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Dear Sirs 

Response to 2014 review of the OECD Principles of Corporate Governance 
Grant Thornton International Ltd (hereafter “Grant Thornton”) welcomes the OECD’s 
decision to revise its Principles of Corporate Governance (“the Principles”) and its decision 
to undertake a public consultation and invite comment on the revised draft text. This letter 
presents Grant Thornton’s response to the consultation process. 

Background to Grant Thornton and our stance on corporate governance 
Grant Thornton is one of the world’s leading organisations of independent assurance, tax 
and advisory firms. These firms help dynamic organisations unlock their potential for 
growth by providing meaningful, forward-looking advice. Proactive teams, led by 
approachable partners in these firms, use insights, experience and instinct to understand 
complex issues for privately owned, publicly listed and public sector clients and help them 
to find solutions. More than 38,500 Grant Thornton people, across more than 120 
countries, are focused on making a difference to clients, colleagues and the communities in 
which we live and work. 

Grant Thornton promotes good governance as a critical element of effective capital 
markets. Grant Thornton UK has been conducting a survey of governance in the FTSE350 
for more than ten years, and their expertise has been used to inform successive iterations of 
the Financial Reporting Council’s UK Corporate Governance Code. Grant Thornton firms 
publish periodic governance reviews in a number of countries including the UK, Australia, 
India and Greece, as well as governance reviews in sectors such as the charity, local 
government and health sectors. Grant Thornton people around the world have contributed 
to a number of books and other publications on governance and culture, including “The 
Thoughts of Chairmen Now”1, a ground-breaking book for those doing business in China, 
and “One Report”2, a pioneering work on integrated reporting. 

1 Jonathan Geldart, David Roth, The Thoughts of Chairmen Now, WPP Group, 2013. 
http://thethoughtsofchairmennow.com/ 
2 Robert G. Eccles, Michael P. Krzus, One Report: Integrated Reporting for a Sustainable Strategy, Wiley, 
2010. http://eu.wiley.com/WileyCDA/WileyTitle/productCd-0470587512.html 
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High-level and overview comments on the Principles and revised text 
We have noted below our main comments on the Principles, which are elaborated on 
further in the appendix to this letter. 

Need for a brief summary or encapsulation 
As they currently stand in the revised draft, the Principles constitute a very detailed 
statement of the OECD’s views and recommendations on appropriate standards for 
corporate governance. However, there is no summary of the main features of a coherent 
and comprehensive corporate governance framework. Given that responses have been 
solicited from jurisdictions that are not members of the OECD, and whose governance 
frameworks may not be as comprehensive as those of OECD members, we believe that 
such a summary would be very beneficial. It should highlight the critical topics, including, 
for example: the role of governance frameworks; culture; transparency and disclosure; the 
role of the board in relation to supervision, strategy and risk; the composition and 
independence of the board; various sources of assurance such financial statement audit, risk 
management, internal audit; remuneration and compensation; etc. 

The purpose of corporate governance, as distinct from compliance 
Corporate governance is increasingly being seen by companies and their executives as 
primarily a burden imposed by regulators3. In reality, it should exist for the benefit of all 
stakeholders in a company. 

Part of the source of this perception of governance is the failure to distinguish corporate 
governance from compliance. Good corporate governance is often seen as being achieved 
by high levels of compliance with governance frameworks, whereas compliance with these 
frameworks is merely a means of evidencing good governance, and not necessarily good 
governance in its own right. Good governance means the protection of the interests of 
shareholders (investors) and other stakeholders, and that requires going beyond compliance 
with governance frameworks. 

The Principles should emphasise this overall purpose of corporate governance, in the 
context of the summary noted above. 

