƻǊŀƴŘǳƳ ƻŦ ¦ƴŘŜǊǎǘŀƴŘƛƴƎέΣ ά.ǳǎiness or /ƻǊǇƻǊŀǘŜ tƭŀƴǎέΣ 
etc. They might have different legal status according to countries and in many cases are only 
άǳƴŘŜǊǎǘŀƴŘƛƴƎǎέΦ ¢ƘŜȅ will typically contain the following information:  

¶ a business description and a mission statement;  

¶ elements of the corporate vision and the overall objectives of the SOE;  

¶ a statement of accountability (including reporting obligations);  

¶ based on the previous elements, broad expectations on financial and non-financial performance 
with related performance indicators; 

¶ an estiƳŀǘƛƻƴ ōȅ ǘƘŜ ōƻŀǊŘ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǾŀƭǳŜΦ 

65. In most cases objective documents and related specific targets will be developed on a yearly 
basis. However, another option is to set up targets into a two to four years frame, with control on 
performance still being done yearly (ref. box 14 in Switzerland). 

Box 14. Setting objectives in Switzerland 

Principle no. 16: As owner, the Confederation sets higher medium-term (four years) objectives in order to 

provide strategic direction for independent entities. Through these strategic objectives, which have been broadly 
standardised, it influences the development of the entities, whether bodies or enterprises ("enterprise-related 
directives") and their tasks ("task-related directives") based on this overall approach. How much guidance is given at 
task level varies depending on whether the performance of the task delegated: a) is described only in broad outline in 
the legislation and is barely regulated by the market; b) is largely financed by general fiscal revenues; c) could entail 
high risk for the Confederation.  

Comment on the above principle: In its capacity as owner, the Federal Council must manage all of the 

independent entities by setting medium-term objectives and maintaining a broad overviewé. it is not possible for the 
Confederation to manage the development of its independent entities by legislation alone, since legislation regulates 
the main points over the longer term. It needs an instrument that will enable it to influence the independent entity and 
the performance of its tasks in the medium term, with the aim of safeguarding its higher interests. 

From now on, the Federal Council, in its role as owner, should manage all independent entities by setting 
strategic objectivesé Strategic objectives may relate to the development of the entities through enterprise-related 
directives, and the outsourced tasks, through task-related directivesé Enterprise-related directives define, among 
other things, commercial policy priorities and aim to consolidate or increase the value of the enterprise. Task-related 
directives establish priorities for the performance of tasks or the use of any indemnities paid.  



At present, the Federal Council already approves strategic objectives for enterprises active on the market without 
consulting Parliamenté Parliament will no longer have direct influence over the strategic objectives as a general rule; 
the aim here is to ensure proper separation of powers and responsibilities of the legislative and the executive. 

As a general rule, strategic objectives are binding on the board of directors of public institutions and public joint-
stock companies to the extent when the organisation act of the entity expressly so provides. They are also binding in 
practice, though not legally so, on the board of directors of independent entities set up as joint-stock companies 
subject to private law: the board of directors cannot afford to ignore the intentions of the principal or majority 
shareholder, otherwise it risks being removed from office or not appointed a second time. 

Source: Corporate Governance Report, 2007. 

 

66. The quality and usefulness of objective documents might vary a lot according to the quality of the 
objective described and the relevance of the performance indicators agreed upon (cf. next session 1.7). 
Financial objectives and related performance indicators allow measuring, following-up and assessing 
{h9ǎΩ ǇǊƻŦƛǘŀōƛƭƛǘȅΣ ŜŦŦƛŎiency and risk level. The financial objectives are aimed at replicating the discipline 
that market mechanisms, including the threat of a takeover, would exert over the CEO and board 
members of a firm in the private sector, and to build a competitive neutral environment (cf. box 15). 

