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I. 
Introduction 

 T
his paper w

as prepared for the South-E
astern E

urope C
orporate G

overnance R
oundtable on 

T
ransparency and D

isclosure: Im
plem

entation and E
nforcem

ent, sponsored by the O
E

C
D

, the 
W

orld B
ank and the Investm

ent C
om

pact for South E
ast E

urope.  T
he paper is intended to 

respond to the question:  W
hat is the role of the board of directors in transparency and 

disclosure?
2   

 In order to answ
er this question, a com

parison of 32 national and international codes w
as 

conducted. 3  T
he com

parison show
s that the im

portance of transparency and disclosure is 
broadly recognized.  T

here is also w
ide agreem

ent on the basic param
eters of disclosure, 

including the essential functions of the board in overseeing disclosure as w
ell as the content 

of disclosures.   
 T

here is less agreem
ent on detail, in particular on the division of responsibility betw

een 
m

anagem
ent and directors, and on the depth of the board’s involvem

ent in disclosure.  M
ost 

codes see the director in an oversight role.  O
thers suggest considerable disclosures com

ing 
directly from

 the board, and participation in the disclosure and com
m

unications process.  
E

ven w
here the board is seen as fulfilling m

ainly an oversight role, the num
ber and level of 

detail of the tasks assigned to it w
ould appear to m

ake the w
ork of a director a fulltim

e job.  
In part, these differences reflect differing perceptions of the role of the board in general.  In 
som

e countries, particularly in certain transition countries, directors becom
e considerably 

m
ore involved in the details of m

anagem
ent.   

  E
stablishing a m

odel for board oversight could, in principle, be done by aggregating the 
distinct recom

m
endations of the codes.  H

ow
ever, m

ore is not alw
ays better.  A

 large num
ber 

of detailed responsibilities, especially for boards in transition econom
ies, is likely to be of 

questionable utility.  For one, an excessive focus on detail com
es at the risk of losing sight of 

the big picture issues.  Secondly, tim
e and resources are alw

ays lim
ited.  C

onsequently, this 
paper seeks to clearly identify the fundam

ental responsibilities.  
 

II. 
T

he C
odes 

                                                  
1 T

he view
s expressed in this docum

ent are strictly those of the author and do not necessarily reflect those of the 
O

rganisation for E
conom

ic C
o-operation and D

evelopm
ent. 

2 T
hroughout this paper, “board” is m

eant to refer to the unitary board of directors in a single-tier system
 and to 

the “supervisory board” in the tw
o-tier system

.  W
here the “m

anagem
ent board” is referred to under the tw

o-tier 
system

, it is alw
ays referred to explicitly as such. 

3 A
ll countries have requirem

ents in law
.  C

odes w
ere selected for com

parison because they reflect “best 
practice” and m

arket expectations.  C
odes are typically designed to com

plem
ent and supplem

ent legislation, 
w

hich often sets a m
inim

um
 standard. 
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T
hirty-tw

o codes w
ere selected from

 over 100 publicly available codes on corporate 
governance. 4  T

he selection is com
posed prim

arily of E
uropean countries w

ith a significant 
num

ber of transition countries and sm
aller E

uropean econom
ies.  T

he E
uropean countries 

review
ed include A

ustria, B
elgium

, D
enm

ark, G
reece, Finland, F

rance, G
erm

any, Italy, 
Portugal, Spain, and the U

K
.  T

ransition countries and E
uropean accession countries 

included: B
ulgaria, C

yprus, the C
zech R

epublic, L
ithuania, M

alta, Poland, R
om

ania, R
ussia, 

the Slovak R
epublic and Slovenia.  Som

e international codes w
ere included such as those of 

the C
om

m
onw

ealth A
ssociation of C

orporate G
overnance, the E

uropean A
ssociation of 

Securities D
ealers (E

A
S

D
), E

uroshareholders, the E
uropean B

ank for R
econstruction and 

D
evelopm

ent (E
B

R
D

) and the O
E

C
D

.   
 T

he issuing bodies vary quite considerably.  C
odes are m

ost com
m

only the w
ork of stock 

exchange sponsored com
m

ittees, or securities m
arkets regulators.  T

he peer group contains a 
sm

attering of other organizations including governm
ent, industry, universities, directors 

associations, investor groups, and international governm
ental and non-governm

ental 
organizations.  In m

any cases, different constituencies co-sponsor and collaborate on the 
drafting of codes.  T

aken together, they provide a clear and representative picture of w
hat is 

expected of the board w
ith respect to its responsibility for transparency and disclosure.   

 O
f course, the codes are quite varied and im

portant differences exist.  Som
e represent 

practices in countries w
ith both one and tw

o-tier board structures, countries w
ith civil and 

com
m

on-law
 traditions, and insider and outsider governance system

s.  T
he countries 

them
selves differ in term

s of size, the relative im
portance of the equity m

arket w
ithin the 

econom
y, the developm

ent of the legal infrastructure and other factors.  D
espite these 

differences, there is m
ore consensus than there is disagreem

ent.   
 M

ost of the codes that w
ere review

ed, in particular those from
 transition econom

ies, are 
recent, having been w

ritten betw
een 2003 and 2004.  A

s such, they tend to reflect current 
expectations, if not current practices.   
 III. 

W
hat are the general responsibilities of the board? 

 
A

. 
T

he general responsibilities of the board 

M
ost codes are process and output orientated.  T

hat is to say, they describe the board’s duties 
as overseeing the process of producing the financial statem

ents, drafting a policy on 
com

m
unications, or issuing a report to the general m

eeting of shareholders.  T
he general 

responsibilities of the board for disclosure are typically placed w
ithin the context of the 

responsibility of the board and the com
pany to be accountable to the general m

eeting of 
shareholders.   
 A

 sm
all num

ber of codes treat transparency as a duty of the board, equivalent to the duty of 
“loyalty” and the duty of “care”.  T

he best exam
ple of this is the S

panish code, w
hich 

                                                 
4 A

 full list of the codes is included in the appendices, as are three tables that com
pare the relevant passages of 

the codes. 
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proposes a new
 “duty of transparency” or “duty of disclosure” for the board of directors. 5  

W
hile the Spanish code also contains detailed recom

m
endations, it is a surprisingly 

principles-based approach for a civil law
 country.  A

m
ong all of the codes review

ed, it 
articulates m

ost clearly a duty of the board to be transparent in all relevant aspects of the 
com

panies operations, and raises transparency to the level of a board duty. 6 
 H

ow
 realistic are such principles-based view

s of the board’s role?  In reality, boards focus on 
process, approving the annual accounts and exercising oversight of internal control.  T

he 
notion that the board is responsible for creating an overall context of transparency is still not 
w

ell engrained.  T
he Polish code supports this estim

ation w
ith its ow

n frank assessm
ent:  

“T
he role of the supervisory board is im

portant in Polish com
panies, yet reporting by the 

supervisory board is still rare in practice.”  It is also im
portant to note that codes represent 

perceptions of best practice, not actual practice, and that the gap betw
een the tw

o m
ay at 

tim
es be large. 

 
B

. 
T

he role of the board versus m
anagem

ent 

T
he relative w

eighting of the im
portance of m

anagem
ent versus the board in the disclosure 

process is quite different.  T
he A

ustrian code, for exam
ple, specifies that the m

anagem
ent 

board undertake all com
m

unications tasks; the supervisory board establishes rules and 
procedures.  Sim

ilarly, in B
razil, the C

hief E
xecutive O

fficer (C
E

O
) is assigned prim

ary 
responsibility for disclosure, w

hile the board approves.  In the G
erm

an code, the discussion 
also focuses on the responsibilities of the m

anagem
ent board: “the M

anagem
ent B

oard has 
direct responsibility for the disclosure process…

 and ensures appropriate risk m
anagem

ent 
and risk controlling in the enterprise.”  C

onsolidated financial statem
ents are subm

itted to the 
supervisory board for “exam

ination”.  L
ikew

ise, in the Slovak R
epublic, m

ost responsibilities 
for disclosure appear to be assigned to the m

anagem
ent board. 

 O
ther countries, place the board in a m

ore prom
inent role, one w

here the board not only 
exam

ines or approves, but is also responsible for ensuring that the com
pany com

m
unicates 

fully to all of its stakeholders. For exam
ple, E

uroshareholders specifies: “T
he m

em
bers of the 

board are …
 responsible for adequate disclosure to shareholders.”  In France “…

the m
ain 

form
 of regulation should com

e from
 transparency: transparency betw

een the executive and 
the B

oard of D
irectors, transparent m

anagem
ent in relation to the m

arket and transparency in 
relations w

ith shareholders, in particular at the tim
e of the general m

eeting.”  T
he tw

o general 
approaches cited above are not incom

patible.  In both cases the board has the overall 
responsibility, how

ever, the im
portance given to m

anagers versus directors differs in one or 
the other. 7  

                                                 
5 T

he C
om

m
onw

ealth C
ode of C

orporate G
overnance also raises the responsibility of the board from

 a checking, 
or oversight function to a proactive duty.  T

he C
A

C
G

 code says,  “…
regardless of the letter of the law

, directors 
have a responsibility to ensure that a corporation’s com

m
unication is in the spirit of transparency.” 

6 A
 num

ber of codes take a different principles-based approach to the duty of transparency.  T
hey support a 

businessm
an’s version of the H

ippocratic oath for doctors: “first do no harm
.”  T

he C
om

m
onw

ealth C
ode of 

C
orporate G

overnance, for exam
ple, requires that “…

directors m
ust not know

ingly or recklessly dissem
inate 

false or m
isleading inform

ation.” 
7 B

eyond differences in relative w
eighting, there is also som

e confusion regarding the respective roles of 
m

anagers and boards.  W
hile this is increasingly less the case, it w

as a problem
 in transition econom

ies such as 
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 R
egardless of w

here the prim
ary responsibility lies, codes from

 tw
o-tier countries (w

ith both a 
m

anagem
ent and a supervisory board) are noticeably m

ore explicit in describing the 
difference betw

een m
anagem

ent and board responsibilities in contrast to codes from
 one-tier 

countries that assign responsibility to a unitary board w
ith a m

ix of executive and non-
executive directors.  T

he precise role of m
anagem

ent versus directors is som
etim

es 
am

biguous in single-tier codes since code recom
m

endations effectively refer to both.  Since 
the relationship betw

een m
anagem

ent and the board is fundam
ental to understanding the 

ability of the board to assure effective oversight, m
any codes require that m

anagem
ent and 

board responsibilities be fixed in the charter, by-law
s, or other policy docum

ents, and m
ade 

available for public inspection.  C
larity w

ith respect to its ow
n structure and function is, 

arguably, the first responsibility of the board. 
 P

ractically, no disclosure takes place w
ithout the support of m

anagem
ent, com

pany 
secretaries, investor relations and legal departm

ents and other staff.  M
anagem

ent prepares 
board m

eetings, drafts agendas, provides inform
ation, generates ideas, and is im

plicated in 
each step of the process.  M

anagers m
ust understand the im

portance of transparency and 
value it in order for the com

pany to be transparent.   
 O

n the contrary, w
here the com

pany culture does not support transparency, or w
here a culture 

of deception exists, the board w
ill have great difficulty in fulfilling its prom

ise, no m
atter how

 
qualified and w

ell intentioned it m
ay be.  U

nder such circum
stances, dedicated and com

petent 
boards and com

m
ittees w

ill likely fail to uncover problem
s and w

ill, in due course, fail their 
obligation to shareholders and to the m

arkets.  U
ltim

ately, it is up to the board to select 
m

anagers, and in particular, C
E

O
’s w

ho espouse these sam
e ideals. 

 IV
. 

W
hat are the specific responsibilities of the board?  

 T
he codes w

ere exam
ined in order to identify specific disclosure responsibilities of the boards 

or specific duties intended to support the disclosure process.  A
 num

ber of things stand out 
from

 the exam
ination.  First, the num

ber of responsibilities and associated tasks is truly 
daunting.  Fulfilling expectations w

ill be a challenge.  Second, the issues under exam
ination 

are often com
plex and require considerable technical expertise.  For exam

ple, financial 
instrum

ents are ubiquitous am
ong larger com

panies as a tool to m
anage risk.  T

hey can 
sim

ultaneously be useful tools for risk m
anagem

ent and dram
atically increase the risk in 

com
panies.  U

nfortunately, financial instrum
ents are beyond the grasp of all save the m

ost 
technically literate board m

em
bers.  8  T

hird, the im
plications for getting it w

rong—
should the 

board, for exam
ple, fail in ensuring the integrity of internal controls—

are not trivial.  W
hile 

not all governance failures are likely to result in an E
nron or Parm

alat style disaster, the 
im

plications of a governance failure m
ay go w

ell beyond the need for a restatem
ent of the 

com
pany’s accounts.  

                                                                                                                                                          
R

ussia, w
here the confusion began w

ith the translation of  “corporate governance” w
hich w

as, at tim
es, taken to 

m
ean “corporate m

anagem
ent”.  

8D
avid D

am
ant, P

resident of the E
uropean Federation of Financial A

nalysts’ Societies, form
er m

em
ber of the 

B
oard and the E

xecutive C
om

m
ittee of the International A

ccounting Standards C
om

m
ittee.   
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T
he specific responsibilities of the board listed below

 sum
m

arize, in a condensed form
, the 

areas m
ost com

m
only cited in the codes. 9  T

hey can be divided roughly into four 
responsibility areas: transparent governance, reporting on com

pany perform
ance, the external 

audit, and ensuring effective internal control.  T
hey provide a general sum

m
ary of the m

any 
item

s that could fall under the board’s responsibility for disclosure. 
 

A
. 

T
ransparent governance: 

i. 
Set the m

andate of the board, adopt rules and procedures, and disclose them
:   

B
oards are increasingly expected to develop form

al w
ritten m

andates or policy 
statem

ents that set out the general duties and operating principles of the board, and 
disclose them

.  T
he extent to w

hich responsibilities and decision-m
aking authorities 

have been delegated to m
anagem

ent should form
 part of the statem

ent.  B
oards m

ay 
set out the disclosure and reporting obligations of the m

anagem
ent and the board, 

including the content of the inform
ation that the com

pany should disclose. 

ii. 
E

nsure transparent governance:  

B
oards often report on the com

pany’s governance structures, policies and governance 
perform

ance.  B
asic inform

ation such as the com
pany charter and by-law

s should be 
publicly available under any circum

stance.  B
oard reporting m

ay take a variety of 
form

s including, statem
ents of com

pliance w
ith a national code of corporate 

governance, 10 and/or a consolidated annual report on the com
pany’s governance.  In 

addition, boards are increasingly being asked to report on their ow
n w

ork and 
perform

ance.  R
eports m

ay cover num
ber of board m

eetings held, and attendance of 
directors at m

eetings. 
 T

he m
arkets generally w

ish to be assured regarding the qualifications and 
independence of directors.  Som

e of the disclosures that m
ake the com

pany’s 
governance fram

ew
ork m

ore transparent include the identity of the m
em

bers of the 
board, independent non-executive board m

em
bers and any change in independence 

status.  T
he definition of independence that the com

pany uses m
ay also be useful.  It is 

reasonable to expect inform
ation on individual board m

em
bers on: the level of 

education, qualifications, professional background, positions held, potential conflicts 
of interest and any factors affecting director independence. 
 