The importance of culture 
The financial crisis, and the failure of locally and globally systemic banks and other financial 
institutions, have highlighted the role of culture within organisations in facilitating good 
corporate governance4. A culture that is inconsistent with the principles of governance 
publicly espoused by a company will undermine the board’s ability to govern the company 
appropriately. The culture of an organisation, however deliberately or not it has been created 
and fostered, is therefore a crucial practical element of corporate governance, a view shared 
by the global respondents to our most recent International Business Report (IBR)—90% of 
the 1,865 respondents from 36 countries believe that culture is “important” or “very 

3 A view which we have encountered in informal discussions with clients, but also in more formal 
debates, as reflected in, for example: Isaksson, M. and S. Çelik (2013), “Who Cares? Corporate 
Governance in Today’s Equity Markets”, OECD Corporate Governance Working Papers, No. 8, OECD 
Publishing. http://dx.doi.org/10.1787/5k47zw5kdnmp-en. 
4 See for example: Financial Stability Board “Guidance on Supervisory Interaction with Financial Institutions 
on Risk Culture—A Framework for Assessing Risk Culture” (2014); and New City Agenda / Cass Business 
School “Report on the culture of British retail banking” (2014). 
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important” to a robust governance framework. We believe that the topic of culture warrants 
a section and principles addressing what companies should do to build and foster 
appropriate cultures, and ensure the right people embrace that culture. It should also 
emphasise that there are limits to what a mandated or regulatory governance framework can 
do, and the need to address good governance from multiple angles, including that of the 
culture of an organisation, is essential. 

Personal accountability and ethics 
The personal responsibility of board members was also highlighted by the financial crisis. 
The legal framework for governance in many jurisdictions, especially common law 
jurisdictions, includes the fiduciary duties to protect the shareholders’ investments and act in 
the interest of the company, as mentioned in paragraphs 103 and 104. This element of 
personal responsibility and accountability of individuals, particularly board members, is 
sufficiently important to warrant separate discussion and guidance in the Principles. 

Scope of the Principles 
The Principles refer in several instances to the governance of listed companies, which are 
seen as the most relevant subjects of governance regulation, due to their large populations 
of retail and institutional investors. However, governance is relevant to all companies that 
have external shareholders and stakeholders, i.e. shareholders and stakeholders other than 
the management of the company. The Principles should be seen as relevant to private 
companies, state enterprises and non-profit organisations, and explicit reference should be 
made to these classes of entities. Not only does this allow for specific coverage of the 
important topic of governance in these organisations, it should also allow for more detailed 
exploration of topics relevant to listed companies in an appropriate context, for example: 
systemic market risk; supporting sustainable long term returns for shareholders; and 
fundamental questions such as whether the markets were provided with the information 
necessary to have foreseen the financial crisis, but failed to act, or whether the relevant 
information was not available. 

Use of terminology 
There are a number of instances where we believe that the language and terminology used in 
the Principles could be strengthened and made less ambiguous. This relates in particular to 
comments that merely reference the regulation in place in jurisdictions, without explicitly 
recommending a practice in this regard (e.g. paragraph 46); and instances where particular 
practices are “considered” or “regarded as” “good practice”5. We agree that all of these 
practices are “good practices”, but we believe that the Principles should do more than 
merely highlight them as such—if the OECD considers them good practice then the 
Principles should explicitly state that legislatures should mandate and companies should 
implement such practices. 

Recent developments and future-proofing 
The Principles do, appropriately, reflect a number of areas of immediate and current 
concern to regulators and companies, such as tax planning and non-financial reporting, 
amongst others. However, in doing so, the Principles need to ensure that the means of 
addressing these topics does not rapidly become out-of-date, particular if the next iteration 
is to be as long-lived as the current one has been. We have noted some examples in the 

5 Including paragraphs 22, 24, 36, 80, 94, 96, 112, 120 and others. 
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appendix, but we suggest that this should be seen as a general principle in revising the text 
to reflect ongoing and longer-term concerns, and to future-proof the document. 

Strategy and risk management 
A critical role of a board is to articulate the strategy of the company, in such a way that 
investors in the company can determine whether the strategy aligns with their interests and 
therefore whether it is appropriate to continue to invest in the company. Strategy should 
therefore be determine by the board and management, not management alone. 

By implication, the board must also monitor the execution of strategy, and the extent to 
which risks to the achievement of that strategy are being mitigated, and thus a closely linked 
role of the board is to supervise the risk management processes within the company. We 
believe that the board’s strategy setting and risk management roles each warrant a dedicated 
section and principles in the document. 