Box 15. Purpose of financial targets for SOEs in Sweden 

The purpose of financial targets from the perspective of the owner is to: 

§ Secure the creation of value by the board and executive management working towards ambitious, 
long term targets; 

§ Achieve efficient use of capital by clarifying the cost of capital; 

§ Keep the companyôs risk at a reasonable level; 

§ Assure the owner sustainable and predictable dividends taking into consideration the companyôs 
future capital requirements and financial position; 

§ Make possible and facilitate measurement, follow-up and assessment of the companyôs profitability, 
efficiency and risk level. 

Source: Annual Report State Owned Companies 2005, Government Offices, p. 30. 

 

67. Among financial objectives, many objectives documents include (sustainable)16 dividend 
objectives. ¢ƘŜ ƭŜǾŜƭ ƻŦ ǇǊƻǇƻǎŜŘ ŘƛǾƛŘŜƴŘǎ ŀƛƳǎ ŀǘ ŀŎƘƛŜǾƛƴƎ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƻǇǘƛƳŀƭ ŎŀǇƛǘŀƭ ǎǘǊǳŎǘǳǊŜ 
within an agreed time frame. It should thus be based on or driven by the optimal capital structure, the 
level of current profitability and any planned future capital expenditure. A possible avenue to define the 
targeted or optimal capital structure is to use a credit rating benchmark. The optimal capital structure is 
the one that provides for an appropriate credit rating, while at the same time imposing a discipline on the 
SOE to optimize efficiency (cf. box 16).  

                                                           
16

  A focus on dividends must have the caveat that dividend levels are sustainable, to avoid free cash flows 
being used to sustain state finance at the expense of appropriate capital investment or balance sheet 
management. 
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Box 16. Credit rating benchmark in New-Zealand 

The government has a credit rating benchmark policy whereby SOEs are expected to have a capital structure 
consistent with a BBB (flat) credit rating (unless the SOE can demonstrate good reasons for an alternative 
benchmark). This is to ensure that all SOEs have appropriate financial disciplines to manage capital efficiently at 
similar risk levels. The application of this credit rating benchmark may involve moving to a higher gearing ratio.  (é). 
Ministers expect Boards to use their best endeavours to negotiate prudent levels of borrowing to closer reflect 
shareholder preferences, and if necessary explore alternative banking arrangements. Shareholding Ministers 
additionally expect Boards to report on the likely timing for a change in gearing levels, to better align with the BBB (flat) 
benchmark. 

Source: CCMAU, ñOwnerôs Expectations Manual for State-Owned Enterprises, 29 October 2007. 

 

68. It is also useful for the objective document to include estimation by the board of the company 
value. This estimation should be provided with relevant information on the methodology used for the 
assessment and on the basis for any assumptions made. A recommended methodology is the one based 
on discounted cash flows. The value assessment could also be done or reviewed by an external advisor 
with specialised valuation expertise. It would nevertheless have to be endorsed by the board, as it is 
ŜȄǇŜŎǘŜŘ ǘƻ άƘŀǾŜ ŀƴ ƻƴƎƻƛƴƎ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ŎƻƳǇŀƴȅ ǾŀƭǳŜΤ ǿƘŀǘ ǾŀƭǳŜ ŘǊƛǾers are and the effect in 
ǘŜǊƳǎ ƻŦ ŜƴǘŜǊǇǊƛǎŜ ǾŀƭǳŜέ17. However, the value estimation should not be necessarily published. This 
could be sensitive information, especially in case the ownership entity is considering carrying out a share 
sale in the near future.  

69. Objective documents also increasingly include performance indicators for non-financial and 
public policy objectives, including public services and other special obligations. These are more difficult to 
clearly define and tend to be under-emphasized. Instead of clear non-financial objectives with related 
indicators, some objective documents only provide strategic directions. 