                                                 
9 A

 num
ber of appendices have been included in this docum

ent to provide further detail on the contents of 
disclosure.  T

hey include a checklist developed by the U
nited N

ations C
onference on T

rade and D
evelopm

ent 
and an extract from

 the S
aucier R

eport from
 C

anada. 
10 M

any codes support disclosure on a “com
ply or explain” basis under w

hich com
panies are expected to 

com
ply w

ith the national code voluntarily, or offer an explanation w
hy they do not.  M

ost com
panies, of course, 

do not w
ish to explain w

hy they m
ight not com

ply.  C
onsequently, com

ply or explain can have a significant 
coercive effect.  T

w
o m

ake it m
andatory: the C

om
bined C

ode in the U
K

 through listing requirem
ents and the 

P
reda code in Italy. 
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B
oards are also expected to ensure that the process surrounding the organization of 

general shareholder m
eetings be transparent, including inform

ation on the proposals to 
be decided, and on the board nom

ination and election process. 
 In addition, the C

om
pany’s annual report or report on corporate governance should 

contain a statem
ent on rem

uneration policy as w
ell as details of the rem

uneration of 
both executive and non-executive directors.  T

he L
ithuanian code underscores that 

rem
uneration for the m

em
bers of the com

pany's supervisory and m
anagem

ent bodies 
should be based on transparent and clear principles and procedures.  M

ost codes now
 

recom
m

end that disclosure be on an individual basis, and at a m
inim

um
, disclosed in 

the aggregate.   
 

B
. 

R
eporting on com

pany perform
ance 

i. 
M

ission statem
ents:  

A
 lim

ited num
ber of codes assign the responsibility for defining and disclosing the 

m
ission of the com

pany to the board.  M
ost codes recognize a role for the board in 

defining the m
ission of the com

pany, and guiding and approving com
pany strategy, if 

not the responsibility for actually setting it.  A
 num

ber of codes suggest board 
involvem

ent in disclosing corporate targets, plans and prospects. 
 

ii. 
F

inancial reporting:  

It is generally accepted that the board has responsibility for reporting on the financial 
and operating results of the corporation.  A

lm
ost all codes describe the basic 

responsibility of the board for review
ing financial statem

ents, approving them
, and 

then subm
itting them

 to shareholders.  T
he board, in addition to the external auditor, 

provides som
e level of assurance that the financial statem

ents accurately represent the 
situation of the com

pany.  Providing credible assurances is a difficult and com
plex 

task that involves checking the consistency of disclosed accounting and financial 
statem

ents and the external auditor’s report, ensuring the integrity of the com
pany’s 

accounting and financial reporting system
s, overseeing the independent audit and 

m
aintaining an appropriate relationship w

ith the com
pany's auditors am

ong others. 
 

iii. 
G

oing concern: 

T
he “going concern” concept is w

ell defined in accounting standards, and is a central 
conclusion arrived at during the audit.  W

hile the fact that a com
pany is a going 

concern should em
anate clearly from

 the audited financial statem
ents, m

any codes 
suggest that the board confirm

 to the general m
eeting of shareholders that the com

pany 
continues to be a going concern.  
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iv. 
A

ddress the general m
eeting of shareholders: 

A
ddressing shareholders at the general m

eeting is recognized as a key role of the 
board.  A

 num
ber of codes expect the board to present a clear and accurate evaluation 

of the com
pany’s situation to the general m

eeting, be available to answ
er questions and 

discuss the results w
ith shareholders, and provide sufficient explanation of proposals 

put before the m
eeting, including proposed dividends and dividend policy. 

 
v. 

O
versee ongoing disclosure: 

A
 num

ber of codes suggest that the board’s responsibilities extend beyond the 
approval of the annual financial statem

ents.  Som
e call for the board to provide 

oversight and assessm
ents of other interim

 and price-sensitive public reports.  T
his 

m
ay extend to all public reports, reports to regulators, as w

ell as to inform
ation 

stipulated by statutory requirem
ents.  Som

e codes suggest that it is the board’s 
responsibility to m

ake sure that the com
pany m

aintains appropriate relationships w
ith 

the m
arket regulators. 

 
vi. 

D
evelop a com

m
unications policy and program

m
e: 

W
hen codes refer to com

m
unications, they generally m

ean som
ething broader than the 

annual report or other ongoing reporting requirem
ents of regulators.  B

oards are in 
m

any cases, expected to w
atch over all com

m
unications that the com

pany has w
ith the 

m
arkets, regulators and other stakeholders.   

 A
 considerable num

ber of codes suggest that the board develop or approve a 
com

m
unications policy that includes a role for an investor relations departm

ent in 
com

m
unicating w

ith institutional investors.  It is generally suggested that this policy 
be disclosed.   
 A

 large num
ber of codes refer to the need for “fair disclosure” to underpin corporate 

com
m

unications.  Fair disclosure seeks to ensure an even playing field for all 
investors.  It is the opposite of “selective disclosure” w

here price-sensitive inform
ation 

is provided to a lim
ited num

ber of m
arket participants before it becom

es public.  O
ften 

tolerated in the past, selective disclosure is increasingly view
ed by regulators as being 

inconsistent w
ith the integrity of the financial m

arkets.   
 

vii. 
Stakeholder com

m
unications:  

R
elatively few

 codes devote attention to the role of stakeholders other than 
shareholders.  T

hose that do, suggest that the board is also responsible for ensuring 
that the corporation com

m
unicates effectively w

ith other stakeholders.  T
he content of 

com
m

unications could include quantitative and qualitative m
atters concerning 

em
ployees such as ethics or labor policies, and other stakeholders in the corporation. 
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C
. 

T
he external audit: 

i. 
T

he audit com
m

ittee
11 

T
he A

udit C
om

m
ittee’s prim

ary purpose is to protect the interests of the com
pany’s 

shareholders.  T
he role of the audit com

m
ittee is the m

ost w
ell developed elem

ent of 
all of the codes and is, in the cases of the U

K
 C

om
bined C

ode, and C
anada’s Saucier 

R
eport, the central elem

ent of the code.   
 In som

e countries, the law
 requires audit com

m
ittees.  M

ost codes recom
m

end them
 

regardless of statutory requirem
ents, in particular in larger com

panies, or com
panies 

w
ith com

plex financial arrangem
ents.  W

here for practical reasons it is not possible to 
establish a com

m
ittee, the full board has the responsibilities of the com

m
ittee.  T

he 
duties of the audit com

m
ittee are universally understood to be inseparable from

 those 
of the B

oard.  T
he entire board rem

ains responsible for the duties assigned to 
com

m
ittees. 

 T
he audit com

m
ittee is responsible for the audit (both internal and external), assisting 

the board in supervising the selection of auditors and the audit process, and the 
accounting issues of the com

pany.  T
he central concern of the com

m
ittee is to assess 

the reliability of the system
s w

hereby the accounts are draw
n up and the validity of 

accounting m
ethods, rather than to go into details of the accounts.  

 
L

ike other com
m

ittees (nom
inations and rem

uneration) that are designed to assist the 
board in areas w

here there is the potential for conflict of interest betw
een the com

pany 
and shareholders, the audit com

m
ittee is expected to exercise judgm

ent in its w
ork 

independent from
 m

anagem
ent. 

 In order to secure independent judgm
ent, codes typically aspire to a com

m
ittee fully 

staffed by independent and financially expert directors.  M
ost codes tem

per their 
recom

m
endations in the face of practical constraints.  T

he B
ratislava 

S
tock E

xchange, for exam
ple, recom

m
ends that a m

ajority of independent m
em

bers be 
achieved over a five-year period.  O

ther codes recom
m

end that audit com
m

ittees be 

                                                 
11 Som

e countries (B
razil, Italy, R

ussia and certain SE
E

 countries am
ong others) have special structures that are 

som
etim

es referred to as “audit com
m

issions” or “revision com
m

issions”.  R
ecent discussions betw

een B
razil 

and the U
S SE

C
 have resulted in an understanding that the B

razilian “conselhos fiscais” w
ill be accepted by the 

U
S as equivalent to, or substitutes for the audit com

m
ittee that is required by law

 for U
S listing.  D

iscussions 
betw

een the E
U

 and the U
S have resulted in a sim

ilar understanding and acceptance of com
parable E

uropean 
structures.  N

otw
ithstanding this com

prom
ise, revision com

m
issions have different m

andates and responsibilities 
that flow

 from
 a different legal context.  R

evision com
m

issions have the advantage that they are appointed by 
and report directly to the general m

eeting of shareholders.  T
heir disadvantage is that they are afforded a less 

detailed insight into the w
orkings of the com

pany than one could expect for a board com
m

ittee.  N
o truly 

authoritative study has been done on the m
erits and dem

erits of these structures, and m
any com

panies in R
ussia 

and B
razil now

 have both.  It rem
ains to be seen w

hat role the revision com
m

ission w
ill play com

pared to the 
audit com

m
ittee.  In the m

eantim
e, com

panies that rely exclusively on revision com
m

issions m
ay w

ish to borrow
 

from
 the extensive literature available on audit com

m
ittees to see the extent to w

hich this structure can be 
adapted to m

eet m
arket expectations. 
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staffed fully by non-executive directors and that the C
hairm

an not be a form
er m

em
ber 

of m
anagem

ent.   
 Since the w

ork of the audit com
m

ittee requires a strong technical foundation, m
any 

codes recom
m

end that all m
em

bers of the com
m

ittee have som
e financial expertise 

and experience in the preparation of financial statem
ents.  T

he Saucier R
eport 

recom
m

ends that: “A
ll m

em
bers of the audit com

m
ittee should be ‘financially literate’ 

and at least one m
em

ber should have accounting or related financial expertise.”   
 For sm

aller com
panies the m

inim
um

 recom
m

ended size of the audit com
m

ittee in the 
various codes w

as tw
o, how

ever, m
ost suggest a m

inim
um

 of three m
em

bers.  
R

ecom
m

ended m
eeting frequencies range from

 tw
ice to four tim

es per year.  O
ften it 

is recom
m

ended that the num
ber of com

m
ittee m

eetings and m
eeting attendance be 

reported. 
 W

ritten term
s of reference that describe the pow

ers and reporting procedures of the 
audit com

m
ittee should be approved by the board and disclosed, as should its m

em
bers 

and w
hether they are non-executive directors, or independent.  Som

e codes note that 
these pow

ers should not be delegated. 
 

ii. 
T

he audit com
m

ittee’s duties 

A
 large num

ber of specific duties are m
entioned in the codes.  T

hey are grouped below
 

into four broad categories of: financial supervision, internal control, auditor selection 
and m

onitoring, and accountability.  A
udit com

m
ittees are expected to:  

 
a. 

F
inancial supervision: 

� 
M

onitor the financial position of the com
pany and the integrity of the financial 

statem
ents 

� 
A

ssess the appropriateness of accounting standards 
� 

M
onitor any form

al announcem
ents relating to the com

pany’s financial 
perform

ance  
 

b. 
Internal control:  

� 
E

valuate the adequacy and appropriateness of internal control and risk 
m

anagem
ent 

� 
R

eview
 internal audit plans and reports;  

� 
P

reserve the com
pany’s assets by understanding the com

pany’s risk 
environm

ent and determ
ine how

 to deal w
ith those risks 

� 
E

valuate com
pliance w

ith law
s and regulations 

 
c. 

A
uditor selection and m

onitoring: 

� 
Prepare the decision concerning appointm

ent of the external auditor;  
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� 
M

aintain contacts w
ith the auditor, and exam

ine the auditor’s reports 
� 

E
valuate the advisory services supplied by the external auditor 

� 
R

ecom
m

end the auditor to the board, for approval by shareholders 
� 

A
ppoint, re-appoint and rem

ove the external auditor 
� 

R
eview

 and m
onitor the external auditor’s independence 

� 
D

evelop and im
plem

ent policy on the engagem
ent of the external auditor to 

supply non-audit services 
� 

M
aintain com

m
unications on such m

atters betw
een the board, m

anagem
ent, 

the independent auditors and the internal auditors 
 

d. 
A

ccountability: 

� 
R

eport to the board on its activities 
� 

B
e available at the general m

eeting of shareholders 
 T

hese duties are, of course, ultim
ately also the responsibility of the board.  H

ow
ever, 

the com
pany decides to organize the duties of the board versus the audit com

m
ittee, 

the responsibilities and duties should be disclosed.  
 

iii. 
R

elationship w
ith the external auditor: 

L
aw

 and regulation com
m

only require that the auditor be accountable to shareholders.  
In practice, and by tradition, m

anagem
ent has handled the relationship betw

een the 
auditor and the com

pany.  W
hen partners in audit firm

s speak of the “client”, they are 
m

ost likely referring to the com
pany and its m

anagem
ent, and not the shareholders—

entirely understandable since the com
pany pays the bill. 

 Shareholders increasingly seek to assert their authority and to m
inim

ize possible 
com

prom
ises to the independence of the auditor.  Som

e codes suggest that the audit 
com

m
ittee explicitly affirm

 that the external auditor is accountable to the board and the 
audit com

m
ittee, as representatives of shareholders, and that shareholder 

representatives have the ultim
ate authority and responsibility to select, evaluate and 

recom
m

end replacem
ent of the external auditor.  

 A
udit com

m
ittees should steer the procedure for selecting the auditor.  It is som

etim
es 

suggested that their selection or extension of term
s should be preceded by a tender 

offer supervised by the audit com
m

ittee.  A
 proposal for the election of the external 

auditor prepared by the board or the audit com
m

ittee should then be disclosed in the 
notice to the general m

eeting.  T
he audit com

m
ittee should have direct com

m
unication 

w
ith external auditor and should be able to m

eet w
ith the external auditor w

ithout the 
presence of m

anagem
ent.  M

ost codes agree that the board should establish form
al and 

transparent arrangem
ents for m

aintaining an appropriate relationship w
ith the 

com
pany's auditors.   
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iv. 
E

nsuring the independence of the external auditor: 

T
he audit com

m
ittee needs to assure itself and shareholders that the auditors are 

independent.  In order to do so, it m
ust have access to all inform

ation about the audit 
firm

’s relationship w
ith the corporation necessary to com

e to a reasonable conclusion.  
A

 num
ber of different approaches m

ay be em
ployed to ensure that the auditors have no 

relationship, w
hether direct or indirect, w

ith the com
pany that m

ight influence their 
judgm

ent.  Som
e of the approaches suggested in codes include: 

 
a. 

Prohibiting or restricting hiring the com
pany’s auditor for other services 

that m
ay cause conflicts of interest 

b. 
W

hen the board allow
s the hiring of the auditor for other services, it can 

establish w
hich other services m

ay be hired, and w
hat the m

axim
um

 annual 
proportion such services have in relation to audit fees 

c. 
T

he Polish code requires a “yes” vote of at least tw
o independent board 

m
em

bers to approve the auditor and requires the com
pany to publish w

hat 
votes w

ere cast by the independent m
em

bers of the board 
d. 

Prohibiting independent auditors from
 being m

em
bers of the supervisory 

board 
e. 

T
he auditor can be required to annually subm

it a letter to the board of 
directors confirm

ing their independence 
f. 

T
he duration of the term

 of office of the auditor can be lim
ited  

g. 
A

udit firm
s m

ay be rotated after a specified num
ber of years 

h. 
If rotation is not possible, regular rotation of audit partners m

ay be feasible 
i. 

A
nnual reporting of fees paid to auditor w

ith a breakdow
n of fees paid for 

non-audit services 
 

T
he audit com

m
ittee should report to the shareholders on the actions it has taken to 

safeguard the independence of the auditor, including satisfying itself that the auditor is 
independent in accordance w

ith applicable standards.  12 
 

D
. 

E
nsuring effective internal control and m

anagem
ent inform

ation system
s: 

 T
he internal audit is traditionally subject to dual reporting responsibilities.  In 

principle, the internal auditor should report to m
anagem

ent adm
inistratively and to the 

board functionally.  In practice, the relationship betw
een the internal auditor, 

m
anagem

ent and the board is rarely so neat.  Internal control is a key m
anagerial 

function that provides indispensable inform
ation to m

anagem
ent on a variety of issues.  