Role of auditors and sources of assurance 
The Principles highlight the ongoing importance of the independent external audit of 
financial statements in providing assurance to the board, shareholders and other 
stakeholders. However, it is becoming increasingly apparent to investors and regulators that 
although a financial statement audit gives valuable assurance on the financial health of a 
company at the time of the audit, they should look for other sources of assurance on the 
overall state of a company, including its risk exposure and future prospects of loss and 
failure. 

Principle VI.D.7 refers to “systems for risk management, financial and operational control, 
and compliance with the law and relevant standards”, and we believe that the Principles as a 
whole should devote more attention to these and other control mechanisms within 
organisations, as “sources of assurance” to be relied upon by management, the board, 
shareholders and stakeholders. In particular, the role of internal audit, as a mechanism to 
provide assurance on a wide range of financial and non-financial risks, warrants a principle 
or section on its own right. 

Detailed comments on the revised draft text of the Principles 
We have included further detailed comments on the revised draft text of the Principles in 
the appendix to this letter. 

If you have any questions on this letter, please do not hesitate to contact me. 

Yours faithfully 
 
 
 
 
Cian Blackwell 
For Grant Thornton International Ltd 
T: +353 1 6805805 
E: cian.blackwell@ie.gt.com 
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Appendix: Detailed comments on the 
proposed revised text 

I. Ensuring the basis for an effective corporate governance framework 
As noted in the summary above, we believe that the OECD could comment on the 
components of an effective corporate governance framework—not just the contents of the 
framework, but the mechanisms by which it is introduced into law and practice. These 
include not just corporate governance codes, but the fundamental legal framework for 
protecting contractual rights, imposing fiduciary duties and the obligations of agents (i.e. 
executives and directors) to their principals (shareholders and other stakeholders). 

In particular, we note the increasing trend in many Western jurisdictions to focus on 
compliance corporate governance codes—which the Principles appropriately refer to as soft 
law, although such codes are being given a legislative basis in some jurisdictions6. In many 
jurisdictions, and certainly in most common law jurisdictions, these codes represent various 
stages of the evolution of guidance and standards for companies in implementing the pre-
existing underlying legal framework. Therefore, it is not appropriate for compliance with the 
codes and standards to be seen as an end in itself; rather such compliance should be seen as 
a mechanism of demonstrating and communicating the extent to which an organisation 
complies with the underlying legal requirements of protecting the interests of shareholders 
and other stakeholders. 

It is entirely possible for a company to appear to comply with its corporate governance 
standards, whilst not in fact protecting the interests of shareholders, as attested to by the 
number of companies with onerous governance compliance requirements which 
nonetheless failed during the financial crisis of the last decade. Thus we believe that the 
Principles should emphasise the above point that corporate governance codes should not be 
seen as an end or objective in their own right, but as a means to an end, i.e. as a means of 
demonstrating how they achieve good corporate governance. 

Principle I.B, that the “legal and regulatory requirements that affect corporate governance 
practices in a jurisdiction should be consistent with the rule of law, transparent and 
enforceable” is important. To augment the guidance on the introduction of new laws and 
regulation, we believe that the Principles should also provide guidance on the avoidance of 
‘regulatory creep’ and excessive or excessively complex regulation. There is a widespread 
tendency to introduce regulation as a political response to governance scandals and other 
manifestations of bad governance. New regulation should not be introduced without 

6 E.g. the Corporate Governance Code for Credit Institutions and Insurance Undertakings in Ireland. 
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reviewing the governance regulation framework as a whole, to ensure that jurisdictions 
focus on maintaining a balance between protection of shareholders and the commercial 
needs of companies. 

In relation to paragraph 6 specifically, we do not believe that codes and principles should be 
used as an “explicit substitute for legal and regulatory provisions”, but rather to complement 
them and to assist companies in implementing and disclosing measures that provide 
assurance that they are complying with the underlying regulation. 

Principle I.D, paragraphs 8–10: we welcome the comments on enhancing the governance of 
stock exchanges; however, paragraph 10 is somewhat vague and seems to weaken the 
guidance in the previous paragraphs, by referring to the “proper role” of stock exchanges in 
“standard setting, supervision and enforcement of corporate governance rules”, without 
giving explicit guidance as to what that role should be or how it should be defined. We 
suggest explicitly stating that stock exchanges, being generally commercial organisations, 
should have no significant role in the regulation of companies listed on them, and should in 
all cases be demonstrably independent of the actual regulatory bodies. 