70. {ƻƳŜ ƳƻǊŜ άǎǘǊǳŎǘǳǊŀƭέ ƻōƧŜŎǘƛǾŜǎΣ ǊŜƭŀǘŜŘ ǘƻ ǘƘŜ ǉǳŀƭƛǘȅ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƎƻǾŜǊƴŀƴŎŜ ƻǊ 
management, could also be added. These could for example cover the quality and effectiveness of 
boards, the existence and effective work of audit and risk committees, the quality of the human 
resources policy, etc. Specific objectives given in this regard could support an overall and gradual 
ƛƳǇǊƻǾŜƳŜƴǘ ƛƴ {h9ǎΩ ƎƻǾŜǊƴŀƴŎŜ ƛƴ ǘƘŜ ƳŜŘƛǳƳ ǘŜǊƳΦ 

71. Finally, alongside with objective documents, SOEs could be asked by the ownership entity to also 
submit their long-term plans. These long term plans will provide the basis and the framework for 
discussing their strategy and yearly objective documents. 

72. The objective documents are shared documents between the ownership entity and the SOE 
board. They are based on the corporate plans, which are purely board documents. In some cases the 
objective documents might be the corporate plans themselves. Where they contain commercially-
sensitive information, a publicly available version should also be prepared that excludes the commercial-
in-confidence material. This sensitive information could include estimation of the SOE value.  

73. The development of an objective document/annual targets/corporate plan is usually the main 
instrument for conveying objectives to the corporation. It is generally a collaborative process with 
ongoing communication between the SOE itself (its board and CEO) and the ownership entity. The 
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  //a!¦Σ άhǿƴŜǊΩǎ 9ȄǇŜŎǘŀǘƛƻƴǎ aŀƴǳŀƭ ŦƻǊ {ǘŀǘŜ-Owned Enterprises, 29 October 2007. 



Guidelines recommend the board to be involved in this process as it is accountable for the SOE 
performance (Guideline VI.A.) and should carry out its function of strategic guidance, subject to the 
objectives set by the government and the ownership entity (Guideline, VI.B.).  

74. It is useful to formalise the process of developing objectives documents through either 
legislation, regulation and/or a protocol (cf. the New-Zealand process in box 17). This is instrumental in 
clarifying the requirements in terms of content, timeframe and respective responsibilities and powers. 
One important question which has to be decided upon in such a formal document is who has the final 
word in case of disagreement.  

Box 17. Negotiation of corporate objectives in New-Zealand 

The main steps in the business planning cycle are: 

¶ Shareholding Ministers write to each Crown company board before the beginning of each planning round to detail 
the information requirements, the timing (milestone dates) and any special issues the company is to address during 
the planning round; 

¶ Boards are then required to: assess their business environment; reassess their strategic direction; provide a 
detailed plan for the immediate year; and provide financial projections for the following 2 to 4 years; 

¶ Following the delivery of the boardsô outlook and business plans to the shareholding Ministers, advisors then 
prepare a report on these documents for the shareholding Ministersô consideration. Draft SCIs are delivered 
together with the business plans. The SOE Act, the CRI Act and other relevant company-specific legislation require 
boards to deliver their draft SCIs to shareholding Ministers at least one month before the end of each financial year; 

¶ Shareholding Ministers may then, through their advisors, seek further information; 

¶ Shareholding Ministers then consult with boards on any issues or concerns they have with the business plans and 
draft SCIs. This occurs either by letter or, more often, meetings between shareholding Ministers, advisors and the 
board (referred to as the business planning meeting); 

¶ Following the business planning meeting (if held) shareholding Ministers write to boards outlining their 
understanding of the main outcomes and issues discussed 

¶ Boards then consider the outcomes from business planning meetings and the shareholding Ministersô written 
comments, and if necessary, revise their business plans and SCIs. Boards then deliver to shareholding Ministers 
finalised business plans and SCIs;  

¶ Shareholding Ministers table the finalised SCIs in the Parliament.  

 

Sources: Corporate Governance of State-Owned Enterprises, A Survey of OECD Countries, OECD, 2005. Reporting Requirements of 
Crown Companies, Ownerôs Expectation Manual, Section 4.1., New Zealand CCMAU, 
(http://www.ccmau.govt.nz/PDF/OEM%20Final%20Version_310502.pdf). 