                                                 
12 M

any organizations provide detailed guidance on how
 to m

anage the relationship betw
een the com

pany and 
the auditor.  O

ne of the m
ost com

plete and authoritative international guidelines is that of the International 
O

rganization of Securities C
om

m
issions (IO

SC
O

) entitled: P
rinciples of A

uditor Independence and the R
ole of 

C
orporate G

overnance in M
onitoring an A

uditor’s Independence A
 Statem

ent of the T
echnical C

om
m

ittee of the 
International O

rganization of S
ecurities C

om
m

issions of O
ctober 2002 w

hich is reproduced in its entirety in the 
appendices. 
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T
he Institute of Internal A

uditors (IIA
) sees the m

odern auditor as being increasingly 
dependent on m

anagem
ent.  A

t the sam
e tim

e, it recognizes that internal auditors m
ust 

continue to w
ork together w

ith the audit com
m

ittee and the board to ensure successful 
audits. 13 
 Full separation of internal control and audit from

 m
anagem

ent is probably neither 
possible nor desirable.  A

ccording to IIA
, internal auditors are, nevertheless, expected 

to be independent from
 m

anagem
ent.   

 A
m

ong the codes review
ed, view

s on the prim
ary reporting responsibility of the 

internal auditor vary.  In Slovenia, w
here the internal auditor reports to the 

m
anagem

ent board, the executive is vested w
ith a m

ore active role: “T
he M

anagem
ent 

B
oard shall provide for establishm

ent and operation of a proper and effective system
 

of internal control.  T
he persons, responsible for the area of internal control shall be 

directly accountable to the M
anagem

ent.” 
 O

ther countries envisage a m
uch m

ore active role for the board.  T
he Spanish code, 

suggests considerable direct operational influence, including “…
full access to the 

internal audit and the ability to express its opinion about the selection, appointm
ent, 

reappointm
ent and rem

oval of the internal audit m
anager, and participate in setting 

his/her rem
uneration, and the ability to express its opinion about this departm

ent's 
budget.” 
 M

ost codes describe the board’s responsibility as a higher-level responsibility for 
ensuring the integrity of the corporation’s internal control and m

anagem
ent 

inform
ation system

s.  W
here a corporation has an internal audit function, the audit 

com
m

ittee should, at a m
inim

um
, approve its m

andate, ensure it has adequate 
resources, and that the director of internal audit has direct and open com

m
unication 

w
ith both the board and the external auditor.  W

here it does not exist, the board should 
cause a form

al internal audit function to be established.  
 T

he specific responsibilities of directors are to annually review
 the effectiveness of 

internal controls, and procedures and report the findings to shareholders.  T
he review

 
should cover all system

s of internal control, including financial, operational as w
ell as 

com
pliance and risk m

anagem
ent and include: procedures to identify and report to the 

B
oard and (w

here appropriate) to shareholders situations of conflict of interest 
affecting directors, m

anagers or other senior em
ployees of the com

pany.  W
ith respect 

to risk m
anagem

ent, codes cite the execution of unusual and com
plex transactions, 

transactions on financial instrum
ents and their level of risk.  A

 num
ber of codes 

suggest that com
panies w

ithout an internal control function should exam
ine the need 

annually and justify the absence of this function to shareholders. 
 

V
. 

W
hat is the disclosure role of other com

m
ittees? 

                                                  
13 IIA

 R
esearch Foundation, Standards for the P

rofessional P
ractice of Internal A

uditing, and Independence and 
O

bjectivity: A
 Fram

ew
ork for Internal A

uditors. 
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It is w
ell accepted in law

 that board functions m
ay be delegated, at least to som

e degree, to 
board com

m
ittees.  C

om
panies establish com

m
ittees w

here there is a significant potential for 
conflict of interest, usually in the areas of audit, rem

uneration and nom
inations, though som

e 
codes also m

ention risk oversight, disclosure and corporate governance com
m

ittees.  
 In sm

aller com
panies and in transition econom

ies, a large num
ber of com

m
ittees is 

inadvisable for a num
ber of reasons.  For one, com

m
ittees require financial and adm

inistrative 
resources and m

ost com
panies lack experience in running m

ultiple com
m

ittees.  T
oo m

any 
com

m
ittees can lead to excessive com

partm
entalization of topics and, in a w

orst-case 
scenario, can lead to confusion.  Finally, there is a scarcity of qualified directors in all except 
for the m

ost developed m
arkets.  

 O
f the various com

m
ittees, the audit com

m
ittee is m

ost im
portant—

at least from
 the 

perspective of investors.  T
his is because the audit com

m
ittee is the key to securing their 

confidence and the integrity of m
arkets.  W

hatever com
m

ittees a com
pany eventually decides 

to establish, each has its ow
n responsibility for disclosure.  T

heir first duty is to be transparent 
w

ith respect to their ow
n governance and disclose their form

al charter, num
ber and/or 

proportion of non-executive directors, the proportion of independent directors and 
inform

ation on the chairm
an. 

 V
I. 

W
hat are the responsibilities of individual board m

em
bers? 

 Som
etim

es, individual board m
em

bers have an obligation to disclose inform
ation.  U

sually, it 
is inform

ation required to assess the director’s qualifications to fulfill the tasks that w
ill be 

required of him
.  T

he R
ussian code of corporate governance requires all board m

em
bers to 

disclose “inform
ation about their education, qualification, professional background, positions 

taken and potential conflicts of interest” as part of the nom
ination and election process.  M

any 
codes require com

panies to disclose a definition of independence, and inform
ation on 

directors’ interests and any m
atters that affect the director’s independence.   

 It m
ay occur in the norm

al course of business that a director experiences a conflict of interest 
or becom

es a related party in a transaction.   
 D

isclosure of conflicts of interest m
ay be handled at tw

o different levels.  T
he A

ustrian code, 
for exam

ple, requires disclosure only to the supervisory board.  T
he M

altese code goes 
further, “In certain circum

stances it m
ay be appropriate for the B

oard to disclose in a public 
docum

ent that an actual conflict or potential for conflict of interest has arisen”.  T
he Polish 

and Slovenian codes are sim
ilar.  M

ost countries take a tw
o-pronged approach w

ith an 
obligation to inform

 the board first and then, if the conflict is m
aterial, to m

ake public 
disclosure.  Finally, som

e codes require disclosure of the actions that the board took to 
rem

edy the conflict of interest.  C
onflicts of interest usually m

ean that the affected board 
m

em
ber m

ust abstain from
 taking part in related decisions.   

 W
ith respect to related party transactions, m

ost codes do not m
ake outright prohibitions, 

though som
e suggest that this m

ay be an option under com
pany policy.  T

he C
yprus code 

reflects the m
ost com

m
on position: “D

irectors and executive directors should announce 
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im
m

ediately to the B
oard and shareholders through the annual financial statem

ents regarding 
any m

aterial interest that m
ight arise from

 transactions of the com
pany.”  A

s w
ith conflicts of 

interest, directors are usually expected to abstain from
 voting on transactions in w

hich they 
are a related party.   
 T

here is virtually no discussion of requirem
ents that transactions occur at arm

s length or fair 
prices, though a num

ber of codes suggest that the audit com
m

ittee has the responsibility to 
m

onitor and disclose the nature of potential related party transactions, and w
hether they are to 

the benefit of the com
pany. 

 Perhaps one of the largest individual responsibilities of directors has nothing to do w
ith the 

disclosures they m
ake or oversee, but the attitude they bring to the boardroom

.  In any group 
interaction, it is often difficult for an individual to go against group opinion, even if his view

s 
are entirely justified.  Individuals tend to m

oderate their view
s or subm

it in the face of group 
pressure.  T

herefore, the board depends critically upon directors w
ho are able to observe w

ith 
a critical eye, exercise independent judgm

ent, and speak out and stand up for their view
s.  

 V
II. 

W
hat are the criteria for good disclosure? 

 
A

. 
T

he characteristics of good inform
ation 

N
ot all disclosure is good disclosure, and w

hile there is a tendency am
ong investors to 

dem
and ever m

ore, and for com
panies to provide it, m

ore is not alw
ays better.  D

isclosure is 
best if it has certain characteristics.  Som

e of the characteristics that are m
entioned in the 

codes are:  
 

� 
R

egularity 
� 

T
im

eliness 
� 

A
ccuracy 

� 
C

om
prehensiveness 

� 
C

om
parability 

� 
D

etail 
 D

isclosure is also best w
hen it drives to the point of the m

atter.  A
ccounting scandals in both 

the U
S and E

urope dem
onstrate that m

isleading investors and other stakeholders is easy, even 
w

hile adhering to the letter of the law
.  T

he code of the C
om

m
onw

ealth A
ssociation of 

C
orporate G

overnance dem
ands disclosure that clearly describes w

hat is fundam
entally 

im
portant.  B

eyond being tim
ely and accurate, good disclosure requires substance to prevail 

over form
.  T

he C
om

m
onw

ealth also suggests that inform
ation m

ust be “reliable, frank and 
robust in tim

es of crisis” and useful, i.e. it m
ust “enable readers to evaluate the situation in 

order to take appropriate action”.   
 

B
. 

F
air disclosure 

A
 large num

ber of codes develop the concept of fairness in disclosure and creating a so-called 
“even playing field” for investors.  T

he French M
E

D
E

F code recom
m

ends that: 1) E
ach 
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corporation should have a rigorous policy for com
m

unications w
ith analysts and the m

arket, 
2) C

ertain practices of “selective disclosure”, intended to assist analysts w
ith their forecasts of 

results, should be dropped; and, 3) T
he norm

al m
ethod for com

m
unication is a press release, 

w
hich m

akes the sam
e inform

ation available to all at the sam
e tim

e.  Judging by the 
frequency of its m

ention, fair disclosure issues appear to be of significant concern. 
 L

istings of com
panies on foreign m

arkets, either directly or indirectly through A
m

erican or 
G

lobal D
epository R

eceipts, often creates the problem
 that international m

arkets have access 
to better inform

ation than dom
estic investors.  O

ne of the codes specifies that w
hen 

com
panies are listed elsew

here, inform
ation available to foreign investors should be m

ade 
available equally to dom

estic investors.  T
he opposite is, of course, also possible, that foreign 

investors do not have access to inform
ation on an equal footing w

ith dom
estic m

arkets.  T
his 

is often the case w
ith respect to notice of general m

eetings of shareholders, w
hich frequently 

com
es too late for foreign investors to act upon. 

 
C

. 
M

ethods of disclosure 

Increasingly, fair and tim
ely disclosure is becom

ing synonym
ous w

ith m
aking inform

ation 
accessible on the Internet.  P

osting on the Internet has the great advantage of being sim
ple, 

cheap, sim
ultaneous, and globally accessible.  A

 disadvantage is that it does not arrive in a 
m

ailbox or a fax tray; the user of the inform
ation m

ust m
ake an effort to check to see if new

 
inform

ation is available.  A
nother disadvantage is that the legal status of disclosure on the 

Internet is uncertain in m
any jurisdictions.  R

egardless of these draw
backs, the Internet is the 

tool of choice for putting certain types of basic inform
ation such as charters, by-law

s, policy 
statem

ents and other inform
ation in the public dom

ain.   
 O

ther m
ethods are by publication in journals, e-m

ail, norm
al m

ail, fax, official filings, and by 
posting on an inform

ation clearinghouse.  E
ach has advantages and disadvantages.  

E
ventually, electronic share voting m

ay becom
e possible as technical hurdles are overcom

e 
and as legal restrictions are rem

oved.  D
irectors should be aw

are of the advantages and 
disadvantages of each different m

ethod--in particular the potential of new
 technologies--and 

should strive to find m
ethods that allow

 the broadest possible access to inform
ation.  

 Finally, a num
ber of codes recom

m
end disclosure in E

nglish in addition to the local idiom
.  

Such recom
m

endations com
e from

 diverse countries such as B
razil, France, G

erm
any and 

L
ithuania.  W

hile the status of E
nglish language disclosure w

ill depend on the jurisdiction, 
E

nglish is increasingly accepted as the language of international business and disclosure.  
O

bviously, dual language disclosure brings additional costs.  H
ow

ever, m
any com

panies find 
it a necessity since a significant portion of their ow

nership is foreign.   
 

D
. 

H
igh quality standards 

D
isclosure is alw

ays better if inform
ation is com

piled, prepared and presented according to a 
high quality standard.  Identifiable standards exist for m

any different types of disclosure 
including financial, hum

an resource and environm
ental disclosure. 
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T
he vast m

ajority of codes that m
ention standards m

ake specific reference to International 
Financial R

eporting S
tandards.  A

 sm
aller num

ber also cite U
S

 G
A

A
P

.  T
he preference for 

IF
R

S is not surprising given the strong representation of E
U

 m
em

bers and accession countries 
in the peer group, and given its increasing global acceptance.   
 Interestingly, the Spanish code cautions against the use of IF

R
S or U

S G
A

A
P.  It bases its 

reticence to endorse IFR
S

 “on the proven fact that E
uropean com

panies have, to a great 
extent, rem

ained im
m

une to the financial problem
s in the U

S precisely because they had not 
adopted the new

 accounting principles now
 being im

posed in the E
uropean U

nion.”  T
he 

extent to w
hich the governance failures in the U

S
 can be attributed directly to U

S
 G

A
A

P
, and 

w
hether they w

ould have occurred in a sim
ilar fashion had IFR

S been used is open to debate.  
W

hatever standards are selected, the board is responsible for understanding the repercussions 
of its choice, and should be able to identify and disclose m

ajor differences resulting from
 

different accounting treatm
ents.   

 O
nly one country specifically cites International Standards for A

udit (IS
A

) as prom
ulgated by 

the International Federation of A
ccountants.   

 V
III. 

W
hat inform

ation needs to be given to boards? 
 Inform

ation m
ust be m

ade available to the m
arkets in order to assess the com

pany and its 
governance.  H

ow
ever, inform

ation m
ust also flow

 to the board for it to fulfill its oversight 
function.  S

om
e codes place the onus of furnishing inform

ation on the com
pany.  T

he D
anish 

code places the obligation squarely upon the executive: “In all circum
stances the executive 

board m
ust ensure that the supervisory board is provided w

ith essential inform
ation, w

hether 
the supervisory board has requested it or not”.  T

he French M
E

D
E

F code places som
e level of 

responsibility on the board.  T
he R

ussian code is both cynical and unam
biguous: “If [the 

board of directors] rely solely on the inform
ation furnished by executive bodies, they w

ill not 
be able properly to discharge their duties…

it is advisable that m
em

bers of the board of 
directors dem

and additional inform
ation, w

hen such inform
ation is necessary to m

ake a 
balanced decision.”  W

ithin the com
pany, the responsibility for providing sufficient 

inform
ation is usually that of the C

hairm
an, assisted by the corporate secretary. 

 IX
. 

W
hat does the reality look like? 

 U
p to this point, the paper has focused on expectations.  Som

e attention needs to paid to w
hat 

happens in practice.   
 In 1994, the T

oronto Stock E
xchange sponsored one of the earlier codes of corporate 

governance, w
hich becam

e know
 as the D

ey report (for Peter D
ey, the C

hairm
an of the 

com
m

ittee that drafted it).  M
any of the recom

m
endations in the code correspond to those that 

are observed in other codes in this paper.  In 1999, a follow
-up study w

as done to m
easure 

how
 w

ell C
anadian com

panies com
plied w

ith the requirem
ents of the code.  T

he results of 
this survey w

ere published in the cleverly nam
ed R

eport on C
orporate G

overnance: Five 
Y

ears to the D
ey.  
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A
. 

F
ive Y

ears to the D
ey 

A
m

ong the group of questions posed to C
anadian executives, three dealt w

ith the disclosure 
responsibilities of the board.  T

he questions and responses are as follow
s: 

i. 
W

hich of the follow
ing docum

ents, if any, does the board approve before it is 
released? 

48%
 A

nnual Financial Statem
ent 

50%
 A

nnual Inform
ation Form

 
50%

 Inform
ation C

ircular 
54%

 M
D

 &
 A

 
75%

 D
irectors C

ircular 
77%

 Issuer B
id C

ircular 
79%

 Prospectus 
83%

 Q
uarterly Financial S

tatem
ents 

83%
 R

ights O
ffering C

ircular 
99%

 T
ake-O

ver B
id C

ircular 
 

ii. 
P

lease check all statem
ents w

hich describe the board’s involvem
ent in 

com
m

unications w
ith shareholders. 