Principle I.F, Paragraph 12: reference to cross-border co-operation is welcome, although 
the heading and text could be more specific, particularly to clarify how cross-border 
co-operation should be “enhanced”, i.e. relative to what current practices or standards. We 
believe that the OECD should consider providing guidance on how “exchange of 
information” should be conducted and facilitated, including harmonisation of governance 
standards and guidance on what information should be shared. 

II. The rights and equitable treatment of shareholders and key ownership 
functions 
This chapter rightly acknowledges the need for power to be delegated from shareholders to 
management, and thus the creation of the principal-agent problem, as described in agency 
theory. Agency theory, which is concerned with the differing objectives, interests and 
attitudes to risk of principals (shareholders) and agents (company executives), is at the heart 
of corporate governance, and it has been argued that corporate governance is in essence a 
set of mechanisms to resolve the principal-agent problem. 

In this context, therefore, we believe that the comments on conflicts of interest in relation 
to related-party transactions should be expanded and elaborated upon, to form a framework 
and guidance for addressing all relevant conflicts of interest, particularly the conflicts 
between the interests of management, directors, shareholders and other stakeholders. 

It would also be helpful if this chapter clarified and expanded on the nature of 
“shareholders”. In the context of corporate governance shareholders are often seen as 
including just retail and institutional shareholders in listed companies, but the same 
principles can and usually should be applied to protect the rights of external shareholders in 
private companies; citizens and taxpayers in the case of public sector or state-owned 
enterprises7; donors and funders of non-profit organisations; and other similar classes of 
non-preferential “suppliers of finance” to organisations. Those who supply finance to 
organisations under a mechanism that grants them preferential status over ordinary 

7 This could be cross-referenced to the OECD Guidelines on Corporate Governance of State-owned Enterprises. 
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shareholders or their equivalent—e.g. lenders or debt financers—should be treated 
separately and are dealt with under Chapter IV: The role of stakeholders in corporate governance. 

III. Institutional investors, stock markets, and other intermediaries 
We note that the OCED has proposed significant amendments and enhancements to this 
chapter, and we welcome this timely reflection of the importance topics such as the role of 
institutional investors and their advisors, the roles of beneficial owners and custodians of 
shareholdings, and the functioning of increasingly globalised and complex stock exchanges. 

We suggest that the Principles should explicitly recommend that jurisdictions implement, in 
addition to the specific recommendations for regulation, a set of standards and guidance for 
the role and conduct of institutional investors. The UK Stewardship Code introduced by the 
Financial Reporting Council, setting out good practice for institutional investors, is a good 
example of how this could work in practice. 

IV. The role of stakeholders in corporate governance  
The protection of the rights of shareholders is well established, and is linked to their role as 
“owners” or “suppliers of finance” to the organisation, and to the board’s fiduciary duties to 
them. The protection of the rights and interests of stakeholders other than shareholders is 
also an important element of corporate governance, but it is one that in many jurisdictions is 
not supported by such a relatively clear legal and regulatory framework. We suggest that the 
Principles should encourage legislatures to produce an explicit framework for the protection 
of stakeholders that is consistent with the legal system and values of their jurisdictions. 

Principle IV.E, paragraph 65, refers to what is variously known as whistleblowing, good 
faith reporting, confidential disclosure and other similar terms. It largely refers to good 
practice for companies in providing protection for those who communicate concerns about 
illegal or unethical practice. We believe that the Principles should go further than this, and 
should encourage legislatures to put in place such protections to apply to all companies and 
individuals. 

V. Disclosure and transparency  
The Principles under V.A, and in particular V.A.1, draw heavily on the existing framework 
for corporate reporting, with its heavy reliance on traditional historical financial information. 
Whilst these remain important, shareholders and other stakeholders are increasingly aware 
of the need enhance disclosure—not necessarily a greater volume of disclosure, but more 
timely, relevant, concise, usable and forward-looking information, and with a broader scope 
than accounting information, including risk and commercial metrics. Although there is 
currently no widely agreed standards or practices for what these disclosure should look like, 
we believe that the Principles should require legislatures to consider this problem, and to 
implement regulations that support appropriate disclosure as standards and practices evolve. 
At the very least, this will help to “future-proof” this iteration of the Principles. 

