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Dear Members and Staff of the OECD Corporate Governance Committee,

Introduction

PricewaterhouseCoopers (“PwC”)1 is pleased to comment on the draft text (“draft”) of the
Organisation for Economic Co-operation and Development (“OECD”) Principles of Corporate
Governance (“the Principles”), which is being revised under the auspices of the OECD Corporate
Governance Committee (“the Committee”).

The Principles have played a key role in fostering good corporate governance practices over the last
decade. As mentioned in the introduction to the draft for public comment: As one of the key
standards for sound financial systems of the Financial Stability Board2 they contribute to economic
efficiency, sustainable growth and financial stability. They are an important public policy instrument
to assist governments and regulators to evaluate and improve the legal, regulatory and institutional
framework for corporate governance. They provide guidance and a global benchmark for stock
exchanges, investors, corporations and others developing corporate governance.

There have been many developments in the corporate sector and structural changes in the capital
markets. We applaud the OECD’s work to revise the Principles so that they continue to be high
quality, relevant and useful. The OECD is to be commended on the considerable work it has

1 PricewaterhouseCoopers (“PwC”) refers to, and we are responding on behalf of, the network of member firms of
PricewaterhouseCoopers International Limited (PwCIL). References to “PwC”, “we” and “our” refer to PwCIL and its
global network of member firms, each of which is a separate and independent legal entity.

2
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 expected to be issued in 2015.
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undertaken over several years to understand real-time developments in corporate governance
around the world, especially in the aftermath of the financial crisis. We particularly note the wide
OECD outreach efforts including non-OECD countries. The complex global environment calls for
international approaches to promote consistency and facilitate cross-border business yet it is
important global approaches accommodate local differences, such as local laws, unique ownership
structures and variances in economic development.

While we recognize that the draft is a work in progress that has been prepared by the Secretariat of the
OECD Corporate Governance Committee subject to the further views of the Committee and the OECD
Council we very much welcome the opportunity to comment.

The context of our comments and advised changes are informed by our role as external auditors,
recognition of the important role of the audit committee (an area of significant development since
the Principles were last updated), and the core elements of corporate governance the OECD has now
more completely addressed in the draft.

The value of the external audit

Based on our experience as auditors and corporate advisers, we know that effective corporate

governance and sound financial reporting are inextricably linked. Capital markets function more

smoothly when jurisdictions set high expectations for corporate governance. The independent

external audit is foundational to stakeholder trust in the capital markets; the quality of external audit

is crucial to the public interest. A fundamental element of audit quality and public confidence in the

external audit is the independence, objectivity, professional scepticism and integrity of the auditor.

The role of the audit committee

A fundamental responsibility of the audit committee3 is to oversee the integrity of the financial
statements and internal controls over financial reporting of the company. Audit committees,
management and the external auditor need to work with a common goal of furthering the public
interest in a company issuing reliable financial statements. The audit oversight role of audit
committees is instrumental to the effective functioning, including independence, of the independent
external audit and confidence in auditors.

The importance and necessary elements of effective corporate governance:

Good governance, founded on a basis of ethical oversight, transparency, and alignment of the
interests of managers and owners supports the survival of modern businesses. Good corporate

3
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 a similar purpose, the term “audit committee” would apply to those
bodies.
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governance aligns the actions of executive management with the interests of shareholders. It also
positively impacts the company's relationships with all of its stakeholders – from employees to
suppliers, from customers to communities. The value of good governance extends not only to those
companies that operate in the public markets but also to those that operate privately.

Corporate governance is most effective in legal and regulatory environments that promote public
trust, transparency and fairness. The core elements of effective corporate governance are:

o Effective boards of directors (that are objective, qualified, experienced, diverse, and with
clearly defined responsibilities and mechanisms for evaluation and accountability; and
include oversight of executive compensation, key executive talent management and
succession, corporate strategy, risk tolerance, and the business model and liquidity);

o Clear allocation of responsibility between the full board and its committees;

o Independent audit committees;

o Comprehensive, relevant and comprehensible reporting and disclosure by companies and
boards;

o Independent external audits (conducted by independent auditors and overseen by
independent audit regulators as well as independent audit committees);

o Informed and engaged shareholders and transparent communications to stakeholders.

Transparent disclosure is the key to building trust and changing the way stakeholders and the capital
markets view business.

A comply or explain model is most appropriate and serves best to allow for flexibility or scalability
among OECD and non-OECD members. A principles-based approach is preferable to a prescriptive
approach.

