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Executive summary 
 
The Global Public Policy Committee (GPPC) is a global forum of representatives from the six 
largest international accounting networks.1 Based on the experience of our respective 
networks as auditors and corporate advisers, we know that effective corporate governance 
goes hand-in-hand with sound financial reporting. Capital markets function more smoothly 
when jurisdictions set high expectations for corporate governance and companies implement 
appropriate measures. 
 
This paper describes what we see as the core elements of effective corporate governance, over 
and above a sound legal, regulatory and political environment: effective boards of directors; 
independent audit committees; comprehensive and comprehensible reporting and disclosure 
by companies and boards; objective external audits; and informed and engaged shareholders.2  
 
We encourage all capital market stakeholders, whether in the public or private sector, to 
consider how to support effective corporate governance so that neither countries nor 
companies underinvest in governance measures.  
 
Introduction 
 
Based on the experience of our respective networks as auditors and corporate advisers, we 
know that effective corporate governance goes hand-in-hand with sound financial reporting. 
Capital markets function more smoothly when jurisdictions set high expectations for 
corporate governance and companies implement appropriate measures. 
 
In recent years, we have seen many improvements in the area of corporate governance but 
some practices are still evolving. The Organisation for Economic Co-operation and 
Development (OECD) is in the process of revising its Corporate Governance Principles, which 
are an important global benchmark.3 The OECD has done considerable work over the past 
several years to understand emerging developments in corporate governance around the 
world, especially in the aftermath of the financial crisis. We commend the OECD for 
conducting comprehensive outreach and for including non-OECD countries in this current 
initiative.  

                                                
1 BDO International, Deloitte, EY, Grant Thornton, KPMG International, and PwC. One of the GPPC’s primary objectives is to 
participate constructively in shaping global public policy in the public interest. 
2 Appendix A summarizes the key elements of effective corporate governance that are described in the paper at greater 
length. 
3 The Financial Stability Board includes the OECD Principles among its 12 key standards for sound financial systems, against 
which the World Bank conducts assessments around the world. The OECD has adopted separate Guidelines for Corporate 
Governance of State-Owned Enterprises. Revised Principles and Guidelines are both under review. 
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We recognize that the complex global environment calls for international approaches to 
promote consistency and facilitate cross-border business. But it is important that global 
approaches take into consideration local differences, such as local laws, unique ownership 
structures and variances in economic development.  
 
Fundamentally, effective corporate governance functions best in legal and regulatory 
environments that promote public trust, transparency and fairness. This paper describes what 
we see as the core elements of effective corporate governance over and above a favorable 
environment: 

• Effective boards of directors (importance of objectivity, qualifications, experience, 
diversity, clearly defined responsibilities, mechanisms for evaluation and 
accountability) 

• Independent audit committees4 
• Comprehensive and comprehensible reporting and disclosure by companies and 

boards 
• Objective external audits (conducted by independent auditors and overseen by 

independent audit regulators as well as independent audit committees) 
• Informed and engaged shareholders  

 
The views articulated herein reflect input from across our respective global networks, 
including from recent roundtable discussions about corporate governance with some of our 
respective practices in South East Asia and Latin America. 
 
Boards of directors 
 
Effective corporate governance is driven by a board that understands its oversight roles and 
responsibilities in areas like financial reporting and audit, strategic planning and risk 
management, legal and regulatory compliance and selecting and compensating the senior 
executives. An effective board helps to ensure that management’s implementation of 
corporate strategy is focused on generating sustainable, long-term shareholder value.  
 
Collectively, boards need the experience, knowledge and skills to fulfill their obligations. 
Ideally, one or more members will have relevant expertise in the company’s industry, business 
operations, accounting or finance and relevant regulatory requirements. They also need 
appropriate independence and diversity of perspective, experience and background (including 
but not limited to gender diversity). 

                                                
4 We use the term “audit committee” to include those charged with governance of financial reporting, internal controls and 
the audit, in recognition of diverse language and legal structures around the world. To the extent that some jurisdictions 
might use a different term to describe bodies that serve the same purpose, the term “audit committee” would apply to those 
bodies. 
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We believe that the most effective boards periodically review their composition and report to 
shareholders how they have the expertise and resources to carry out their responsibilities, 
including those relating to risk management and internal control oversight.  
 