Principle V.A.2 (paragraphs 76 and 77) has been amended to refer to non-financial 
information and integrated reporting. This emphasis on the achievement of non-financial 
goals is laudable, and should be incorporated or referenced in other areas of the Principles, 
e.g. in Principle I.A, which refers to economic performance and market integrity, but not to 
non-financial performance. 

Grant Thornton International Ltd 
VAT reg 888 0195 82. Registered in England. Company number  05523714  
Grant Thornton International Ltd and the member firms are not a worldwide partnership. Services are delivered independently by the member firms. 

 

 



 
 

8 
 

Paragraphs 81 and 82 refer to the disclosure of information on board members, particularly 
independence. Paragraph 82 notes that regulations exist in some jurisdictions requiring the 
presence of independent board members, but makes no explicit recommendation for the 
universal introduction of such regulations. Given the importance of the role of the board, 
referred to elsewhere in the Principles, in supervising management and protecting the 
interests of shareholders, we believe that it is essential that the Principles encourage high 
levels of independence on boards, without which those roles are difficult or impossible to 
accomplish. 

Several paragraphs in this section, including Paragraphs 73, 83 and 87, refers to investors in 
a context which indicates that “investors and other stakeholders” might be more 
appropriate. 

VI. The responsibilities of the board 
This chapter refers to the roles of the board, including monitoring management and 
protecting the interests of shareholders. This could be elaborated on at the outset to 
emphasise the importance of the board’s role in defining and monitoring the execution of 
the strategy of the organisation, and in ensuring the appropriate management of risk in the 
organisation. 

The reference to “aggressive tax avoidance” in paragraph 104 seems somewhat out of place 
and might be better dealt with solely in paragraph 106. Paragraph 106 itself could benefit 
from explicitly acknowledging the fundamental conflict of interest that it alludes to—a 
commercial organisation has an obligation to its shareholders to maximise profit, which 
implies that it must minimise the cost of taxation and of regulatory compliance in general. 
The role of the board, therefore, is to oversee the actions of management to ensure that 
there is an appropriate balance of regulatory compliance and prudent tax planning, to 
prevent reasonably foreseeable consequences including overpayment of tax, failure to 
comply with regulation, adverse publicity and reputational damage as result of aggressive tax 
planning, etc. The Principles should encourage jurisdictions and legislators to avoid a 
simplistic and politically expedient approach that fails to acknowledge that reasonable tax 
planning by corporations is appropriate, justified and in the interests of shareholders. 

Risk and risk management is referenced in a number of places in the Principles, including 
Principle VI.D.1 which refers to the board’s role in reviewing “risk management policies 
and procedures”; the disclosure of risk factors in paragraphs 86 and 87; VI.D.7 ensuring that 
appropriate “systems for risk management” are in place; VI.E.2 on the risk committee; and 
complex risk management models in paragraph 131. However, each of these references is 
brief and relatively cursory. Given the importance of risk management in monitoring and 
supervising the activities of management, in ensuring that the strategy of the organisation is 
executed, and in providing assurance to the board and shareholders, the topic of risk 
management warrants a specific section and more detailed guidance. 

Principle VI.D.4 on remuneration appropriately emphasises the need for remuneration 
policy to be aligned with the long-term interest of the company, not just short-term 
interests. In this context, the use of claw-back provisions should not be considered merely 
“good practice”, but rather should be seen as essential. 
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The Principles in VI.E, and in particular VI.E.1 on the consideration of independence in the 
composition of boards, cover topics which we believe are of vital importance in good 
corporate governance. In the context of the principal-agent problem and the conflicts of 
interest inherent in companies with external shareholders (as noted above), we believe it is 
critical that independence of boards is strongly supported by the Principles. We believe that 
this section of the document should be enhanced and strengthened so that legislatures and 
companies embrace the practice of using a majority of directors who are independent of 
management and the company, so that the board as a whole is in a position to objectively 
consider and protect the interests of the company and its shareholders. 
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