With the above in mind we propose two changes to the draft Principles to reflect developments since
the 2004 update to the Principles and offer changes for the Principles’ content to be accurate and
complete.

I. Principal comments

Our principal comments on the draft relate to two areas: correcting an annotation regarding non-
audit services by the auditor and an annotation regarding auditors’ duty of care in law:

A. Annotation regarding audit-related services to reflect corporate governance
developments

Re. Section V. Disclosure and Transparency, paragraph (“para”) 95:
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The annotation should be updated to reflect that since the Principles were updated in 2004 there
have been significant regulatory developments that address non-audit services and governance
oversight. We advise a principles-based discussion as it relates to, or to delete, the reference to a
“total ban [on non-audit services]” from the annotation. We set out our specific suggested changes in
the Appendix to this letter.

In particular, those developments and matters of public policy are:

o The role of the audit committee in corporate governance should not be
undermined. The audit committee and the board are the most appropriate parties to
determine or approve audit, audit-related and non-audit services and resourcing decisions,
and to monitor and oversee auditor independence. Audit committees are in the best position
to make determinations about the services that auditors should provide to companies and
most countries have regulations and rules that address the approval of appropriate non-audit
services.

o Companies have internal controls in place to manage the provision of non-audit
services. Well governed companies have internal procedures in place that require audit
committee preapproval for services to be provided by the external audit firm. They also
typically have controls designed to prevent the provision of certain services that are
prohibited by regulations and rules. Astute audit committees understand the company’s
preapproval protocols and review their efficacy.

o The Principles (and their annotations) should be principles-based and not
prescriptive. As most countries have laws, regulations and professional and ethical
standards in place to address auditor independence, the need for detail in the annotation
appears inconsistent with a principles based approach. A more principles-based emphasis on
why auditor independence matters, focusing on the governance mechanisms overseeing
auditor independence (and avoiding a long list of policy approaches that may be applicable
and relevant in some markets, but not in others) is most appropriate.

Common developments in this area include a threats and safeguards approach, endorsed by the
International Organization of Securities Commissions (“IOSCO”) among others, and enhanced
communication with and by those charged with governance – both of which are more developed and
widely recognized than when the Principles were updated in 2004. Detailed language and examples
that were not fully formed at that time should be changed.

Furthermore, we consider it against the public interest that the draft Principles
include the possibility of a “total ban [on non-audit services]” and respectfully suggest that
the OECD does not include such reference as we believe such an approach can negatively impact
audit quality.

Companies, their owners and representatives – as a matter of good public policy – should be able to
make choices as to the best service providers, without harm to auditor independence and objectivity,
to enhance shareholder value. Indeed, in some countries, we understand cultural sensitivities to such
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outright bans as being contrary to the rights of individuals, companies, owners and audit committees
to appoint the most competent resources available, often the auditor. Regimes with good practice in
this area have restrictions on non-audit services but not “total bans”.

An outright ban on non-audit services can negatively impact audit quality or potentially impose risk.
Knowledge gained performing non-audit services such as tax compliance, due diligence, governance,
risk and compliance, and third party assurance services, among others, help inform the auditor as to
tax, operational and financial-related risks which thus enable and enhance associated audit
procedures. Furthermore, certain audit-related, yet non-audit, services (e.g., the issuing of comfort
letters, and new and emerging assurance services) can practicably only be performed effectively by
the auditor.

There are sound public policy reasons why accounting and audit firms provide certain non-audit
services to their audit and non-audit clients (this is particularly true in emerging markets). In today’s
complicated business environment, the skills found in a multi-disciplinary accounting firm through
the delivery of services to non-audit (and audit) clients enhance the auditing firm’s ability to provide
high-quality audits. The breadth of experience gained by providing certain non-audit services can
and does serve to augment audit quality and enhance shareholder value, without causing
independence issues.

Even recent legislative developments in Europe do not contemplate a total ban on non-audit services;
indeed, European Union legislators recognized that certain services are allowed to be provided by the
auditor, subject to pre-approval by the audit committee. This concerns the provision of assurance
services in relation to the financial statements, such as the issuing of comfort letters or due diligence
services, or the provision of certain tax and valuation services (the latter if allowed by the relevant
member state).