25%
 B

oard has participated in developing corporate policy regarding 
com

m
unications w

ith m
ost external audiences 

36%
 B

oard discusses com
m

unication issues as they arise 
70%

 B
oard approves press releases on all m

aterial m
atters, not just financial 

statem
ents 

 
iii. 

P
lease identify the extent to w

hich the board is involved in internal control 
and m

anagem
ent system

s. 

4%
 L

ittle involvem
ent to date 

4%
 B

oard has review
ed but not form

ally approved control and m
anagem

ent 
system

s  
24%

 B
oard or board com

m
ittee has hands-on role in drafting internal control 

and m
anagem

ent system
s 

27%
 B

oard has review
ed and form

ally approved control and m
anagem

ent 
system

s  
39%

 B
oard directs developm

ent of new
 control system

s or changes to existing 
ones 

 
W

hile the results for board oversight of internal control are encouraging, overall, responses 
w

ere less than overw
helm

ing and set off another round of governance soul-searching and 
code drafting in C

anada.  O
ne of the conclusions that can be draw

n from
 the C

anadian and 
other sim

ilar experiences is that creating change am
ong corporations is hard and that 

significantly raising governance standards is, like any cultural change, easier said than done.   
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 T
he original D

ey code did serve to nudge governance forw
ard in C

anada, how
ever, probably 

not as m
uch as som

e expected or w
ould have liked.  A

nother lesson that m
ight be draw

n for 
com

panies in the SE
E

 region is that w
hile the ultim

ate goal should be a high standard of 
perform

ance, it is probably w
ise to set realistic goals in order to have a possibility of actually 

achieving them
.  T

he danger of setting overly aggressive goals is certain failure, and possibly 
even encouraging a culture of acceptance of non-com

pliance w
hen these goals are 

system
atically not m

et.  
B

. 
C

osts and governance in sm
aller com

panies 

G
ood corporate governance has costs, and these costs are generally m

ore difficult to carry for 
sm

all and m
edium

 com
panies.  A

 recent survey by Foley &
 L

ardner L
L

P in C
hicago found 

that 20%
 of 115 com

panies surveyed said they are even considering going private as a result 
of new

 corporate governance and disclosure reform
s.   T

he respondents consisted m
ostly of 

w
hat Foley &

 L
ardner define as sm

all and m
id-sized com

panies i.e. com
panies w

ith annual 
revenue under U

S $1 billion. 14  A
ccording to the com

panies, governance costs after the 
passage of the Sarbanes-O

xley A
ct of 2002

15 m
ore than doubled to alm

ost U
S $ 3 m

illion per 
annum

.  
 G

ood governance should not kill the goose that lays the golden eggs.  Som
e of the codes 

recognize the im
portant resource lim

itations that sm
aller com

panies suffer, and m
odify their 

recom
m

endations accordingly.  Sm
aller com

panies need to be doubly cautious about 
establishing com

m
ittees, and w

ill likely need to have the full board cover m
ore issues.  W

here 
com

m
ittees are established, their m

em
bership m

ay need to be reduced from
 w

hat is 
recognized best practice for larger com

panies.  
 T

he Slovak code, issued by the Financial M
arket A

uthority is realistic in recognizing that best 
practice standards w

ill take som
e tim

e to achieve.  W
hile it requires the establishm

ent of audit 
com

m
ittees, it allow

s for a five-year period before they are com
posed by a m

ajority of 
independent directors.  M

ost other code recom
m

endations w
ill need to be applied in 

accordance w
ith the capacity of sm

all com
panies to do so..  

 
C

. 
T

he effectiveness of disclosure as a governance tool 

B
etter transparency is not, by itself, the key determ

inant of good governance.  N
or is 

disclosure an effective substitute for substantive regulation
16—

at least not in the transition 
econom

y context.    
                                                  
14M

ost SE
E

 com
panies w

ould qualify as sm
all or m

edium
 under this definition. 

15 T
he S

arbanes-O
xley A

ct of 2002 is, perhaps, the m
ost significant revision of U

S securities law
 since the 

passage of the securities acts of the 1930’s.  Its clauses focus on governance and transparency issues.  G
iven the 

num
ber of foreign com

panies that list in the U
S either directly or indirectly using A

m
erican D

epositary R
eceipts, 

the A
ct is having a global im

pact.  It also requires registration of foreign auditors and their com
pliance w

ith a 
certain set of norm

s if they audit com
panies that w

ill list in the U
S. 

16 A
s suggested by L

ouis L
ow

enstein, C
olom

bia U
niversity. 
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T
he incentives for good disclosure do not w

ork as neatly in practice as theory predicts.  A
 

reduced cost of capital (a key argum
ent m

ade by policy m
akers) is often cited as a key 

incentive for being m
ore transparent.  T

heory says that com
panies that are m

ore transparent 
are treated better in the m

arkets, w
here ratings agencies and other users of inform

ation factor 
good governance into the pricing of equities, eventually pushing share prices up and the cost 
of capital dow

n.  If one can reduce the overall cost of capital in a country by even a sm
all 

fraction, the cum
ulative im

pact on the cost of capital in the econom
y and the ensuing w

elfare 
gain is enorm

ous.   
 B

ut, it is doubtful that the average m
anager w

ill perceive a reduced cost of capital as an 
incentive.  For the dishonest, or m

erely self-interested m
anager, it is still considerably easier 

to extract rents than it is to, for exam
ple, introduce and apply IFR

S in the com
pany, w

ait for 
the prom

ised reduction of financing costs, and to cash in on an (hopefully w
ell-designed) 

incentive schem
e that ties his com

pensation to the com
pany’s capital cost.  T

oo m
any factors 

com
e into play.  It is easier, for exam

ple, to design a rem
uneration schem

e so that bonuses are 
paid out regularly regardless of how

 the com
pany perform

s, or to engage in related party 
transactions conducted at less than “arm

s-length”.  
 B

ernard B
lack suggests in a com

prehensive study of the relationship betw
een corporate 

governance and stock m
arket valuation, that the value of disclosure, in the absence of other 

substantive checks upon m
anagers or ow

ners is, in fact, quite lim
ited:  “D

isclosure alone is of 
lim

ited value w
here com

pany insiders can freely loot the value of m
inority shares, even in the 

face of reasonably full disclosure and press coverage.”   H
e illustrates his findings by citing 

the case of the R
ussian com

pany Y
ukos w

hose controlling shareholder M
ikhail 

K
hodorkovsky looted the com

pany and its subsidiaries under the full glare of the R
ussian and 

W
estern press. 17  B

lack’s conclusion is that if m
anagem

ent is able to extract large gains 
w

ithout penalty, then ow
nership structures and the enforcem

ent of ow
nership rights are m

ore 
likely to indicate potential for governance abuses.  D

isclosure is one link in the chain.   
 B

lack’s conclusions do not dim
inish the need for disclosure.  T

hey m
ay even reinforce it.  

W
hile the highest priority in countries like R

ussia should be the enforcem
ent of law

s, stiff 
penalties, institutions and legal recourse, transparency w

ith respect to controlling 
shareholders, related party transactions and ow

nership structure, can assist in securing 
substantive rights.  A

 strong board, com
m

itted to transparency, m
ay thus be the first line of 

defense.  
 

X
. 

C
onclusions 

 C
odes tend to place a large em

phasis on the financial reporting obligations of the board, as 
w

ell as on board oversight of the audit function.  T
his is because they are the keys to investor 

confidence and the integrity of m
arkets.  Indeed, several of the review

ed codes w
ere drafted 

                                                 
17 B

ernard B
lack, S

tanford L
aw

 S
chool, T

he C
orporate G

overnance B
ehavior and M

arket V
alue of R

ussian 
Firm

s, M
arch 2001.  T

he R
ussian Investor P

rotection A
ssociation (som

ew
hat incongruously) nom

inated Y
ukos 

as one of the best-governed R
ussian com

panies shortly after B
lack published this article.  T

oday, K
hodorkovsky 

is in jail on charges of theft and tax evasion and Y
ukos faces bankruptcy as governm

ent authorities seek to force 
it to pay past taxes. 
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out of concern for financial reporting.  T
he original C

adbury C
ode specifically addressed 

financial aspect of corporate governance, and the U
K

 C
om

bined C
ode further develops the 

them
e of board responsibility for system

s of internal control. 
 T

he overall im
pression is that the codes have high, perhaps unrealistic, expectations, 

especially in the context of em
erging m

arkets.  B
oards are expected to develop 

com
m

unications policies, review
 financial statem

ents, accounting and audit standards, 
conduct tenders for auditors, ensure transparent governance practices, and m

ake sure that the 
com

pany treats investors fairly w
ith respect to inform

ation.  Som
e issues, such as the use of 

financial instrum
ents are technical and com

plex.  O
ne can legitim

ately w
onder how

 the board, 
even w

ith the assistance of a com
m

ittee, can effectively m
anage these responsibilities.  A

 
gradual and realistic approach m

ay serve to avoid the creation of a culture of non-com
pliance. 

 Som
e codes distinguish clearly betw

een m
anagem

ent and board responsibilities.  E
qually as 

m
any, do not.  T

his m
ay reflect the desire of governance com

m
ittees to not be overly rigid or 

prescriptive.  O
n the other hand, it appears that there is som

e genuine confusion about w
here 

the responsibilities of directors and m
anagers begin and end.  L

est there be any confusion, one 
of the key first steps is to be clear about the m

andate and responsibilities of both the board 
and its com

m
ittees.  

 V
iew

s of w
hat is good governance, and good disclosure are converging.  T

he type of 
inform

ation that the codes require is becom
ing m

ore sim
ilar.  T

his m
ay be due to a num

ber of 
factors including global interest in governance issues, the pervasive influence of the O

E
C

D
 

P
rinciples of C

orporate G
overnance, international efforts to prom

ote better regulation of 
securities m

arkets and increasing acceptance of IF
R

S.   
 O

verall, there appears to be a trend tow
ards greater reliance on disclosure.  C

om
m

on law
 

countries have traditionally pursued m
ore of a disclosure-based approach to regulation.  C

ivil 
law

 countries have a tradition of greater reliance upon substantive (m
erit-based) regulation.  

D
espite very different legal origins and governance traditions, there appears to be a grow

ing 
consensus on the responsibilities of the board.  
 A

m
ong the areas in w

hich a strong consensus has em
erged is the role of the audit com

m
ittee 

and the im
portance of internal audit.  T

he audit com
m

ittee is the m
ost im

portant tool to help 
the board achieve its overall goal of transparency.   
 C

odes focus on larger com
panies and, w

ith very few
 exceptions take into account the special 

circum
stances of sm

aller and m
edium

-sized com
panies that define the econom

ies of the SE
E

 
region.  M

ore attention needs to be addressed to how
 to practically enhance governance in 

sm
aller com

panies. 
  T

he hum
an elem

ent is sim
ultaneously the m

ost overlooked elem
ent of good governance and 

quite possibly the m
ost im

portant.  T
ransparency cannot be achieved in the absence of good 

w
ill by m

anagem
ent and the personal engagem

ent of directors.  O
ne of the largest 

contributions of directors to transparency m
ay be the attitude they bring w

ith them
 to the 
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boardroom
.  T

ransparency depends critically upon their ability to observe w
ith a critical eye, 

exercise independent judgm
ent, and to speak out and stand up for their view

s. 
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L
ist of A

ppendices 
  C

odes R
eview

ed 

C
om

parative M
atrices: 

� 
G

eneral D
isclosure and T

ransparency R
esponsibilities of the B

oard 

� 
B

oard R
esponsibilities for A

udit and A
udit C

om
m

ittees 

� 
Internal C

ontrol, R
elated Parties and C

onflicts of Interest, and O
ther 

Saucier R
eport: C

ontents of G
overnance D

isclosure on the B
oard 

U
N

C
T

A
D

 G
overnance D

isclosure C
hecklist 

U
K

 C
om

bined C
ode, T

erm
s of R

eference - A
udit C

om
m

ittee 

P
rinciples 

of 
A

uditor 
Independence 

and 
the 

R
ole 

of 
C

orporate 
G

overnance 
in 

M
onitoring an A

uditor’s Independence, A
 Statem

ent of the T
echnical C

om
m

ittee of the 
International O

rganization of Securities C
om

m
issions 
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C
odes R

eview
ed 

   
 A

ustria 
B

elgium
 

B
razil (2) 

B
ulgaria  

C
anada (2)  

T
he C

om
m

onw
ealth 

C
yprus 

C
zech R

epublic 
D

enm
ark 

E
uropean A

ssociation of Securities D
ealers (E

A
S

D
) 

E
uropean B

ank for R
econstruction and D

evelopm
ent (E

B
R

D
) 

E
uroshareholders 

Finland 
France 
G

erm
any 

G
reece 

Italy 
L

ithuania 
M

alta 
P

oland (2)  
Portugal 
R

om
ania 

R
ussia 

Slovak R
epublic 

Slovenia 
Spain  
T

urkey 
U

K
 

O
E

C
D
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General Disclosure and Transparency Responsibilities of the Board 
 General disclosure 

responsibilities of 
the board 

Role of Board 
versus 
management 

Specific disclosure 
responsibilities 

Compliance with 
national code  

Financial reporting Accounting 
standards 

Communications  Fair 
disclosure/selective 
disclosure 
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General Disclosure and Transparency Responsibilities of the Board 
 General disclosure 

responsibilities of 
the board 

Role of Board 
versus 
management 

Specific disclosure 
responsibilities 

Compliance with 
national code  

Financial reporting Accounting 
standards 

Communications  Fair 
disclosure/selective 
disclosure 

Austria 
 
Austrian Working 
Group on 
Corporate 
Governance 
 
Austrian Code of 
Corporate 
Governance 
 
November, 2002 
 
(Two-tier System, 
Civil Law) 

 1) The 
management board 
provides the 
supervisory board 
with  
comprehensive 
information on all 
relevant issues 
including  on risks 
and risk  
management, 2) if 
an event of major 
significance 
occurs, the 
management board 
shall immediately 
inform the 
chairperson of the 
supervisory board, 
3) the supervisory 
board shall be 
immediately 
informed of any 
circumstances that 
may have a 
material impact on 
the profitability or 
liquidity of the 
company, 4) 
Ensuring that the 
supervisory board 
is supplied 
with sufficient 
information is a 
joint task of the 
management  
and supervisory 
boards, 5) The 
management board 
has overall 
responsibility for 
communications 
tasks  

The supervisory 
board adopts 
internal rules of 
procedure  
which stipulate the 
disclosure and 
reporting 
obligations of the 
management board 

A report shall be 
published once a 
year regarding 
compliance with 
the Code, 
including 
explanations on 
deviations from 
the Code 

 IFRS or US GAAP 
required 

…establishment of 
a body to handle 
communications 

Required 
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General Disclosure and Transparency Responsibilities of the Board 
 General disclosure 

responsibilities of 
the board 

Role of Board 
versus 
management 

Specific disclosure 
responsibilities 

Compliance with 
national code  

Financial reporting Accounting 
standards 

Communications  Fair 
disclosure/selective 
disclosure 

Belgium  

 
Belgian 
Commission for 
Corporate 
Governance 
 
Corporate 
Governance for 
Belgian Listed 
Companies 
 
December, 1998 
 
(One-tier System, 
Civil Law) 
 

1) It is the board of 
directors’ task to 
supervise the 
implementation of 
policy and the 
control of the 
company and to 
report to the 
shareholders 
2) It is the board’s 
duty to present a 
clear and accurate 
evaluation of the 
company’s 
situation 
to the general 
meeting of 
shareholders 

    In addition to 
national standards, 
IFRS or US GAAP 
suggested 

  

Brazil  
 
Comissao de 
Valores 
Mobiliários  
 
CVM 
Recommendations 
on Corporate 
Governance 
 
 
 