Finding and cultivating effective directors has been noted as a challenge in many markets, but 
was particularly stressed in our outreach in certain emerging markets. It is vital that 
jurisdictions have an adequate pool of directors with the requisite qualifications to effectively 
carry out board duties. In certain jurisdictions, director liability concerns can be an 
impediment to attracting qualified directors and should be addressed where necessary.  
 
Training and periodic board evaluations can help to close the gap and support director 
development. They also are generally a useful mechanism to ensure boards are functioning 
effectively. We support ongoing training and periodic performance evaluations for boards and 
their individual members. Such evaluations could be both self-reviews and evaluations by 
independent third parties. Evaluations should take into consideration the effective functioning 
of a board’s committees.  
 
Effective boards are willing and able to act independently of management in the interests of 
shareholders, and to challenge management when necessary and appropriate. All board 
members need appropriate access to management and to external advisers as necessary to 
fulfill their oversight responsibilities.  
 
Depending on the size and complexity of their business, boards may delegate certain 
responsibilities to committees made up of members who are best suited to addressing 
particular matters in detail. In those circumstances, committees provide formal reports to the 
board of directors, which retains responsibility for the matters delegated. While many boards 
use committees for matters relating to risk, executive remuneration and nomination, we 
strongly believe that boards of publicly listed companies should establish an audit committee, 
for the reasons set out in the next section. 
 
Independent and effective audit committees  
 
Independent and effective audit committees help ensure financial reporting integrity by 
means of their oversight of both management and the auditor. Due to their emphasis on 
accountability, audit committees foster a corporate culture of discipline, transparency and 
sound risk management. Through their oversight role, they offer informed challenges to 
executive management, internal auditors and external auditors. Regular communication with 
executive management and the internal and external auditors help audit committees gain a 
year-round understanding of the financial implications of business decisions. It is essential 
that audit committee members are able to exercise objective judgment at all times.  
 
Requirements and practices around independence vary considerably around the world and 
can have a significant impact on the effectiveness of the audit committee. When an audit 
committee acts independently and undertakes its role effectively, investors and other 
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stakeholders have greater confidence in the relevance and reliability of the company’s 
financial information and financial reporting. Stronger investor confidence contributes to 
healthy capital markets, financial stability, and the overall global economy. 
 
In many jurisdictions, audit committees have become well established and are widely seen as 
contributing to investor confidence and the efficiency of the capital markets. A number of 
empirical studies have demonstrated the value of independent audit committees.5 And 
findings from an informal GPPC survey undertaken in 2012 of actual audit committee practices 
in 38 countries inform our view that independent audit committees should be an expectation 
for publicly listed companies. 
 
Based on our experience, audit committees are most effective when their responsibilities for 
overseeing financial reporting and audit, including the independence of the auditor, are clear. 
Baseline responsibilities for an audit committee should include overseeing financial reporting, 
internal controls (including evaluating the quality of internal financial reporting resources), 
internal audit and the external auditor (including appointing, and reappointing the auditor, 
approving audit fees, overseeing the audit process and the independence of the auditor, and 
overseeing policies on non-audit services provided by the auditor). This would include 
ensuring timely discussions and interactions with the auditor. 
 
Due to the nature of their responsibilities, audit committees need at least one member with 
financial expertise, which should include direct financial statement preparation experience, 
accounting or auditing experience, experience as a CFO or equivalent financial management, 
experience in risk management or direct industry experience. Other members of the audit 
committee (as well as the board more broadly) should be financially literate.  
 
We also believe audit committee transparency can promote greater investor confidence in 
financial reporting and audit, including by providing investors with a greater understanding of 
the audit committee’s oversight role. In recent years, companies in some countries have 
begun to disclose more information about their audit committees’ oversight, going beyond 
the minimum required by country law or stock exchange rules. In some cases this has been 
driven by changes in regulatory requirements and in other cases by investor interest.  
 
Direct conversations between investors and audit committees can also be valuable. The 
Enhanced Disclosure Working Group, a group formed by the Global Auditor Investor Dialogue 
(GAID), has developed guidelines for audit committee engagement and dialogue with 
investors.6 The GPPC has endorsed the guidelines as a tool for encouraging dialogue among 
investors, auditors and audit committees with the goal of increasing the usefulness and 
relevance of narrative reporting.  
 