B. Annotation regarding duty of care to shareholders

Re. Section V. Disclosure and Transparency, para 97:

We acknowledge the auditor’s role in the capital markets but it should be properly articulated - as
was the case in the Principles - to avoid unintended legal implications and consequences. The
proposed new annotation inserting “and its shareholders” as it relates to extending “external auditors
[owing] a duty of due professional care to the company” should not be included. Long established
legislation and case law in a number of jurisdictions specifically does not extend a duty of care
beyond the auditor’s contractual obligations to the company. Such legislation and case law has long-
standing precedent separate and apart from the OECD’s efforts to improve global corporate
governance. In particular we are concerned that such a change would enable the OECD’s efforts to be
used as a vehicle for legal parties seeking to proliferate excessive and unwarranted litigation practices
internationally.

II. Matters of considerable importance to the role of the independent audit

As matters of good public policy, we particularly commend the OECD for:
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A. Emphasizing the relevance and importance of the audit committee in corporate
governance

We fully endorse the reference in Section VI D 7 to elevating to the Principles the relevance and
importance of the independent audit committee or its equivalent body in other circumstances (and
internal audit and internal controls). This is an important public policy contribution to good
corporate governance.

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. 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 over financial reporting (including
evaluating the quality of internal financial reporting resources), internal audit and the external
auditor (including appointing, and reappointing the auditor, approving audit and non-audit fees,
overseeing the audit process and the independence of the auditor, including overseeing policies on
non-audit services provided by the auditor). Due to the nature of their responsibilities, audit
committees should have at least one member with financial expertise. Other members of the audit
committee should be financially literate.

We also believe audit committee transparency, disclosure and reporting promotes 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 or as required by country law or stock exchange rules.

B. Emphasizing the relevance and importance of the audit and independent audit
regulators

We endorse the OECD’s reference in Principle Section V C that an annual audit be conducted by an
independent, competent and qualified, external auditor in order to provide external and objective
assurance to the board and shareholders that the financial statements fairly represent the financial
position and performance of the company in all material respects.

In this regard we recommend technical improvements to the existing annotations
narrative (para 93) as it relates to “certifying” financial statements to more accurately describe
the precise and correct role of the independent auditor to avoid confusion and promote clarity. Our
specific suggested changes are set out in the Appendix.

Indeed, it is important to both emphasize the importance and role of the auditor, and clarify what an
independent audit is: the auditor provides an opinion as to whether the financial
statements are presented fairly, in all material respects, in accordance with applicable
accounting standards; and, in some jurisdictions, also provides an opinion as to
whether internal control over financial reporting is effective.

It follows that companies’ responsibilities to effectuate a reliable system of internal
control should be included in the Principles.
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Furthermore, we endorse the added reference to independent audit regulators, including that
independent audit oversight bodies around the world should follow the Core Principles of Audit
Oversight (“IFIAR Principles”) published by the International Forum of Independent Audit
Regulators, the body which brings together independent audit regulators from over 40 jurisdictions
to further promote consistent regulation, supervision, inspection and enforcement practices, and
mitigate disparate and inconsistent regulatory oversight.

We believe that effective oversight of the auditing profession is an important means by which audit
quality is enhanced. Although there is no universal model for auditor oversight, as each jurisdiction
must take into account its own particular approach to the licensing of auditors and accountants,
oversight of the capital markets, and legal and cultural environment many elements common to most
auditor oversight bodies are found in the IFIAR Principles.

III. Other observations and suggestions

We commend the OECD for its proposals, and offer a number of suggestions, to improve aspects of
corporate governance. We set them out, and our associated suggested changes, in the Appendix to
this letter.

Contact
We would be happy to discuss our views further with you. If you have any questions regarding
this letter, please contact David Taylor at david.g.taylor@us.pwc.com or me, at
georg.kaempfer@de.pwc.com

Yours sincerely,

Georg Kämpfer
Global Regulatory Leader
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Appendix

I. Annotation regarding audit-related services to reflect corporate governance
developments

Re. Section V. Disclosure and Transparency, para 95:

We advise a principles-based discussion (change-marked on the draft text) as below or

to simply, at minimum, delete “total ban or severe” from the annotation:

“The audit committee or an equivalent body should provide oversight of the internal audit activities
and should also be charged with overseeing the overall relationship with the external auditor
including the nature of non-audit services provided by the auditor to the company. Provision of non-
audit services by the external auditor to a company can significantly impair their independence and
might involve them auditing their own work. To deal with the skewed incentives which may arise, the
disclosure of payments to external auditors for non-audit services should be required. Examples of
other provisions to underpin auditor independence include, a total ban or severe limitation on the
nature of non-audit work which can be undertaken by an auditor for their audit client, mandatory
rotation of auditors (either partners or in comes cases the audit partnership), a temporary ban on the
employment of an ex-auditor by the audited company and prohibiting auditors or their dependents
from having a financial stake or management role in the companies The audit committee should
report to shareholders on its oversight of the external auditor. Such reports should include its policy
on the approval of non-audit services provided by the auditor and the disclosure of information
about non audit services, including fees. they audit. Some countries take a more direct regulatory
approach and limit the percentage of non-audit income that the auditor can receive from a particular
client or limit the total percentage of auditor income that can come from one client.”