June, 2002 
 
(Two-tier System, 
Civil Law) 

        

Brazil  
 
Brazilian Institute 
of Corporate 
Governance  
 
Code of Best 
Practice of 
Corporate 

1) No mention of 
disclosure as a 
Board 
responsibility, 2) 
The CEO must 
disclose all 
relevant 
information, 
whether or not 

   Management 
prepares the 
annual report and 
submits it to the 
board who 
approves it and 
subsequently 
recommends its 
acceptance or 

IFRS or US GAAP 
required 

 All information 
that may in any 
way affect 
investment 
decisions should 
be disclosed 
immediately to all 
users 
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General Disclosure and Transparency Responsibilities of the Board 
 General disclosure 

responsibilities of 
the board 

Role of Board 
versus 
management 

Specific disclosure 
responsibilities 

Compliance with 
national code  

Financial reporting Accounting 
standards 

Communications  Fair 
disclosure/selective 
disclosure 

Governance 
 
 
 
April, 2001 
 
(Two-tier System, 
Civil Law) 
 

mandatory, to the 
owners and 
stakeholders 

rejection by the 
general assembly 
of shareholders 

Bulgaria  
 
Corporate 
Governance 
Initiative for 
Bulgaria 
 
Corporate 
Governance 
Guidelines 
 
2001 
 

1) No mention of 
the responsibility 
of the Board for 
disclosure, 2) 
Proposal to 
prescribe for 
managing bodies 
to discuss with 
shareholders at the 
general meetings 
the annual and 
semi-annual 
reports for the 
company’s 
activities 

    Proposal to 
introduce IFRS for 
listed companies 
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General Disclosure and Transparency Responsibilities of the Board 
 General disclosure 

responsibilities of 
the board 

Role of Board 
versus 
management 

Specific disclosure 
responsibilities 

Compliance with 
national code  

Financial reporting Accounting 
standards 

Communications  Fair 
disclosure/selective 
disclosure 

Canada  

 
Joint Committee 
on Corporate 
Governance 
 
Beyond 
Compliance: 
Building a 
Corporate 
Governance 
Culture 
(Saucier Report) 
 
November, 2001 
 
(One-tier System, 
Common Law) 

1) Setting the 
broad parameters 
within which the 
management team 
operates: 
examples include... 
approving a 
communications 
policy that 
includes a 
framework for 
investor relations 
and a public 
disclosure policy, 
which may 
involve a process 
for monitoring the 
relationship 
between the 
corporation and 
investment dealers, 
2) the integrity of 
the corporation’s 
internal control 
and management 
information 
systems 

1) boards should 
develop formal, 
written mandates 
setting out 
their 
responsibilities, 
and the way in 
which they 
structure their 
operations to 
carry out these 
responsibilities 
2) it is important 
that the mandate 
be disclosed, and 
that performance 
against the 
mandate be 
assessed, 3)  It is 
not necessary, in 
our view, to 
disclose the results 
of this assessment 
but there should be 
disclosure that the 
assessment has 
taken place 

  1) The audit 
committee 
mandate should set 
out its 
responsibilities 
with regard 
to the disclosure of 
financial and 
related information 
2) the audit 
committee or the 
board should 
review quarterly 
financial reports 
and 
related financial 
documents before 
any public 
disclosure of the 
information., 3) 
Audit committees, 
as a matter of best 
practice, should 
ask external 
auditors 
to review this 
material before 
considering it 

 … approving a 
communications 
policy that 
includes a 
framework for 
investor relations 
and a public 
disclosure policy 

 

Canada  
 
Toronto Stock 
Exchange 
 
Guidelines for 
Improved 
Corporate 
Governance 
 
(Dey Report) 
 
1994 
 
(One-tier System, 
Common Law) 

Responsibility for: 
1) a 
communications 
program for the 
corporation, 2) the 
integrity of the 
corporation’s 
internal control 
and management 
information 
systems 
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General Disclosure and Transparency Responsibilities of the Board 
 General disclosure 

responsibilities of 
the board 

Role of Board 
versus 
management 

Specific disclosure 
responsibilities 

Compliance with 
national code  

Financial reporting Accounting 
standards 

Communications  Fair 
disclosure/selective 
disclosure 

Commonwealth  

 
Commonwealth 
Association of 
Corporate 
Governance 
 
CACG Guidelines: 
Principles for 
Corporate 
Governance in the 
Commonwealth 
 
November, 1999 
 
(One-tier System, 
Common Law) 

The board should: 
1) ensure that the 
corporation 
communicates 
with shareholders 
and other 
stakeholders 
effectively, 2) 
serve the 
legitimate interests 
of the shareholders 
of the corporation 
and account to 
them fully, 3) 
regularly review 
processes and 
procedures to 
ensure the 
effectiveness of its 
internal systems of 
control, so that its 
decision-making 
capability and the 
accuracy of its 
reporting and 
financial 
results are 
maintained at a 
high level at all 
times 

 1) The board 
should ensure that 
communications 
are timely and 
accurate, 2) should 
be understandable, 
transparent with 
substance 
prevailing over 
form, 3) 
information should 
be reliable, frank 
and robust in times 
of crisis, 4) 
communication 
must enable 
readers to evaluate 
the situation in 
order to take 
appropriate action, 
5) requirements for 
communication 
with shareholders 
will be prescribed 
by statute and/or 
regulation; 
regardless of the 
letter of the law, 
directors have a 
responsibility to 
ensure that a 
corporation’s 
communication is 
in the spirit of 
transparency, 6) 
Directors must not 
disclose price 
sensitive 
confidential 
information, unless 
authorized, 7) 
directors, must not 
knowingly or 
recklessly 

    The board should 
ensure that all 
shareholders are 
treated fairly and 
provided with 
appropriate 
information on an 
equal basis, 
irrespective of the 
significance or 
otherwise of their 
interest in the 
corporation 
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General Disclosure and Transparency Responsibilities of the Board 
 General disclosure 

responsibilities of 
the board 

Role of Board 
versus 
management 

Specific disclosure 
responsibilities 

Compliance with 
national code  

Financial reporting Accounting 
standards 

Communications  Fair 
disclosure/selective 
disclosure 

disseminate false 
or misleading 
information 

Cyprus  
 
Corporate 
Governance Code 
 
September, 2002 
as amended in 
November, 2003 
 
(One-tier System, 
Civil Law) 
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�����������
governing 
financial reporting, 
corporate 
governance and 
internal auditing 
are to be applied 
and that a suitable 
relationship is 
maintained 
with the  
company’s 
auditors, 2) The 
Board’ 
responsibility to 
submit a balanced, 
detailed and 
understandable 
assessment extends 
to all public 
reports, reports to 
regulators, as well 
as to information 
needed by 
statutory 
requirements, 3) 
Boards should use 
the Annual 
General Meeting 
in order to 

 The Board should 
state in its annual 
report on corporate 
governance that 
the company plans 
to continue to 
function as a going 
concern for the 
next twelve 
months 

1) whether the 
principles 
of the Code are 
being implemented 
2) confirm that it 
complies 
with the principles 
of the code and, in 
the event that it 
does not,  
explain why not 

The Board should 
submit a balanced, 
detailed 
and understandable 
assessment of the 
company’s 
position and 
prospects 

The Audit 
Committee should 
report to the Board  
on the selection of 
accountancy 
principles for the 
consolidation of 
accounts and 
submit to the 
Board of Directors 
for review, an 
advisory document 
stressing all the  
repercussions from 
such a selection 

The Board should 
appoint a director 
or managing 
director as 
Investor Liaison 
Officer to liaise 
between 
shareholders and 
the company  

All information 
regarding the 
company should be 
distributed fairly, 
inexpensively and 
in a timely fashion 
to all shareholders 
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General Disclosure and Transparency Responsibilities of the Board 
 General disclosure 

responsibilities of 
the board 

Role of Board 
versus 
management 

Specific disclosure 
responsibilities 

Compliance with 
national code  

Financial reporting Accounting 
standards 

Communications  Fair 
disclosure/selective 
disclosure 

communicate with 
investors and 
encourage their 
participation 

Czech Republic  
 
 
(Two-tier System, 
Civil Law) 
 
Based upon OECD 
Principles 

1) The Company 
should be headed 
by an effective 
board of directors 
and supervisory 
board which 
should lead it and 
account to the 
shareholders, 2) 
The board should 
be accountable to 
the shareholders 
and ensure proper 
internal controls 
and auditing 
procedures 

 1) Independent 
non-executive 
board members 
should be 
identified in the 
annual report, 2) 
Board members 
should declare that 
they will 
voluntarily forfeit 
any remuneration 
in case of bad 
financial 
performance, 3) 
the board should 
report that the 
business is a going 
concern, 4) The 
board of directors 
should consider 
interim and other 
price-sensitive 
public reports and 
reports to 
regulators as well 
as information 
required to be 
presented by 
statutory 
requirements 

 The board is 
responsible for 
ensuring the 
integrity of the 
company’s 
accounting and 
financial reporting 
systems 

The audit should 
be carried out 
to the highest 
international 
accounting 
standards 

The board is 
responsible for 
overseeing the 
process of 
disclosure and 
communications 

 

Denmark  
 
Report on 
Corporate 
Governance in 
Denmark 
 
The Copenhagen 
Stock Exchange 
Committee on 

It is recommended 
that the 
supervisory board 
adopts an 
information and 
communication 
policy 

 It is recommended 
that the company 
develops 
procedures which 
ensure that the 
company 
immediately 
publishes all 
essential 
information of 

  IFRS or US GAAP 
recommended 

It is recommended 
that 1)  the 
supervisory board 
adopts an 
information 
and 
communication 
policy 2)  the 
board ensure 
flexible 

It is recommended 
that the 
supervisory board 
make all investor 
presentations 
accessible on the 
Internet at the 
same time 
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Corporate 
Governance 
 
(Norby 
Committee) 
 
December, 2003 
 
(Two-tier System, 
Civil Law) 

importance for 
how the 
shareholders and 
the financial 
markets 
evaluate the 
company and its 
activities, as well 
as its business 
goals, strategies 
and results 

continuous 
dialogue between 
the company and 
the  
shareholders by: 
holding investor 
meetings; 
continuously 
evaluating if 
information 
technology can be 
used to improve 
investor relations, 
including using 
part of the 
company’s website 
to deal with 
corporate 
governance related 
issues, and; 
making all investor 
presentations 
accessible on the 
Internet 
at the same time 

Europe  
 
European 
Association of 
Securities Dealers 
(EASD) 
 
Corporate 
Governance 
Principles and 
Recommendations 
 
May, 2000 
 
(Both One and 
Two-Tier Systems) 
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who perform 
orientation and 
monitoring 
functions for 

 The existence of 
anti-take-over 
devices must be 
disclosed and 
justified in an 
appropriate 
statement to 
shareholders 

Disclosures should 
cover: governance 
structures and 
policies, their 
implementation 
and their 
degree of 
compliance with 
these 
recommendations 
and other relevant 
rules and codes of 
practice 

1) Relevant, 
timely, accurate 
and understandable 
disclosure should 
be 
made of material 
information 
necessary for the 
proper evaluation 
of 
the status and the 
situation of the 
company, 2) 
Disclosures should 
cover: accounts, 
operational and 
financial results, 
historical and 
current 

 The board should 
adopt a "statement 
of practice" for ... 
communicating 
with persons or 
institutions inside 
or outside the 
company 
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which they are 
accountable to all 
shareholders 

performance and 
prospects as a 
going concern 

Europe  
 
EBRD 
 
Sound Business 
Standards and 
Corporate 
Practices: A Set of 
Guidelines 
 
September, 1997 
 
(Both One and 
Two-Tier Systems) 
 
 
 
 

        

Europe  
 
Euroshareholders 
 
Euroshareholders 
Corporate 
Governance 
Guidelines 2000 
 
February, 2000 
 
(Both One and 
Two-Tier Systems) 

1) The members of 
the board are also 
responsible for 
adequate 
disclosure to 
shareholders, 2) A 
basic principle in 
any corporate 
governance 
framework is 
openness and 
transparency 
between the 
various corporate 
bodies 
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Finland  

 
HEX Plc, the 
Central Chamber 
of Commerce of 
Finland and the 
Confederation of 
Finnish Industry 
and Employers 
Working Group 
 
Corporate 
Governance 
Recommendation 
for Listed 
Companies 
 
December, 2003 
 
(One-Tier System, 
Civil Law) 
 
 
 
 
 

 1) The company 
shall describe the 
duties and the 
operation 
principles of the 
supervisory board, 
2) The information 
of the duties, 
operating 
principles 
…permits the 
shareholders to 
evaluate the 
effectiveness of 
the operations of 
the supervisory 
board, 3) Efficient 
operation of the 
board requires, that 
the essential duties 
and working 
principles of the 
board be defined in 
a written charter 
[that] permits the 
shareholders to 
evaluate the 
operation of the 
board 

1) The information 
on the number of 
board meetings 
and attendance 
frequency permits 
the shareholders to 
evaluate the 
effectiveness of 
board work, 2) The 
company shall 
ensure that at least 
the following 
matters are 
presented on the 
website of the 
company:  
information on 
compliance with 
the Corporate 
Governance 
Recommendation 
as well as possible 
deviations and 
their explanations; 
general meeting; 
articles of 
association; board 
of directors; 
supervisory board; 
managing director 
and other 
executives; 
auditor; shares, 
share capital, 
principal 
shareholders and 
disclosed 
notifications on 
major holdings for 
the past 12 
months; 
redemption clauses 
of the articles of 
association; 

The company shall 
ensure that at least 
the following 
matters are 
presented on the 
website of the 
company: 
information on 
compliance with 
the Corporate 
Governance 
Recommendation 
as well as possible 
deviations and 
their explanations 

The good 
corporate 
governance of a 
listed company 
requires a reliable, 
up-to-date 
disclosure practice 

 1) The company 
shall have a 
website on 
Internet, 2) The 
company shall 
disclose on its 
website all the 
information that 
has been published 
pursuant to the 
statutory 
obligation of listed 
companies to 
provide 
information 
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shareholder 
agreements known 
to the company; 
annual report 

France  

 
MEDEF, AFEP-
AGREF 
 
 
The Corporate 
Governance of 
Listed Companies 
 
October, 2003 
 
(Single-Tier 
System, Civil 
Law) 
 
 

…the main form of 
regulation should 
come from 
transparency: 
transparency 
between the 
executive and the 
Board of Directors, 
transparent 
management in 
relation to the 
market and 
transparency in 
relations with 
shareholders, in 
particular at the 
time of the general 
meeting 

The Board ... 
monitors the 
management and 
secures the quality 
of information 
provided to 
shareholders and 
to the market, 
through the 
accounts or in 
connection with 
major transactions 

   As regards off-
balance-sheet 
items, it will be up 
to the accounting-
standardization 
bodies, if 
appropriate, to 
develop rules 
allowing suitable 
presentation in the 
financial 
statements 

It is up to each 
Board of Directors 
to define its 
communication 
policy, in 
particular as 
regards the 
frequency of 
publication of 
results 

1) Each 
corporation should 
have a very 
rigorous policy for 
communications 
with analysts 
and the market, 2) 
Certain practices of 
"selective 
disclosure", 
intended to assist 
analysts with their 
forecasts of results, 
should be dropped, 
3)  The normal 
method for 
communication 
is a press release, 
which makes the 
same information 
available to all at 
the same time 

Germany  
 
Government 
Commission 
 
German Corporate 
Governance Code 
 
May, 2003 
 
(Two-Tier System, 
Civil Law) 

1) Management 
Board has direct 
responsibility for 
the disclosure 
process, 2) The 
Management 
Board ensures 
appropriate risk 
management and 
risk controlling in 
the enterprise 

  1) The 
Management 
Board and 
Supervisory Board 
shall report each 
year on the 
enterprise’s 
Corporate 
Governance in the 
Annual Report, 2)   
This includes the 
explanation of 
possible deviations 
from the 
recommendations 
of this Code 