 

75. Developing objective documents is a complex task which requires industry knowledge as well as 
strong financial modelling skills. It also requires a certain level of operational experience to determine the 
key levers of performance and the time frame in which it is reasonable to expect results. The combination 
of this industry knowledge, financial capability and operational experience should be present in SOE 
boards, and reflected also within the ownership entity to allow informed and balanced dialogue on the 
development of objective documents. To negotiate as an informed owner, the ownership entity should 
develop appropriate knowledge of the industry, based on research and analysis as well as the history of 
dialogue with and feedback from the SOE boards. It could also seek inputs from consultants or other 
experts. 

76. The whole process of defining and agreeing on objectives raises also important questions about 
the respective roles of the board and the ownership entities. The fact that objectives have to be officially 
approved, and that in some cases boards might not even have the final say in case of disagreement, can 
be perceived by the boards, and rightly so, as an usurpation of their authority. This could also lead to 
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reduced accountability by the board, especially when strategic issues are addressed. It is thus critical to 
ensure an appropriate definition of respective roles in the process of defining objectives and ensures that 
it will maintain appropriate board accountability. 

77. The following table describes main steps in developing objectives documents: 

Main steps Brief description 

Communication 
of high-level 
expectations  

To clarify the relationship between the corporation and the responsible minister, it 
could be useful for the government to communicate on broad strategic direction and 
expectations for the year.  

¢Ƙƛǎ ŎƻǳƭŘ ōŜ ǳƴŘŜǊ ǘƘŜ ŦƻǊƳ ƻŦ ŀƴ ŀƴƴǳŀƭ άƭŜǘǘŜǊ ƻŦ ŜȄǇŜŎǘŀǘƛƻƴǎέΣ ǘƻ ōŜ ǎƛƎƴŜŘ ōȅ 
ǘƘŜ ōƻŀǊŘΩǎ ŎƘŀƛǊ ŀƴŘ ƳŀŘŜ ǇǳōƭƛŎ όŜȄŀƳǇƭŜ ƻŦ .ǊƛǘƛǎƘ /ƻƭǳƳōƛŀΣ ōƻȄ муύΦ 

Interpretation of 
high level 

expectations 
into main 
objectives 

The draft objective document is developed by the SOE board (with senior 
management) based on high level objectives defined in the SOE mandate and 
communicated by the ownership entity. 

The ownership entity will define priorities and interpret policy priorities. SOE boards 
will have to seek clarification and question the ownership entity if needed.  

The SOE board should determine the main and specific objectives allowing the 
fulfillment of the SOE mandate as well as the government policy priorities and high-
level expectations. 

Develop 
relevant 

performance 
indicators 

Please refer to the specific session 1.7. for more precise guidance.  

Put in place 
appropriate 
information 

systems 

Appropriate information systems should be put in place to collect accurate and 
reliable data necessary for calculating the indicators. Automatic extraction form 
existing management applications is a useful way of cutting the costs while increasing 
reliability. 

Develop a draft 
objective 

documents 

SOE boards will develop a draft objective document describing main objectives for the 
SOE, key performance indicators and specific, often yearly, targets.  

It is useful that the stated objectives are accompanied by comments allowing to: 

¶ justify the choice of indicators associated with it; 

¶ comment on previous results; 

¶ explain the choice of a target;  

¶ mention the main levers of actions to achieve the objectives. 

The first draft is submitted to the ownership entity. 



Informal 
negotiation of 

the draft 

Boards are expected to enter into a process of dialogue with the ownership entity to 
ŀǊǊƛǾŜ ŀǘ ŀƴ ŀǇǇǊƻǇǊƛŀǘŜ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƻōƧŜŎǘƛǾŜǎ ōŀǎŜŘ ƻƴ ǘƘŜ 
ƎƻǾŜǊƴƳŜƴǘΩǎ ǇƻƭƛŎȅ ǇǊƛƻǊƛǘƛŜǎΦ ¢Ƙƛǎ ǎǇŜŎƛŦƛŎ ŘƛŀƭƻƎǳŜ ōŜǘǿŜŜƴ {h9 ōƻŀǊŘǎ ŀƴŘ ǘƘŜ 
state shareowner is not possible or strictly regulated in case of partially-owned SOEs. 
as this would breach the principle of equitable treatment of shareholders.  

