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Response of the Institute of Business Ethics to the proposed 

revision of the OECD Principles of Corporate Governance 

 

General comments 

The OECD Guidelines have played an important role in promoting high standards of 

corporate governance around the world and in defining the approach that can usefully be 

taken by regulators. The IBE is a charity supported by business and dedicated to the 

promotion of high standards of business behaviour, based on ethical values.  As such we 

have long supported the Guidelines, particularly because of the emphasis they rightly place 

on the importance of the board’s role in setting corporate culture.  

Since the financial crisis, regulators and supervisors have increasingly recognised the vital 

contribution of a strong corporate culture to the mitigation of risk. The revision of the 

guidelines, which we broadly support, provides an opportunity to reaffirm and strengthen 

this point. This is a difficult area because regulators are uncertain how to deal with culture 

and more comfortable with compliance, but the revised Guidelines could go further in 

emphasising the role of good governance in setting culture through an explicit statement in 

the Preamble, and by encouraging more specific reference to board responsibility for  

culture in governance codes and in the elaboration of directors’ duties.  

While we agree with the proposition in Section 1 that the corporate governance framework 

should promote transparent, efficient and fair markets, we believe the guidelines should be 

more explicit in recognising the objective of strengthening the corporate sector to promote 

long term investment and employment creation. Indeed, this is possibly a more important 

role for governance than the simple promotion of efficient markets and the Guidelines need 

to reflect this more than they currently do. 
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A failure of corporate culture was a significant factor behind the banking crisis, but this 

extends also to corporate problems in other sectors, for example Enron in the US, Olympus 

and Tokyo Electric Power in Japan, Siemens in Germany and, more recently, Tesco in the UK.  

The Guidelines should therefore include a strong statement at the outset that the corporate 

governance framework should promote the adoption of a strong and ethical corporate 

culture as a means of mitigating risk.  This would also underpin the proposals on 

accountability and shareholder rights. 

For example, the OECD has referred to the increasing prevalence of the block holder 

ownership model as opposed to dispersed ownership. Good governance promotes 

accountability and that in turn promotes market confidence. This principle applies whatever 

the ownership model. The Guidelines should reinforce the point either in the Preamble or 

prominently in Section 1 that, in order to promote market confidence, the governance 

framework should aim to ensure that all shareholders should be treated fairly. Although fair 

treatment of all shareholders is mentioned in Paragraph 105, this is a significantly important 

principle to warrant mention in the Preamble. 

It should also be clear that the purpose of shareholder engagement and voting is not to 

reinforce regulation or other public policy objective but to preserve and enhance long term 

value on behalf of ultimate owners. The purpose of policy on shareholder rights is to 

promote market efficiency by giving confidence to those who provide the capital. Once 

again, the establishment of a sound corporate culture plays an important part in this. 

With regard to the obligations of shareholders the guidelines could usefully make clear that, 

although there is a cost to shareholder engagement this can easily be exceeded by the cost 

of dealing in the portfolio. In considering the cost of engagement shareholders should 

consider whether engagement may provide better value for them and their beneficiaries 

than incurring large dealing commissions. Mandates issued by asset owners to asset 

managers should be clear on any limits to dealing commissions. Reference to this could 

usefully be made in or around Paragraph 44. 

The concept of fairness referred to above should extend to all other stakeholders in the 

interest of sustainability and the governance framework should allow for this – again, either 

through explicit reference in codes or in the definition of directors’ duties.  

In this connection, we welcome the continuing reference to the importance of stakeholders, 

and the efforts made to strengthen the relevant section, but we feel the section on 

reporting could perhaps make more of the opportunity to promote high quality narrative 

reporting. The starting point for a good narrative report is a clear explanation of the 

business model. This will allow both investors and the broader stakeholder community to 

understand how the company makes its money and the values which drive that process. It 

will also lead on to a deeper understanding of risk and corporate culture.  
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Specific Comments 

Paragraph 3. We do not understand exactly what is meant by the expression corporate 

lifecycle. This could mean giving easier conditions to smaller companies or those where the 

founder is still in charge. If so, we would caution that - insofar as they are about promoting 

robust strategic decision-making, a sound culture with strong risk management and 

accountability to shareholders - the principles of governance are absolute and should apply 

to all companies, large and small, public or private. 

Paragraph 7. The newly inserted sentence would be clearer if the word supervisory were 

inserted between the words same and institution. 

Paragraph 22 refers to access to the proxy, but it would not be clear to a reader unfamiliar 

with practice prevailing in the US that access to the proxy materials means the right to make 

general meeting proposals, particularly with regard to the election of specific directors to 

the board. The relevant sentence should be redrafted so that it is clear. 

Paragraph 23 should call on companies to make clear the value of compensation awarded to 

executives. Too often this value is uncertain. The paragraph talked about disclosure of value 

but it should specify that shareholders need to know the value of options and other 

leveraged share schemes at the time they are handed over to executives.  It is very difficult 

for them to vote on remuneration without this information and the current international 

financial reporting rules are unreliable in this regard. Remuneration should also be 

dependent on behaviour which supports the ethical culture espoused by the company. 

Paragraph 28. We do not see why the reference to one-share-one-vote is deleted. The 

Guidelines should not openly support any mechanism that is discriminatory. This change 

seems to suggest a move in this direction. 

Paragraph 33. We strongly support the disclosure of distortive capital structures, but would 

add that the requirement should be for them to be disclosed and justified. 

Paragraph 34 and 35. We support the increased emphasis on related party transactions, and 

also the reference to the obligations of controlling shareholders in paragraph 38. 

Paragraph 84 talks about the need for disclosure of large related party transactions. In a 

world where the controlling shareholder model is becoming dominant, protection of 

minority shareholders against abusive related party transactions is increasingly necessary. 

This paragraph could make it clear that good practice requires directors nominated by 

controlling shareholders to abstain from voting on such transactions when the board comes 

to approve them. It could also mention various devices used to protect minorities, for 

example independent reports on the transaction and the for minority shareholders to vote 

on the largest transactions. 
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Paragraph 101 should mention risk oversight as a crucial board function. It is curious that 

this responsibility is ignored. Risk extends beyond the installation of systems designed to 

ensure regulatory compliance which is highlighted in the paragraph. Mention of risk belongs 

in this paragraph even though the guidelines return to this issue briefly in Paragraph 108. 

Paragraphs 106 and 107 refer to the board’s role in setting ethical standards. We support 

the encouragement on companies to establish codes of behaviour, but we feel this section 

should encourage boards both to promote awareness of such codes among employees and 

to monitor their effectiveness.  

Paragraph 108 refers to the board responsibility for oversight of risk. It should make clear 

that this is ultimately a collective board responsibility and not one that can be delegated to 

Committees or individual directors, even though some of the work around the issue may be 

assigned to them for reasons of efficiency. 

Paragraph 112 refers to the role of the board in remuneration. We support the new  

references to malus and clawback, but believe this paragraph should be further developed 

that performance conditions should clearly relate both to the delivery of agreed strategy 

and to the maintenance of high standards of behaviour aimed at securing the business 

franchise and protecting the company from reputational damage. 

We support the broader view of the role of internal audit set out in Paragraph 117. The 

internal auditor should report to the Audit Committee, not merely be given direct access to 

the Board as suggested in Paragraph 114. 

We welcome the new reference to board evaluation in Paragraph 129, but believe that it 

could go further through recommending that the evaluation also consider the board’s role 

in setting and embedding an appropriate culture throughout the company. 