1) Shareholders 
and third parties 
are mainly 
informed by the 
Consolidated 
Financial 
Statements, 2) The 
Consolidated 
Financial 
Statements will be 
prepared by the 
Management 
Board and 
examined by the 
auditor and 
Supervisory Board 

The Consolidated 
Financial 
Statements and 
interim reports 
shall be prepared 
under observance 
of internationally 
recognized 
accounting 
principles 

1) Information on 
the enterprise 
which the 
company discloses 
shall also be 
accessible via the 
company’s Internet 
site, 2)  The 
Internet site shall 
be clearly 
structured. 
Publications 
should also be in 
English 

1) The company’s 
treatment of all 
shareholders in 
respect of 
information shall 
be equal, 2)  All 
new facts made 
known to financial 
analysts and 
similar addressees 
shall also be 
disclosed to the 
shareholders by the 
company without 
delay 

Greece  
 

1) The Board of 
Directors should 

 1)  The 
establishment of 

  Information should 
be prepared, 

The Board… has 
the 

Channels for 
dissemination of 
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Committee on 
Corporate 
Governance in 
Greece under the 
co-ordination of 
the Capital Market 
Commission 
 
Principles on 
Corporate 
Governance in 
Greece, 
Recommendations 
for its Competitive 
Transformation 
 
October, 1999 

present to the 
general 
shareholder 
meeting a clear 
and credible 
evaluation of the 
existing situation 
and the prospects 
of the corporation.  
2) The consistency 
of disclosed 
accounting and 
financial 
statements, 
including the 
report of the 
(independent) 
certified 
accountants, the 
existence of risk 
evaluation 
procedures, 
supervision, and 
the degree of 
compliance of the 
corporation’s 
activities to 
existing 
legislation, 3) 
statements should 
contain all 
necessary 
information, in 
comprehensive 
form, required 
by investors and 
their consultants 
for the formation 
of a clear profile of 
the corporation’s 
financial situation 
and prospects 
�
 

transparency 
involves the 
disclosure of 
information on: 
The financial and 
operating results of 
the corporation; 
The corporation’s 
ownership 
structure; 
Members of the 
Board of Directors 
and management; 
Quantitative and 
qualitative matters 
concerning 
employees and 
other 
stakeholders in the 
corporation; 
Governance 
structures and 
policies; 
 ���������
����������	�
���������!�
The execution of 
unusual and 
complex 
transactions, 
transactions on 
derivative 
products and their 
level of risk, 2)  
Sufficient 
explanation of 
proposals put 
before an 
extraordinary 
general meeting or 
proposals 
considered as 
extraordinary 

audited and 
disclosed 
according to the 
prevailing 
rules of the 
European Union 
and should be in 
the spirit of the 
rules of the 
Organisation 
for Economic Co-
ordination and 
Development. 
 

responsibility… 
for…the reporting 
of the 
corporation’s 
activities to its 
shareholders. 

information should 
provide fair, timely 
and cost efficient 
access to relevant 
information 
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 business must be 
provided in 
advance of the 
meeting with 
adequate time 
within which 
shareholders can 
evaluate them 

Italy  
 
Committee for the 
Corporate 
Governance of 
Listed Companies 
 
Corporate 
Governance Code 
 
(Preda Code) 
 
July, 2002 
 
 

1) The board of 
directors shall: 
supervise the 
general 
performance of the 
company, with 
special reference 
to situations of 
conflict of interest, 
paying particular 
attention to the 
information 
received from the 
executive 
committee, the 
managing directors 
and the 
�����������������
������������	�
�����	�������
��������������
results achieved 
with those 
planned; report to 
the shareholders at 
shareholders’ 
meetings, 2) The 
board is also the 
collective body 
responsible for 
verifying the 
existence of the 
controls needed to 
monitor the 
performance of the 

Where, in order to 
promote the 
effective and 
efficient 
management of 
the company, the 
board has 
delegated powers 
to the chairman, it 
shall disclose 
adequate 
information in its 
annual report on 
the 
powers delegated  
 

    The chairman of 
the board of 
directors and the 
managing directors 
shall, 
while complying 
with the procedure 
for the disclosure 
of documents and 
information 
concerning the 
company, actively 
endeavour to 
develop a 
dialogue with 
shareholders and 
institutional 
investors,  
They shall 
designate a person 
or, create a 
corporate structure 
to be responsible 
for this 
function. The 
Committee also 
recognises that, in 
smaller companies 
with a simpler 
organisation, the 
task of handling 
investor relations 
can be performed 
directly by 
appropriately 
identified members 

The specification 
that the dialogue 
with institutional 
investors must be 
established in 
compliance with 
companies’ 
communication 
procedures is 
intended as a 
reminder that it 
must not lead to 
the communication 
of important facts 
before they are 
communicated to 
the market 
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company  
 
 
 

of the top 
management of 
the company. 
 
 

Lithuania  
 
National Stock 
Exchange of 
Lithuania 
 
The Corporate 
Governance code 
for the Companies 
Listed on the 
National Stock 
Exchange of 
Lithuania 
 
2004 
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Meeting should 
ensure integrity 
and transparency 
of the company’s 
financial 
statements and the 
control system. 2) 
Names and 
surnames of the 
candidates to 
become members 
of a collegial body, 
information about 
their education, 
qualification, 
professional 
background, 
positions taken and 
potential conflicts 
of interest should 
be disclosed early 
enough before the 
general 
shareholders’ 
meeting so that the 
shareholders 
would have 
sufficient time to 
make an informed 
voting decision. 3) 
All factors 
affecting the 
candidate’s 
independence, the 

 The company 
should disclose 
information on: 
1. The financial 
and operating 
results of the 
company; 
2. Company 
objectives; 
3. Persons holding 
by the right of 
ownership or in 
control of a block 
of shares in the 
company; 
4. Members of the 
company’s 
supervisory and 
management 
bodies and their 
remuneration; 
5. Material 
foreseeable risk 
factors; 
6. Transactions 
between the 
company and 
connected 
persons, as well as 
transactions 
concluded outside 
the course of the 
company’s regular 
operations; 
7. Material issues 
regarding 
employees and 
other 
stakeholders; 

Recommends 
transposition of 
parts of code into 
company articles 
of incorporation 

  Channels for 
disseminating 
information should 
provide 
for fair, timely and 
cost-efficient 
access to relevant 
information 
1) Information 
technologies 
should be 
employed for 
wider 
dissemination of 
information, 
for instance, by 
placing the 
information on the 
company’s 
website, 2)  
information should 
be published and 
placed on the 
company’s website 
not only in 
Lithuanian, but 
also in English, 
 

1) Information 
should be 
disclosed in such a 
way that neither 
shareholders nor 
investors are 
discriminated with 
regard to the 
manner or scope of 
access to 
information, 2) 
Information 
should be 
disclosed to all 
simultaneously 
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sample list of 
which is set out in 
Recommendation 
should be also 
disclosed 
 
 

8. Governance 
structures and 
strategy 
 

Malta  
 
Working Group of 
the Malta Stock 
Exchange 
 
The Code of 
Principles of Good 
Corporate 
Governance 
 
October, 2001 

The Board should 
act in the best 
interest of the 
business enterprise 
in a manner based 
on transparency, 
accountability and 
responsibility 

 The Board should 
ensure The 
Company provide 
the market with 
regular, timely, 
accurate, 
comprehensive and 
comparable 
information in 
sufficient detail to 
enable investors to 
make informed 
investment 
decisions… and 
that long-term 
strategic decisions 
are communicated, 
2) Sufficient 
explanation of 
proposals put 
before an 
extraordinary 
general meeting or 
proposals 
considered as 
extraordinary 
business must be 
provided in 
advance of the 
meeting with 
adequate time 
within which 
shareholders can 
evaluate them 

Not defined as a 
board 
responsibility.  It is 
recommended that 
each company 
should, at least 
once in every year 
report on whether 
it has adopted 
these Principles 
and the extent to 
which these have 
been adopted and 
the mechanisms to 
implement them.  
The WG thought 
that it would be 
convenient for 
such a statement to 
be made in the 
Annual Report.  
The WG is also of 
the view that the 
auditors or legal 
counsel of the 
company should 
themselves report 
on the disclosure 
made by the 
company in the 
annual report.   

The Board must 
ensure that the 
financial 
statements of the 
company and 
Annual Audit 
thereof have been 
completed.   

 1) Communication 
with the market is 
crucial for Listed 
Companies and the 
integrity of the 
market itself, 2)  
The Board should 
ensure that the 
Company 
communicates 
with the market 
effectively, 3) 
Where practicable, 
the Board should 
be prepared to 
enter into a 
dialogue with 
institutional 
shareholders and 
market 
intermediaries, 4) 
Directors must not 
disclose price-
sensitive 
confidential 
information unless 
that disclosure has 
been authorised by 
the Board 

 

Poland  
 
�����#���������

 The management 
board cares for 
transparency and 

Members of the 
supervisory board 
and the 
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Best Practices in 
Public Companies 
in 2002 
 
2002 
 
(Two-tier System, 
Civil Law) 

effectiveness of 
the company 
management 
system 

management board 
and the expert 
auditor of the 
company should, 
within their 
powers and to the 
extent necessary 
for the settlement 
of 
issues discussed by 
the general 
meeting, provide 
the participants of 
the meeting with 
explanations and 
information 
concerning the 
company, 2) The 
supervisory board 
submits to the 
general meeting an 
annual concise 
evaluation of the 
company’s 
standing, 3)  The 
evaluation should 
be part of the 
annual report of 
the company, 
made available to 
all shareholders 
early enough to 
allow them to 
become acquainted 
with the same 
before the annual 
general meeting, 4) 
The company 
should have a 
procedure in place 
for obtaining 
information from 
members of the 
supervisory board 
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and for making it 
available to the 
public 
 
 

Poland  
 
Polish Corporate 
Governance Forum 
 
The Corporate 
Governance Code 
for Polish Listed 
Companies 
 
June, 2002 
 
(Two-tier System, 
Civil Law) 
 
 

The role of the 
supervisory board 
is important in 
Polish companies, 
yet reporting by 
the supervisory 
board is still rare 
in practice 

1) The 
management board 
and the 
supervisory board 
should operate as 
regulated by 
relevant by-laws, 
2) These by-laws, 
as well as the 
articles of 
association of the 
company, should 
be available from 
the company 
website. 

Every year the 
supervisory board 
should present a 
report to the 
shareholders on 
the position of the 
company, its 
prospects, 
functioning of its 
corporate 
governance 
framework, as well 
as the company’s 
system of internal 
controls and 
information policy 

1) Every year the 
company should 
publish a report 
providing a 
detailed 
description of its 
corporate 
governance 
framework, 2) it 
should include 
information on 
how the company 
achieves 
compliance with 
this Code or 
explains reasons 
for non-
compliance, 3) for 
the information to 
be credible, it 
should be 
approved—if not 
prepared—by the 
supervisory board, 
4) information 
about the 
independence of a 
supervisory board 
member 

   [The code 
recognizes a] right 
of equal access to 
information 

Portugal  
 
National 
Commission on 
the Securities 
Market 
 
Recommendations 
on Corporate 
Governance 

 1) Information 
should be 
disclosed on the 
sharing of powers 
between the 
different bodies 
and departments 
or divisions of the 
company, 2) It is 
recommended that 

Information should 
be disclosed to the 
public on the 
dividend policy 
commonly adopted 
by the company 

It is recommended 
that listed 
companies and 
institutional 
investors include a 
mention in their 
annual reports of 
the adoption or 
degree of adoption 
of these 

A description of 
the market 
behaviour of the 
shares should be 
made and issued at 
least once a year. 
It is recommended 
that board presents 
a brief description 
of the development 

 1),The company 
should ensure the 
existence of 
permanent contact 
with the market, 
respecting the 
principle of 
equality for 
shareholders and 
taking precautions 

…respecting the 
principle of 
equality for 
shareholders and 
taking precautions 
against 
asymmetries in 
access to 
information 
among investors 
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February, 2000 

for these matters 
which are central 
to the 
configuration of 
corporate 
governance, 
information be 
disclosed 

recommendation 
with the grounds 
for this adoption 

in 
in market value of 
the shares of the 
issuing company, 
taking into account 
relevant facts, in 
particular the issue 
of shares or other 
securities that 
grant 
share subscription 
or acquisition 
rights, the 
announcement of 
results and the 
payment of 
dividends per 
category of shares 
with an indication 
of the net value 
per share, so as to 
allow investors to 
formulate an 
opinion in relation 
to the 
market behaviour 
of that year. 

against 
asymmetries in 
access to 
information 
among investors, 
2) For this 
purpose, the 
creation of an 
investor 
information 
department is 
recommended, 3) 
The use of new 
information 
technologies is 
encouraged for the 
disclosure of 
financial 
information and of 
preparatory 
documents for 
General Meetings. 
New technologies 
are not only an 
instrument for 
the modernization 
of listed  
companies, but 
also a requirement 
of the 
globalization of 
markets 
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Romania  

 
International 
Center for 
Entrepreneurial 
Studies, University 
of Bucharest 
 
Corporate 
Governance 
Initiative For 
Economic 
Democracy In 
Romania 
 
June, 2000 
 
 
 

1) The Board shall 
ensure the proper 
management of the 
company and 
effectively control 
it, 2) The Board 
shall draft and 
submit the annual 
report to the 
general meeting of 
shareholders for 
approval, 
on which the 
corporate business 
plan shall be 
based. 
 

In all cases, the 
tasks and 
responsibilities of 
the executive 
officers shall be 
established by the 
Board of Directors 
 

 The board shall 
provide the 
shareholders, 
gathered in 
ordinary or 
extraordinary 
meeting, a report 
which should 
include A 
statement 
regarding any 
violations of this 
Code. 
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in Romania, 
certified by 
internal and 
outside auditors, 2) 
If the company has 
among its 
shareholders 
foreign legal 
persons, or if 
GDR, ADR or 
EDR (Global 
Depositary 
Receipts, 
American 
Depositary 
Receipts or 
European 
Depositary 
Receipts) have 
been issued, based 
on which the 
payment of its 
dividends is done 
in a convertible 
currency, the 
statement should 

The company’s 
operations and 
financial 
statements shall he 
based on 
international 
accounting 
standards 
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be made according 
to IAS (if IAS has 
not been fully 
introduced in the 
Romanian 
accounting 
standards), 
according to the 
requirements of a 
capital market of 
the EU countries, 
or according to 
GAAP system, as 
the case may be, 3) 
The uses of the 
funds obtained 
from the public by 
issuing new shares 
or bonds, 4) A 
detailed 
presentation of the 
company’s debts, 
distinct from the 
accounting balance 
sheet, 5) Upon the 
written request of 
the shareholders, 
the board is bound 
to produce 
intermediate 
financial 
reports, and to 
supply additional 
information on the 
topics of interest to 
the shareholders 

Russia  
 
Federal 
Commission for 
the Securities 
Market 
 
Corporate 

The board of 
directors should 
effectively control 
the financial and 
business activities 
of the company 
 
 

The company’s 
charter should 
assign approval of 
the procedures for 
internal 
supervision of 
financial and 
business 

Members of the 
board of directors 
should be elected 
by means of a 
transparent 
procedure, 2) It is 
advisable that 
information about 

 2) The board of 
directors approves 
its annual financial 
and business plan, 
3) provides 
efficient 
supervision of the 
financial and 

 The information 
policy of the 
company should 
provide for free 
and unhindered 
access to 
information about 
the company, 2) 

Shareholders 
should have equal 
opportunities in 
terms of access to 
the same 
information 
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Governance Code 
 