This informal negotiation could be done at different stages of the draft development. 
The process will be mostly informal and cannot be defined precisely, but it necessarily 
involves intensive contacts and information sharing between the ownership entities 
and SOE boards. There could be a round of discussion and negotiation through one or 
more meetings to discuss high level summaries and more developed detailed 
documents with the ownership entity. 

This informal negotiation is key to building consensus and ensuring clarity about the 

SOE mission. The boards are driving this process on the SOE side. It is their 

responsibility to seek clarification from the ownership entity and/or play a challenging 

function. Both the ownership entity and the SOE need to ensure that statements of 

objectives are specific enough and provide clear and relevant targets to be achieved. 

A second draft is then agreed both by the SOE concerned and the ownership entity. 

Formal 
comments 

 

It is important that the ownership entity provides relevant comments on the draft 
objectives document received from the SOE. This should be done either directly by 
the ownership entity or by the Minister, which would have been informed on key 
aspects of the plan by the ownership entity. This could allow the Minister adjusting 
the document to better reflect government policies and priorities. 

SOEs should receive formal feedback on their draft objective documents within a 
defined time limit. However, this obligation for the ownership entity to provide 
formal feedback should not lead to focusing on minor issues which would derail the 
attention from the main aspects and most strategic questions (refer to advices on 
how to review and challenge SOE corporate plans in Canada, box 19). 

The absence of comments might send an unclear message (example of Canada, box 
20): either the ownership entity effectively understands and agrees with the draft 
document, or it is unable or unwilling to comment on it. Reasons for weak feedback 
from the ownership entity may include the lack of knowledge about the commercial 
dimension of SOEs, a lack of understanding of their competitive environment, lack of 
time and resources to develop informed comments, or even incapacity to read and 
interpret properly financial documents. 

Official approval Once agreed between the SOE and the ownership entity informally, the objective 
document might be approved formally on both sides: 

¶ on the SOE side, the objective document will have to be duly approved by the 
general shareholder meeting.  

¶ on the state side, the objective document might either be approved at official 
level, or might have to be approved by the Minister in charge.  

The shareholder Minister should also ensure that the objective document is 
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ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ǇƻƭƛŎȅ ŀƴŘ ƳƛƎƘǘ ƘŀǾŜ ǘƘŜ Ŧƛƴŀƭ ǎŀȅ ƻƴ ŀǇǇǊƻǾƛƴƎ ƛǘΦ 

In some cases other ministries, and primarily the Ministry of Finance, might also have 
to approve the objective document or parts of it. This could be the case, for example, 
when the levels of dividends or borrowing plans might impact the state budget. 

Clear 
endorsement 

In addition to being approved by the general shareholders meeting (if it exists), and in 
order to give it more weight, the objective document could also be formally endorsed 
by the board and senior management. 

Tabling in 
Parliament 

 

According to different legal and administrative frameworks, objective documents 
might also have to be tabled in Parliaments within a specific timeframe. 

Objective documents might be tabled in Parliaments as such when they are simple 
and relatively short documents. When they are full-fledged corporate plans, only 
summaries might be submitted for confidentiality concerns (example in Canada, box 
21). In this case, there is a trade-off to be made between ex ante accountability and 
competitive concerns. 

Public disclosure Objective documents could be disclosed on the SOE websites as well as on the 
ƻǿƴŜǊǎƘƛǇ ŜƴǘƛǘƛŜǎΩ ǿŜōǎƛǘŜǎ.  

 

Box 18. Letters of expectations in British Columbia 

In the British Columbia model, the minister responsible for the Crown corporation, as the representative of the 
government, communicates broad strategic direction and expectations as determined by the Cabinet. This direction 
and formal expectations for the Corporation are communicated annually in a ñletter of expectationsò that is also signed 
by the Crown corporation boardôs chair and made public. This letter also identifies actions the government will take to 
assist the Crown corporation in achieving mandate and operational objectives. The minister responsible for the 
corporation is the voice of the government. By playing a role in establishing the corporationôs direction and the 
governmentôs expectations of it, the minister is reflecting the expectations of the owners and there is a basis for 
accountability for the corporationôs actions. In this model, the minister does not take over the role of the board but 
communicates formally and publicly the performance that the government expects from the corporation. The board is 
responsible for governing the corporation within that framework.  