                                                
5 See, e.g., Ghafran, Chaudry and O’Sullivan, Noel, The Governance Role of Audit Committees: Reviewing a Decade of 
Evidence, International Journal of Management Reviews Vol. 15.4: 381-407 (October 2013). 
6 The GAID’s guidelines are available here: (link).  

http://www.enhanceddisclosure.org/pdf/guidelines.pdf
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Corporate and board reporting 
 
Corporate reporting has evolved substantially in the past decade and we expect it will 
continue to be a dynamic area. The trend has been driven in part by shareholder and other 
stakeholder calls for companies to provide more information in specific areas (e.g., executive 
compensation, risk management and corporate responsibility). Some stakeholders have also 
called for making disclosure more effective, for example by eliminating redundancy. 
 
There is greater focus today on narrative and non-financial reporting being provided alongside 
financial reporting to provide a clearer picture, including the evolving areas of sustainability 
and integrated reporting.7 We believe timely and reliable corporate reporting on information 
material to investors is vital for confidence in capital markets. To this end, we support efforts 
to promote more comprehensive and comprehensible corporate reporting. We also see the 
importance of high-quality global financial reporting and auditing standards to promote 
consistency and alignment across jurisdictions. 
 
Companies and boards are responsible for disclosing all material information, including about 
financials, performance, ownership and governance. We believe that the capital markets 
would benefit if boards and their key committees also reported to shareholders on how they 
have fulfilled their obligations. Such reporting should not only address how boards have 
carried out their duties but also distinguish their responsibilities from management’s. This 
should include their respective roles and responsibilities for the quality of their financial 
reporting, including overseeing the control environment, remuneration, related party 
transactions and risk management. 
 
Finally, advances in information technology will continue to change the landscape of 
corporate and board reporting. We can imagine in the future, for example, that stakeholders 
might ‘self-select’ their own bespoke report from material made available by companies on 
their public web sites. This might enable greater transparency and accountability, through 
increased accessibility and usability.  
 
A high-quality audit conducted by an independent external auditor 
 
Shareholders and the board rely on a high-quality, objective audit to provide reasonable 
assurance that the company’s financial statements fairly represent its financial position and 
financial performance and are free from material misstatement due to error or fraud. In 
general, we support initiatives (such as that of the International Auditing and Assurance 
Standards Board) to enhance the auditor’s report to provide investors and others with 
relevant information about the audit process. The external auditor should be independent, 
both in fact and in appearance, from companies it audits. While audit firms are ultimately 
responsible for maintaining their independence and delivering high-quality audits, effective 

                                                
7 One example is the integrated reporting framework established by the International Integrated Reporting Council (IIRC). 
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governance mechanisms—including independent audit committees and independent audit 
regulation—provide the foundation for and reinforce audit quality. 
 
As a profession, we support the adoption of robust, enforceable and globally consistent 
auditor independence requirements. In our view, such requirements should address the 
principal threats to independence identified by the International Ethics Standards Board for 
Accountants (IESBA) as well as the International Organization of Securities Commissions 
(IOSCO): self-interest, self-review, advocacy, familiarity and intimidation.8 
 
In recent years, independent audit oversight has made an important contribution to audit 
quality. Independent audit oversight bodies have grown from a small handful in 2004 to over 
50 today.9  We support efforts by jurisdictions to establish independent oversight for auditors 
of listed companies and, where applicable, public interest entities, as long as those 
jurisdictions can provide the resources and technical expertise necessary to do so effectively.  
 
Informed and engaged shareholders 
 
In our view, efforts to improve engagement between shareholders and boards can lead to 
better alignment of the interests of shareholders, boards and management. In the past 
decade or so, the debate around the role of shareholders has evolved to include questions 
of investor stewardship and the extent to which modern portfolio theory and short-term 
investor orientation may contribute to misalignments between corporations and their 
owners. As portfolios continue to grow, how large institutional shareholders in particular 
should behave in today’s markets has become an important topic in corporate governance.  
 