(Two-tier System, 
Civil Law) 

 operations of the 
company to the 
authority of the 
board of directors, 
2) The authority of 
the board of 
directors should be 
clearly defined in 
the company’s 
charter in a manner 
that is consistent 
with its functions, 
3) A company’s 
executive bodies 
are responsible for 
disclosure, 4) It is 
advisable that an 
internal company 
document setting 
forth rules of and 
approaches to 
disclosure 
(Regulation on 
Information 
Policy) be 
approved by the 
board of directors, 
this document 
contain a list of 
items subject to 
disclosure (in 
addition to those 
items requiring 
disclosure by law) 
as well as rules for 
their disclosure 
 
 
 
 
 

independent 
directors is 
disclosed in the 
annual report, 3) 
The procedure and 
grounds for 
election of a new 
board of directors 
should be set forth 
in the company's 
charter, 4) The 
board of directors 
is accountable to 
shareholders and 
must enjoy their 
trust; therefore, 
shareholders 
should have an 
opportunity to 
receive full 
information about 
all candidates for 
members of the 
board of directors, 
5) The board of 
directors should 
communicate to 
shareholders its 
opinion with 
respect to a 
proposed takeover, 
6) Specifically, it 
is recommended 
that the company 
should publish on 
its website the text 
of 
its charter and 
amendments 
thereto, quarterly 
reports, offering 
circulars, audit 
reports, 
information on 

business 
operations of the 
company…[and] 
compliance with 
established 
accounting 
procedures, and 
the accuracy of the 
financial 
information 

the Regulation on 
Information Policy 
should state how 
often company 
officers 
intend to speak in 
public or give 
interviews to the 
mass media, how 
often conferences 
or other 
meetings with 
shareholders and 
potential investors 
are held, 
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significant facts as 
well as 
information with 
respect to general 
shareholders 
meetings of the 
company and 
important 
resolutions of the 
board of directors 
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Slovak Republic  

 
Financial Market 
Authority 
 
Corporate 
Governance Code 
Based on the 
OECD Principles 
 
September, 2002 
 
(Two-tier System, 
Civil Law) 
 
 

The boards should 
be accountable to 
the shareholders 
and ensure proper 
internal controls 
and auditing 
procedures 
 

1) The executive 
board should 
undertake all key 
functions in the 
management of the 
company and the 
supervisory board 
should effectively 
supervise such 
functions, 2) It is 
essential that the 
direction and key 
management 
functions are 
performed by the 
executive board, 
and these include: 
a) ensuring a 
formal and 
transparent board 
nomination 
process, b) 
Ensuring the 
integrity of the 
company’s 
accounting and 
financial reporting 
systems, 
including the 
independent audit, 
and that 
appropriate 
systems of control 
are in place, 
in particular 
systems for 
monitoring risk, 
financial control, 
and compliance 
with the 
law, c) Overseeing 
the process of 
disclosure and 
communications, 

 the emphasis is on 
encouraging 
companies to sign 
up to the Code, 
adopt some of the 
provisions now 
and to explain to 
shareholders in the 
annual report why 
they are not 
adopting other 
provisions together 
with a date when 
they anticipate 
being able to do so 
 All statements by 
the companies 
regarding the Code 
should be the 
subject of 
independent 
verification and 
thus companies are 
encouraged to 
instruct their 
auditors to 
undertake this 
verification 
exercise as part of 
the annual audit. 
 

The executive and 
supervisory boards 
should establish 
formal and 
transparent 
arrangements for 
considering how 
they should apply 
the financial 
reporting 
…principles  
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3) �����������	�
balanced and 
understandable 
assessment of the 
company’s position 
and prospects, 4) 

	���	������	�

sound system of 
internal control to 
safeguard 
shareholders’ 
investment 
and the company’s 
assets, 5) 
Maintaining an 
appropriate 
relationship with 
the company’s 
auditors and the 
financial 
markets regulator 

Slovenia  
 
Ljubljana Stock 
Exchange, 
 
Corporate 
Governance Code 
 
March 2004 
 
(Two-tier System, 
Civil Law) 

 
 
 

The main tasks of 
the Supervisory 
Board are to 
appoint and to 
supervise the 
Management 
Board and advise it 
 

1) When 
convening a 
General Meeting, 
the Management 
Board shall ensure 
proper information 
dissemination 
and effective 
execution of 
shareholders’ 
rights using 
information 
technology,  2) 
The Management 
Board and the 
Supervisory Board 
shall respect the 
principle of equal 
treatment of 
shareholders 
before, between 
and after the 
procedure of 

The company shall 
enclose a 
declaration of 
compliance with 
the Code to the 
annual report, 
disclosing how the 
company follows 
corporate 
governance 
principles and 
disclose and 
explain any 
discrepancy from 
the Code. 
 
 

The Supervisory 
Board shall 
accurately and 
reliably report on 
its work annually 
to a General 
Meeting of 
Shareholders. The 
report presents in 
detail the 
performance of the 
Management 
Board and the 
company, the 
Supervisory 
Board’s 
cooperation with 
the Management 
Board and the 
auditor, and the 
Supervisory 
Board’s 
opinion on the 

 The Management 
Board is 
responsible for 
implementation of 
the company’s 
communication 
strategy 
 

1) The company's 
treatment of all 
shareholders in 
respect of 
information shall 
be equal, 2)  
The company shall 
use the media, 
determined in its 
Articles of 
Association, for 
timely public 
announcement of 
all important 
information in a 
manner that 
doesn’t cause 
unequal conditions 
for investors 
trading in 
securities, 3)  
The company shall 
strive for wide 
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takeover offer is 
concluded and 
publicly announce 
all material 
information about 
the procedures and 
decisions taken 
without delay, 3)  
The company shall 
as soon as possible 
publicly announce 
resolutions of the 
Supervisory 
Board, which are 
classified as price 
sensitive, 4) The 
Supervisory Board 
shall publish its 
terms of reference 
and make it 
available to all 
shareholders and 
to the workers’ 
council 

Auditor’s Report. 
The Supervisory 
Board shall report 
in detail about the 
method of 
monitoring 
of the Annual 
Report, whether it 
approves it or has 
any comments on 
it 
 

information 
dissemination by 
publishing 
information at the 
same time or 
after their public 
announcement on 
its web sites 

Spain  
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(�	�*��������+��
The Markets And 
In Listed 
Companies 
 
January, 2003 
 
(One-tier System, 
Civil Law) 
 

1) The code 
develops the 
concept of the 
“duty of 
transparency” and 
the “duty of 
disclosure” of the 
board of directors, 
2) it is the duty of 
the Board of 
Directors to 
establish the 
standard content of 
the information to 
be disclosed 
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regarding the 
following aspects 
of governance 
structures and 
practices: 
The company's 
ownership 
structure; 
The company's 
management 
structure; 
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Investors now 
need more 
information of 
greater quality in 
order to form a 
"true and fair 
view" of a listed 
company. 
 

The Commission 
bases its concern 
on the proven fact 
that European 
companies have, to 
a great extent, 
remained immune 
to the financial 
problems in the US 
precisely because 
they had not 
adopted the new 
accounting 
principles now 
being imposed in 
the European 
Union. 
 

In order to comply 
with the disclosure 
duty, the 
mechanisms which 
the information 
society places at 
companies' 
disposal – namely 
the Internet – 
should be used 
appropriately and 
regularly. The 
Internet should 
gradually and 
effectively replace 
more traditional 
disclosure 
mechanisms while 
ensuring that the 
information is 

Information must 
be disclosed to the 
market in an 
equitable and 
symmetric manner 
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Related-party and 
intra-group 
transactions; Risk 
control systems; 
Functioning of the 
Shareholders’ 
Meeting, 2It is of 
the utmost 
importance that the 
Board of Directors 
draft an annual 
report on the 
company’s 
corporate 
governance 
structure and 
practices, In any 
event, all the 
relevant 
information on this 
matter should be 
consolidated 
�����	�������
���������������
	��������
����������	����
�����	�,�������
����������
����������
governance" and 
kept up to date via 
the Internet so as 
to facilitate 
dissemination of 
that information or 
any other 
information of 
relevance so that 
the market can 
assess each 
company’s 
guidelines and 

���������������
*�������
practice 
 

disseminated more 
widely and 
effectively. 
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practices in the 
area of corporate 
governance 

Turkey  
 
Capital Markets 
Board of Turkey 
 
Corporate 
Governance 
Principles 
 
June, 2003 

1) The board 
should conduct its 
activities in a fair, 
transparent, 
accountable and 
reliable manner, 2)  
The board should 
prepare collective 
Principles to be 
used in the 
information 
policy of the 
company, present 
them to the 
shareholders at the 
general 
shareholder 
meeting and 
disclose to the 
public 
 

Authority and 
responsibility for 
each board 
member and 
executive should 
also be clearly 
defined, 
included in the 
annual report of 
the company and 
disclosed to 
public thereby 
 

1) The board 
should define the 
mission/vision of 
the company and 
should disclose 
this to the public, 
2)  
The ethical rules of 
the company 
should be prepared 
by the board, 
submitted to the 
general  
shareholder 
meeting for 
information and 
disclosed to the 
public 
 

Unilateral 
declaration of the 
board, which 
covers information 
about whether or 
not the Principles 
are being properly 
applied, if the 
Principles are not 
being applied, the 
reasons for such 
non-application 
and all possible 
conflicts of interest 
due to the 
improper adoption 
of the Principles, 
should be included 
in the 
annual report and 
disclosed to public 
 

1) The board shall 
be held responsible 
for the preparation 
and presentation of 
the company’s 
periodical financial 
statements in 
accordance with 
the current 
legislation and 
international 
accounting 
standards and the 
reliability and 
accuracy thereof, 
2) The 
board should adopt 
a separate decision 
to approve the 
periodical 
financial 
statements and 
annual report of 
the company, 3)  
the board should 
undertake the 
following 
responsibilities; 
to prepare the 
annual report and 
to finalize the 
same for 
presentation at the 
general 
shareholder 
meeting 

Effective revision 
shall mean 
… compliance 
with legislation 
and international 
accounting 
standards 
 

The board should 
undertake the 
following 
responsibilities; To 
determine the 
information policy 
of the company 
 

 

UK  
 
The Combined 
Code on Corporate 
Governance 

The board’s 
responsibility to 
present a balanced 
and  
understandable 

The annual report 
should include a 
statement of 
how the board 
operates, including 

1) The annual 
report should 
identify the 
chairman, the 
deputy chairman 

 The board should 
establish formal 
and transparent 
arrangements for 
considering how 
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July, 2003 
 
(One-tier system, 
Common Law) 

assessment extends 
to interim and 
other price-
sensitive public 
reports and reports 
to regulators as 
well as to 
information 
required to be 
presented by 
statutory 
requirements 

a high level 
statement of which 
types of decisions 
are to be taken by 
the board and 
which are to be 
delegated to 
management 
 

(where there is 
one), the chief 
executive, the 
senior independent 
director and the 
chairmen and 
members of the 
nomination, audit 
and remuneration 
committees, 2) It 
should also set out 
the number of 
meetings of the 
board and those 
committees and 
individual 
attendance by 
directors 

they should apply 
the financial 
reporting and 
internal control 
principles 

Global 
 
OECD 
 
The OECD 
Principles of 
Corporate 
Governance 
 
April, 2004 
 
(One and Two-tier 
Systems, both 
Civil and Common 
Law) 

The corporate 
governance 
framework should 
ensure the strategic 
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�����
�������������
�

����%��
������������
�
�����������
by the board, and 
the board’s 
accountability to 
the company and 
the shareholders 
 
 
 

 1) Shareholders 
should have the 
opportunity to ask 
questions to the 
board, including 
questions relating 
to the annual 
external audit, 2)  
The board should 
fulfill certain key 
functions, 
including: 
Ensuring a formal 
and transparent 
board nomination 
and election 
process; Ensuring 
the integrity of the 
corporation’s 
accounting and 
financial reporting 
systems, including 
the independent 
audit, and that 
appropriate 
systems of control 

   The board should 
fulfil certain key 
functions, 
including: 
Overseeing the 
process of 
disclosure and 
communications, 
2) The functions 
and responsibilities 
of the board and 
management with 
respect to 
disclosure and 
communication 
need to be clearly 
established by 
the board. In some 
companies there is 
now an investment 
relations officer 
who reports 
directly to the 
board. 
 
 

Where board 
decisions may 
affect different 
shareholder groups 
differently, the 
board should treat 
all shareholders 
fairly 
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are in place, in 
particular, systems 
for risk 
management, 
financial and 
operational control 
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Board Responsibilities for Audit and Audit Committees 
 Audit committees Audit committee 

mandate and duties 
Relationship with 
external auditor 

Ensuring auditor 
independence 

Audit standards Private meetings with the 
auditor 

Austria 
 
Austrian Working Group 
on Corporate Governance 
 
Austrian Code of 
Corporate Governance 
 
November, 2002 
 
(Two-tier System, Civil 
Law) 

Required, 1) The 
supervisory board sets up 
an accounting committee 
irrespective of statutory 
regulations, 2) where 
supervisory boards have 
fewer than six members, 
this function may be 
assumed by all members, 
3) the committee is 
responsible for the 
accounting and auditing 
issues of the company, 4) 
it evaluates the audit 
reports of the auditor and 
reports to the supervisory 
board, 5) The  
chairperson may not be a 
former member of the 
management board 

   ISA or US GAAS 
required 

 

Belgium  

 
Belgian Commission for 
Corporate Governance 
 
Corporate Governance 
for Belgian Listed 
Companies 
 
December, 1998 
 
(One-tier System, Civil 
Law) 

   The board should ensure 
that the auditors have no 
relationship with the 
company, whether 
directly or indirectly, 
which could influence 
their judgment 

  

Brazil  
 

1) The Board should also 
set up specialized 

  1) The board should 
prohibit or restrict hiring 

 As part of the analysis of 
the company’s 
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external auditor 

Ensuring auditor 
independence 

Audit standards Private meetings with the 
auditor 

Comissao de Valores 
Mobiliários  
 
CVM Recommendations 
on Corporate Governance 
 
 
 
June, 2002 
 
(Two-tier System, Civil 
Law) 

committees to analyze 
certain questions in 
depth, especially 
relationships with 
auditors and operations 
among related parties, 2) 
An audit committee, 
composed of members of 
the board of directors 
with experience in 
finance and including at 
least one board member 
representing minority 
shareholders, should 
supervise the relationship 
with the auditor 

the company’s auditor for 
other services that may 
present conflicts of 
interest, 2) When the 
board of directors allows 
the hiring of the auditor 
for other services, they 
should establish which 
other services may be 
hired, and what 
maximum annual 
proportion such services 
could represent in 
relation to the auditing 
costs 

Corporate Governance 
financial statements, the 
fiscal board and the audit 
committee should meet 
regularly and separately 
with the auditors, without 
the presence of executive 
officers 

Brazil  
 
Brazilian Institute of 
Corporate Governance  
 
Code of Best Practice of 
Corporate Governance 
 
 
 
April, 2001 
 
(Two-tier System, Civil 
Law) 
 

Different committees, 
made up of a few 
members of the board, 
must be set up.  For 
example: ...an audit 
committee 

 1)  The independent 
auditors, jointly with the 
board of directors or their 
audit committee, 
establish their work plan 
and remuneration 
agreement, 2) The 
owners, board of 
directors and audit 
committee are the 
independent auditors’ 
clients 

1) The board of directors 
must ensure that the 
procedures adopted by 
the audit firm are 
independent and 
objective, especially 
when the same audit firm 
provides consulting 
work, 2) the independent 
auditors should not be 
members of the 
supervisory board, 3) The 
independent auditors 
should annually submit a 
letter to the board of 
directors confirming their 
independence 

  

Bulgaria  
 
Corporate Governance 
Initiative for Bulgaria 
 
Corporate Governance 
Guidelines 
 
2001 
 

Global practice confirms 
the benefit from the 
existence of an auditing 
committee 

 Proposal for independent 
audit 
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Canada  

 
Joint Committee on 
Corporate Governance 
 
Beyond Compliance: 
Building a Corporate 
Governance Culture 
(Saucier Report) 
 