II. Emphasizing the relevance and importance of the audit

Re. Section V, Disclosure and Transparency, para 93

We suggest the following technical corrections to accurately describe the audit:

In addition to certifying that the financial statements represent fairly the financial position of a
company, theThe auditor statement should provides an opinion as to whether the
financial statements are presented fairly, in all material respects, in accordance
with applicable accounting standards. In addition, in some jurisdictions, auditors
also provide an opinion as to whether internal control over financial reporting is
effective.also include an opinion on the way in which financial statements have been prepared
and presented. This should contribute to an improved control environment in the company.”

It follows that companies’ responsibilities to effectuate a reliable system of internal
control should be included in the Principles, for example “(and the controls design
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and operation there-over are effective)” could be inserted in C after “…financial
position and performance of the company”.

III. Other observations and suggestions

We offer a number of suggestions to improve aspects of corporate governance, pertaining to:

A. Emphasis on application of principles on a “comply/explain” basis

We support the elevation in the Principles of ensuring “effective supervision and enforcement” in the
narrative introducing Section I and, in the annotations, introducing the “comply/explain” approach
(addressing scalability) rather than the selective or inconsistent application of the Principles by
market participants. This approach serves to recognize diversity in ownership structure and the
nature, size, and sophistication or maturity of business models and business regimes; i.e., we endorse
consistency with the notion of “proportionality” in the addition in A para 3.

However, we note that some principles, such as the recommendation for audit committees, refer to
“large” companies. We respectfully advise that all principles be introduced on a
comply/explain basis.

B. Enhanced application and execution of stock exchange corporate governance
rules

We welcome the OECD’s elevation to the Principles by reference in Section I D to independent and
objective regulatory oversight of stock market regulation and enforcement of corporate governance
rules and regulations. In our view it is important to recognise the proper role of regulating stock
exchanges and trading venues as to standard setting, supervision and enforcement of corporate
governance. The information requests and cross border cooperation referred to in Section I F should
be premised on authorities’ mutual recognition or alignment of information requests. Information
satisfaction can be premised on substantive “end-result outcomes” being achieved by the exchange of
existing available information provided to another regulator for the same outcome, or accepting
“substantial satisfaction” of information requests. Cooperation and information exchange
should intend to mitigate unnecessary incremental and burdensome requests and
regulation.

Further independent regulation in this area should however be premised on oversight of exchanges
and trading venues’ own more rigorous application of existing corporate governance regulations and
rules, where they are of an adequate standard relative the Principles. This may be the case where they
are self-regulatory organizations (“SROs”) or, particularly, where objective industry groups conduct
substantially similar supervision and enforcement activities to those of independent regulators.
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C. Emphasis added to corporate governance oversight of related party transactions

We note the OECD’s additional emphasis on related party transactions disclosure in Section I F and
“shareholder say” in approval (where material) in Section II para 15 and have the following
comments:

Regarding related party transactions, the International Accounting Standards Board (“IASB”)
defines related party transactions; rather than proliferate “broad definitions” referred to in para 35
the Principles should use the IASB definition. Similarly the notion of materiality as regards
shareholder ability to vote on approval of related party transactions requires further definition in
order to be workable and implementable; e.g., insofar as in many jurisdictions materiality is not
necessarily based “mainly on quantitative criteria” warrants Section II para 85 should be amended.
Modifying existing concepts of materiality may not be beneficial to the Principles as a
matter of public policy.

Regarding shareholder voting on executive compensation, we recognize that this practice
has become more widely adopted among OECD countries since the 2004 Principles. That said, it is
our view that shareholder involvement in voting on key executive compensation should not abrogate
(indeed, should defer to) the board as to its responsibilities in this regard; which should aim at
oversight of the compensation process.

D. Structural changes in capital markets and intermediaries’ shareholder
representation

As regards the rights of shareholders, as a matter of principle and recognizing structural changes to
the capital markets discussed elsewhere in the draft (e.g. disintermediation), the notion of
shareholders’ responsibility to exercise their material voting rights and to engage in
governance (i.e. their more active involvement as shareowners) should be emphasized or
added to the introduction of Section II of the Principles.