We support efforts to improve engagement between shareholders and boards, with a view to 
facilitating appropriate alignment of interests of shareholders, boards and management. This 
can include direct engagement between investors and board members, although some 
consideration may be needed of how meaningful engagement can be consistent with fair 
disclosure regimes. Further, we recommend countries consider whether legal or regulatory 
barriers hinder investor engagement.  
 
Annual shareholder meetings should be meaningful and involve participation of the board. 
Barriers to shareholder participation should be removed, including through greater use of 
electronic media where feasible (e.g., for the dissemination of meeting materials and to 
facilitate voting). 
 
Given growth in diversification of portfolios over the last generation, and the lengthening of 
the investment chain from owner of record to ultimate beneficial owner, there can be 

                                                
8 IOSCO Principles of Auditor Independence and the Role of Corporate Governance in Monitoring an Auditor’s Independence 
(October 2002). (link) 
9 The International Forum of Independent Audit Regulators (IFIAR) was formally established in 2006. For a list of its members 
see https://www.ifiar.org/Members.aspx.  

http://www.cmvm.pt/CMVM/Cooperacao%20Internacional/Docs%20Iosco/Documents/Principles_Auditor_Independence.pdf
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misalignments between investors and companies, or between investors and intermediaries, 
which may impede the development of strong corporate governance practices. We support 
the concept of stewardship,10 which recognizes investors should have an interest in the long-
term success of companies in which they invest. This may emphasize the benefits of long-term 
approaches, without prejudicing the ability of shareholders to sell at their discretion. 
 
Conclusion 
 
Effective corporate governance contributes to stable, well-functioning capital markets. We 
encourage all capital market stakeholders, whether in the public or private sector, to advocate 
for good corporate governance. We encourage policy makers to consider the key elements of 
an effective corporate governance framework that we have outlined in this paper (and 
summarized in the attached appendix).  
 

                                                
10 We note, however that “stewardship” is a term that resonates in some markets (e.g., the UK) and not in others (e.g., the 
US).  
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Appendix: Key elements of effective corporate governance 
 
Effective boards of directors 

• Understand oversight roles and responsibilities (e.g., financial reporting and audit, strategic planning and 
risk management, legal and regulatory compliance, executive compensation) 

• Have relevant experience, knowledge and skills 
• Represent diverse perspectives and experience 
• Use training and evaluations to improve their own performance 
• Act independently of management, and challenge management when necessary 
• Have sufficient access to management and external advisers 
• May choose to delegate certain matters to committees, depending on the size and complexity of the 

business, without abrogating responsibility for the matters delegated 
• Can engage directly with investors to enhance their understanding of the company 

 
Independent audit committees 

• Help ensure financial reporting integrity and accountability 
• Exercise objective judgment and always act independently of management 
• Provide confidence to investors and other stakeholders in the relevance and reliability of the company’s 

financial information and financial reporting 
• Oversee financial reporting, internal controls, internal audit and the external auditor (including auditor 

independence) 
• Have at least one member with financial expertise (e.g., direct financial statement preparation, 

accounting or auditing, chief financial officer) and others that are financially literate 
• Provide reports that give investors and other stakeholders more insight into the audit committee’s 

oversight role and activities 
 
Corporate and board reporting 

• Should be timely, reliable and material to investors as well as comprehensive and comprehensible 
• Continues to evolve in response to demands by shareholders and other stakeholders for more 

information in specific areas, such as 
o Narrative reporting and non-financial reporting  
o Reports by boards and key committees on how they meet their obligations  
o Information technology, advancements in which will continue to change the landscape and 

effectiveness of corporate and board reporting 
 
High-quality, objective audits 

• Provide shareholders and the board with reasonable assurance that the company’s financial statements 
fairly represent its financial position and financial performance and are free from material misstatement 
due to error or fraud 

• Need to be conducted by an independent external auditor 
• Independent audit committees and independent audit regulators are effective governance mechanisms 

for reinforcing audit quality and overseeing auditor independence 
 
Informed and engaged shareholders 

• Contribute to better alignment of the interests of shareholders, boards and managements 
• May care about the long-term viability of companies in which they invest 
• Need to be able to participate meaningfully in annual shareholder meetings 
• May find it valuable to engage directly with boards, including audit committees 

 
 