 Source: Office of the Premier, Province of British Columbia, Exhibit 7.3 in Chapter 7, p.13, Report of the auditor General of Canada ï 
February 2006. 

 

Box 19. Advices on how to review and challenge SOE corporate plans in Canada 

Based on 1996-2000 reviews, the review of the governance of SOEs by the Auditor General advises the 
government to review and challenge the corporate plans by asking itself a series of typical questions, as follows: 

¶ Has the corporation properly interpreted its mandate? 

¶ Are the corporationôs objectives, strategies and targets appropriate and do its performance indicators 
provide a strong basis for holding it in account? 

¶ Are the trade-offs the corporation has made between its commercial objectives and its public policy 
objectives reasonable? 



¶ Do its performance targets sufficiently ñstretchò the corporation? 

¶ Has the plan taken government priorities into account? 

¶ Is the corporation capitalized appropriately, and are targets for dividends and return on equity 
appropriate? 

¶ Has the corporation met its past performance targets? 

¶ Is there a need to assess whether the corporationós mandate is still relevant? 

Source: 2000 Report of the Auditor General of Canada, Chapter 18, Governance of Crown Corporations. 

 

Box 20. Weaknesses in commenting on draft objective documents in Canada 

In Canada, the review of the governance of SOEs by the Auditor General found that there were significant 
deficiencies in 38 percent of approved corporate plans, and less serious problems in a further 28 percent: ñmany 
deficient corporate plans are approved, and the government has limited capacity to challenge them. Problems included 
any or all of the following: Absence of long term plans; Unclear or non-existent corporate objectives, targets, goals and  
business strategies, as well as weak action plans; Little information by which to judge whether the corporation is 
achieving its objectivesò

18
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However, this represents a significant improvement from previous rounds of special examinations carried out by 
the Auditor General, as: (i) 62% of SOEs had significant deficiencies in corporate and strategic planning and/or 
performance measurement and reporting in 1984-90; (ii) 78% had significant deficiencies in this area in 1990-96. 

A review of progress made since the 2000 Report of the Auditor General has showed in 2005 that ñfeedback from 
the government on corporate plans is still limited. Neither the Treasury Board Secretariat nor the applicable 
departments have clearly defined their respective roles in the process for reviewing and approving corporate plans or 
assessed the capacity and skills needed to fulfill their rolesò. ñMany Crown Corporations still are not setting clear goals 
and indicators of performance for their public policy objectives. Some deficient corporate plans are still being 
approved.ò 

Source: 2000 Report of the Auditor General of Canada, Chapter 18, Governance of Crown Corporations, p.22; 2005 Report of 

the Auditor General of Canada, Chapter 7, Governance of Crown Corporations, p.10-11. 

 

Box 21. Confidentiality issue regarding corporate plans in Canada 

ñCorporate plans are highly confidential in nature. They contain highly sensitive and often commercially-
confidential information. As submissions to Cabinet and as confidences of the Privy Council, corporate plans are 
treated in a manner comparable to Memoranda to Cabinet and are subject to the same strict protective measures. 
Corporations are advised to assist in maintaining this security by adopting their own security measures such as 
restricting and numbering the copies of their plan. 

The corporate plan should be distinguished from the corporate plan summary which is tabled in Parliament. 
Sensitive material contained in plans (e.g. commercially detrimental information referred to in Section 153(1) of the 
FAA) should of course not be incorporated in the corporate plan summaries since these become public documents.ò 

Source: Guidelines for the Preparation of Corporate Plans, Treasury Board of Canada, 1994. 
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 Report of the Auditor General of Canada, Chapter 18, Governance of Crown Corporations, p.22. 