We support the draft’s recognition of important structural changes in the capital markets
(institutional investors; intermediary asset managers, custodians; proxy advisors; cross-listings and
market access) throughout Section III. We also support the OECD advancing the notion of
“stewardship codes” or “shareholder responsibility codes”, and transparent disclosure of actions and
conflicts by intermediaries and advisors in Principle Section III D.

We note the OECD’s proposition to disallow non-directed nominee voting as has been responded to
by certain regulatory bodies globally.

E. Proportionate references to matters of public policy

References added to the draft Principles or, more appropriately, the annotations, to promote
disclosure as to governance considerations pertaining to tax (planning), human rights and payments
(and donations) to governments and for political purposes, and whistleblowing – as matters of public
policy with potential reputational ramifications to companies and their owners – appear
proportional. However, it is important to note that many jurisdictions have existing laws
and regulations in this area which set out reporting protocols. In addition many companies
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have well established whistle-blower protocols which stakeholders should be encouraged to follow
prior to external reporting.

We note that the reference to “the duty of care does not extend … [to] board members”
(Section VI A para 104) as regards “an obligation to pursue aggressive tax avoidance” may
be unclear to readers, incorrect, ambiguous and may conflict with the fiduciary duties of
board members as relates to shareowners (as such, the reference to such as “in nearly all
jurisdictions” appears inaccurate).

In our view the disclosure of country-by-country revenues and activities (and, oddly in this context,
non-audit fees) in Section V A 1 para 75, the roles of the CEO and Chairman (separate or combined)
in Section V A 9, and the notion of compensation claw-backs (regarding executives) in Section VI 6 D
para 112 seem prescriptive for a principles-based document.

F. Committees of the board, while ensuring board ownership of governance
responsibilities

We commend the expanded Principle Section VI E 2 with respect to the setting up of specialized
committees to support the full board in respect to audit committees.

Reference to nomination committees, while previously included in the Principles, also adds the
notion of investor/shareholder nomination and raises the issue that in certain jurisdictions there
may be legitimate reasons why such a change would be a sensitive development. With regard to risk
management committees we understand their relevance in the financial services sector however
caution against the introduction of such committees where they might inadvertently cause the full
board to focus less on risk management oversight. Indeed, to that point, and to recognize the
importance of risk management oversight, we advise the following edits to the Section VI D 1
para 108 annotation: “An area of increasing importance for boards and which is closely related to
corporate strategy is overseeing the company’s risk management policy. Such policy risk
management oversight will involve oversight of specifying the accountabilities and responsibilities
for managing risks as well as the strategy for the types and degree of acceptable risk that a company
is willing to accept in pursuit of its goals.”

G. Functions, actions and attributes to improve board membership and their
efficacy

Considering the role risk tolerance and oversight played in the financial crisis and that the notion
of “risk management” is already included in Principle Section VI D 7, the boards’ role
in this area should be articulated in the annotation to that Principle in para 116; for example,
by adding “The Board should demonstrate a leadership role to ensure that an effective
means of risk oversight is in place.” as a first or second sentence and inserting “oversight
of the company’s risk management process and for” in the sentence: “However, the board
should retain final responsibility for oversight of the company’s risk management process and for
ensuring the integrity of the reporting systems.”

We also strongly commend the OECD’s proposed revision of the Principle in Section VI E 4
associated with improving board effectiveness – board members’ objectivity, background and
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competences and diversity of thought and gender – and consider this an essential and necessary
improvement to the Principles. We also support the associated notion of board training and
evaluation added in the annotations.

We suggest however that the OECD consider, insofar as boards “evaluations [and] apprais[al]” and
“the right mix of background and competences” in Principle Section VI E 4 are each such significant
attributes, that they could be separate principles. We also suggest that the good, informative and
transparent practice of “reporting out” by boards should be added in the annotations;
for example by adding the likes of “The board should report to shareholders its fulfilment
of its obligations” to para 130.

H. Non-proliferation of disparate standards and annotation of existent international
standards

We endorse the OECD’s referencing of existent international standards to reflect developments over
the past decade – such as those published by the OECD and IOSCO and well as international
accounting standards – instead of proliferating different standards. Insofar as they are among
the FSB’s 12 key standards for sound financial reporting, we similarly encourage
reference, where applicable, to the international independence standards published by
the International Ethics Standards Board for Accountants (“IESBA”) , the international auditing
standards published by the International Audit and Assurance Standards Board (“IAASB”), and
the Framework for systems of internal controls published by the Committee of Sponsoring
Organizations of the Treadway Commission (“COSO”).