November, 2001 
 
(One-tier System, 
Common Law) 

1) All members of the 
audit committee should 
be “financially literate” 
and at least one member 
should have accounting 
or related financial 
expertise, 2) Audit 
committees should be 
composed solely of 
outside directors who are 
also unrelated 

1) audit committees 
should adopt a formal 
written mandate 
approved by the full 
board 2) the mandate 
should be disclosed 
3) The audit committee 
mandate should set out: 
a) its relationship with 
and expectation of the 
external auditors; 
b) its relationship with 
and expectation of the 
internal auditor function; 
c) its oversight of internal 
control; d) disclosure of 
financial and related 
information; and e) any 
other matters the audit 
committee feels are 
important 

1) Audit committee 
should explicitly affirm 
that the external 
auditor is accountable to 
the board of directors and 
the audit committee, as 
representatives of 
shareholders, and that 
shareholder 
representatives 
have the ultimate 
authority and 
responsibility to select, 
evaluate and recommend 
replacement of the 
external auditor,  
2) Auditors must 
recognize that their 
ultimate client is not 
management, 3) The 
audit committee should 
have direct 
communications 
with the internal and 
external auditors 

1) The audit committee 
needs to assure itself that 
the auditors are 
independent 
2) It must have access to 
all information about the 
audit firm’s relationship 
with the corporation 
necessary to come to a 
reasonable conclusion 

 The audit committee 
must develop a 
relationship with the 
external auditors that 
allows for full, frank and 
timely discussion of all 
material issues, with or 
without management as 
appropriate in the 
circumstances 

Canada  
 
Toronto Stock Exchange 
 
Guidelines for Improved 
Corporate Governance 
 
(Dey Report) 
 
1994 
 
(One-tier System, 
Common Law) 

The audit committee 
should be composed only 
of outside directors 

The roles should be 
specifically defined 

The audit committee 
should have direct 
communication with the 
internal and external 
auditor 
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Commonwealth  

 
Commonwealth 
Association of Corporate 
Governance 
 
CACG Guidelines: 
Principles for Corporate 
Governance in the 
Commonwealth 
 
November, 1999 
 
(One-tier System, 
Common Law) 

1) An audit committee 
should be established to 
keep under review the 
scope and effectiveness 
of the audit (both internal 
and external 

The board should 
establish, maintain and 
develop appropriate 
reporting procedures and 
proper written mandates 
or charters for 
committees such 
as the...audit committee 
which reviews amongst 
other things the internal 
audit 
function 

The board should make 
sure that access between 
itself and the 
corporation’s internal and 
external auditors is open 
and constructive 

   

       
Cyprus  
 
Corporate Governance 
Code 
 
September, 2002 as 
amended in November, 
2003 
 
(One-tier System, Civil 
Law) 

The Board should 
establish an Audit 
Committee made up of at 
least two non-executive 
directors, with written 
terms of reference clearly 
describing its powers and 
responsibilities, 2) 
members of the 
Committee, the majority 
of whom should be 
independent non-
executive directors, 
should be identified in 
the annual report, 3) the 
Chairman of the 
Committee should be 
experienced in 
accounting and financial 
policy, 4) The Committee 
should meet at regular 
intervals at least twice a 
year, 5) The Chairman of 
the Board should make 
sure that the chairmen 
of the Audit Committee 
is available to answer 
questions at the AGM 

 1) The duties of the Audit 
Committee should 
include a proposal to 
the Board of Directors as 
regards the appointment, 
dismissal and 
remuneration of the 
company’s auditors, the 
continual review of the 
extent and cost-
effectiveness of the audit, 
as well as the 
independence and 
objectivity of the 
auditors, 2) should the 
auditors also provide the 
company with non-audit 
services, the Committee 
should keep the nature 
and extent of such 
services under review, 
keeping a balance 
between the maintenance 
of objectivity and value 
for money 
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Czech Republic  
 
 
(Two-tier System, Civil 
Law) 
 
Based upon OECD 
Principles 

1) The company should 
establish an audit 
committee the majority 
of whose members 
should be independent, 2)  
The board should be 
accountable to the 
shareholders and ensure 
proper internal controls 
and auditing procedures, 
3) The chairman of the 
supervisory board should 
arrange for the chairmen 
of the audit committee to 
be available to answer 
questions at the General 
Meeting, 4) The 
members of the 
committee should be 
named in the report and 
accounts 

1) The supervisory board 
should establish an audit 
committee with written 
terms of reference which 
deal clearly with its 
authority and duties 2) 
the board of directors 
should explain their 
responsibility for 
preparing the accounts, 
next to a statement by the 
auditors about their 
reporting responsibilities, 
3) The executive and 
supervisory boards 
should establish formal 
and transparent 
arrangements for 
considering how they 
should apply the financial 
reporting and internal 
control principles and 
for maintaining an 
appropriate relationship 
with the company’s 
auditors 

The board should be 
accountable to the 
shareholders and ensure 
proper auditing 
procedures 

1) It is essential that the 
audit is objective and 
effective as such an audit 
gives reassurance to all 
those who have a 
financial interest in the 
company, 2) Where the 
auditors also supply a 
substantial volume of 
non-audit services to the 
company, the committee 
should keep the nature 
and extent of such 
services under review 

  

Denmark  
 
Report on Corporate 
Governance in Denmark 
 
The Copenhagen Stock 
Exchange Committee on 
Corporate Governance 
 
(Norby Committee) 
 
December, 2003 
 
(Two-tier System, Civil 
Law) 

1) In companies with 
complex accounting and 
audit conditions the 
supervisory board should 
consider whether to 
establish an audit 
committee to assist the 
board in matters 
involving accounting and 
audit questions, 2) the 
company may benefit 
from disclosing essential 
items of the rules of 
procedure of the board 
committee 
as well as the names of 
the members, 3) The 
supervisory board must 
disclose whether it has 

 1) The result of the audit 
should be discussed at 
meetings with the 
supervisory board to 
review the auditor’s 
observations and opinion, 
2) When the supervisory 
board reviews the annual 
report together with the 
auditor the accounting 
policies and accounting 
estimates should be 
discussed., 3)  
The auditor agreement 
and the auditor’s fee 
should be agreed between 
the company’s 
supervisory board and the 
auditor 

1) The supervisory board 
should in consultation 
with the executive 
board make a specific 
and critical assessment of 
the auditor’s 
independence and 
competence  to be used in 
connection with 
the nomination at the 
general meeting, 2) The 
supervisory board should 
adopt an overall, general 
framework 
for the auditor’s 
provision of non-audit 
services with a view to 
ensuring the auditor’s 
independence 
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chosen to use board 
committees in the annual 
report and, if so, the 
reason why 

Europe  
 
European Association of 
Securities Dealers 
(EASD) 
 
Corporate Governance 
Principles and 
Recommendations 
 
May, 2000 
 
(Both One and Two-Tier 
Systems) 

1) There should be a 
majority of independent 
board members on all 
board committees where 
there is a potential for 
conflicts of interest, 2) 
The chairman should be a 
non-executive board 
member...for the audit 
committee he or she 
should be independent, 3) 
The nomination process 
and criteria for board and 
board committee 
members should be 
disclosed, in particular 
with respect to  
independent board 
members 

Terms of reference 
should be drawn up for 
each committee laying 
down its authority and its 
duties 

Independent verification 
and certification of the 
existence of appropriate 
controls and the integrity 
of data, in particular 
disclosed information, 
should be obtained 

   

Europe  
 
EBRD 
 
Sound Business 
Standards and Corporate 
Practices: A Set of 
Guidelines 
 
September, 1997 
 
(Both One and Two-Tier 
Systems) 

In the case of larger 
companies, independent 
committees of 
the Board with clear 
responsibility for matters 
such as overseeing the 
preparation of financial 
statements and deciding 
on management 
compensation and 
contract terms will often 
be appropriate 

     

Europe  
 
Euroshareholders 
 
Euroshareholders 
Corporate Governance 
Guidelines 2000 
 
February, 2000 
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(Both One and Two-Tier 
Systems) 
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Finland  

 
HEX Plc, the Central 
Chamber of Commerce 
of Finland and the 
Confederation of Finnish 
Industry and Employers 
Working Group 
 
Corporate Governance 
Recommendation for 
Listed Companies 
 
December, 2003 
 
(One-Tier System, Civil 
Law) 
 
 
 
 
 

1) The audit committee 
shall be established, if the 
extent of the … business 
requires, 2) The audit 
committee shall comprise 
at least three members, 3) 
members must have 
sufficient knowledge of 
accounting practices and 
preparation of financial 
statements, 4) Members 
… shall be independent 
of the company, 9) Each 
committee shall report on 
their work to the board, 
10) The company shall 
report the number of 
committee meetings held, 
11) The company shall 
report the composition of 
each committee 

1) The board shall define 
the duties of the audit 
committee [which] may 
include: a) follow-up of 
the financial position of 
the company; b) 
supervision of financial 
reporting, evaluation of 
the adequacy and 
appropriateness of 
internal control and risk 
management; c) handling 
of internal audit plans 
and reports; d) evaluation 
of compliance with laws 
and regulations; e) 
preparation of the 
decision concerning 
appointment of external 
auditor; f) contacts with 
the auditor, and 
examination of the 
auditor’s reports; g) 
evaluation of the 
advisory services 
supplied by the external 
auditor, 2) The duties of 
the audit committee shall 
be disclosed, 3) The 
entire board remains 
responsible for the duties 
assigned to the 
committees, 4) The 
committees have no 
autonomous decision-
making power and thus 
the board makes 
collectively the decisions 

A proposal for the 
election of external 
auditor prepared by the 
board or the audit 
committee shall be 
disclosed in the invitation 
to the general meeting 

1) The company shall 
report the fees of the 
external auditor during 
the financial year, 2) If 
the external auditor has 
been paid fees for non-
audit services, such fees 
shall be reported 
separately 

  

France  

 
MEDEF, AFEP-AGREF 
 
 

1) Each Board should 
appoint an audit 
committee, the duties of 
which are inseparable 
from those of the Board 
... which is responsible 
for approving the 

1) The committee does 
not act in the place of the 
board, 2) The main tasks 
of the audit committee 
are: a) to review the 
accounts and ensure the 
relevance and 

1) the committee should 
steer the procedure for 
selection of the statutory 
auditors, 2) selection of 
the statutory auditors or 
extension of their terms 
should be preceded by a 

1) The committee should 
obtain disclosure of the 
fees paid to the auditors' 
firm and network and 
ensure that the share that 
they represent in the 
turnover of the firm will 

 It should be possible to 
hold these interviews, if 
the committee so wish, 
out of the presence of the 
corporation's general 
management 
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The Corporate 
Governance of Listed 
Companies 
 
October, 2003 
 
(Single-Tier System, 
Civil Law) 
 
 

corporate accounts and 
for preparing the 
consolidated accounts, 2)  
Approving the accounts 
is the main occasion on 
which the Board assumes 
two of its essential 
duties: … verification of 
the reliability and clarity 
of the information to be 
provided to the 
shareholders and the 
market, 3) The review of 
accounts, the monitoring 
of internal auditing, and 
the selection of statutory 
auditors should be 
subject to preparatory 
work by specialized 
committees of the Board, 
4) The proportion of 
independent directors on 
the audit committee 
should be raised to two-
thirds and the committee 
should not include any 
corporate officer, 5) 
When extension of the 
term of office of the audit 
committee's chairman is 
proposed by the 
appointments committee, 
it should be specially 
reviewed by the Board, 
6)  One should avoid the 
appointment to a 
corporation A's audit 
committee of a director 
from a company of 
whose similar committee 
a director from 
corporation A is a 
member 

consistency of 
accounting 
methods used in drawing 
up the corporation's 
consolidated and 
corporate accounts; b) to 
ensure in-house 
procedures for the 
collection and review of 
information, 3) The 
central concern is to 
assess the reliability of 
the systems whereby the 
accounts are 
drawn up and the validity 
of methods selected to 
account for material 
transactions, rather than 
to go into details of the 
accounts, 4) As regards 
internal audit and risk 
review, the committee 
should review the 
material risks 
and off-balance-sheet 
commitments, interview 
the person in charge of 
internal audit, 
issue an opinion 
regarding that 
department's 
organization, and be 
informed of its 
programme of work, 5) 
Rules laying down the 
duties and mode of 
operation should be 
drafted by the audit 
committee 
and approved by the 
Board 

tender offer supervised 
by the audit committee 

not affect independence, 
2) The duration of the 
term of office [of the 
auditor] also helps ensure 
their independence, 3)  
rotation of the statutory 
auditors' term is 
especially desirable, 4) 
the statutory auditing 
assignment should be 
exclusive of any other, 5) 
the statutory auditing 
assignment should be 
exclusive of any other, 6) 
subject to prior approval 
from the audit 
committee, services that 
are accessoryor directly 
complementary to 
auditing may be 
performed 

Germany  
 

1) The Supervisory 
Board shall set up an 

The … Audit Committee 
handles issues of 

The Supervisory Board 
commissions the auditor 

Prior to submitting a 
proposal for election, the 
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Government Commission 
 
German Corporate 
Governance Code 
 
May, 2003 
 
(Two-Tier System, Civil 
Law) 

Audit Committee which, 
in particular, handles 
issues of accounting and 
risk management, the 
necessary independence 
required of the auditor, 
the issuing of the audit 
mandate to the auditor, 
the determination of 
auditing focal points and 
the fee agreement, 2) The 
Chairman of the Audit 
Committee should not be 
a former member of the 
Management Board of 
the company, 3) The 
Chairman of the 
Supervisory Board 
should not be Chairman 
of the Audit Committee  

accounting and risk 
management, the 
necessary independence 
required of the auditor, 
the issuing of the audit 
mandate to the auditor, 
the determination of 
auditing focal points and 
the fee agreement 

to carry out the audit and 
concludes an agreement 
on the latter’s fee 

Supervisory Board or, 
respectively, the Audit 
Committee shall obtain a 
statement from the 
proposed auditor stating 
whether its independence 
[could be questioned] 

Greece  
 
Committee on Corporate 
Governance in Greece 
under the co-ordination 
of the Capital Market 
Commission 
 
Principles on Corporate 
Governance in Greece, 
Recommendations for its 
Competitive 
Transformation 
 
October, 1999 

The establishment of an 
Internal Audit Committee 
should be encouraged, 2) 
The meetings of the sub-
committee should take 
place regularly, two or 
three times per year, 3) 
Should include in its 
composition at least three 
non-executive members 
of the Board of Directors 
 

1)… will 
consist of non-executive 
members of the Board of 
Directors whose power 
and duties are clearly 
described during the 
approval of their 
appointment by the 
general shareholder 
meeting, 2) Should be 
established as a sub-
committee of the Board 
of Directors to which it is 
accountable and should 
inform regularly, 3) The 
operation of the 
subcommittee should be 
characterized by clearly 
defined reference terms, 
which describe 
adequately participation, 
authority and duties, 4) 
Should disclose its 
composition in the 
corporation’s annual 

1) Should communicate 
with the internal 
(independent) and 
external auditors of 
the corporation with the 
purpose of achieving a 
settlement of all 
unresolved issues in the 
corporation, 2)  The 
members of the Board of 
Directors should disclose 
to the Internal Audit 
Committee all necessary 
information regarding the 
prospects of the 
corporation  
 

1) The Board of 
Directors should ensure 
the general shareholder 
meetings that the 
external auditors have no 
relationship with the 
corporation, directly or 
indirectly, which could 
affect their judgment and 
evaluation, 
2) The Board of 
Directors should ensure 
the general shareholder 
meetings that the internal 
(independent) auditors 
are given the required 
financial and operating 
autonomy to accomplish 
their task completely 
 

Information should be 
prepared, audited and 
disclosed according to 
the prevailing rules of the 
European Union and 
should be in the spirit of 
the rules of the 
Organisation 
for Economic Co-
ordination and 
Development  
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report 
Italy  
 
Committee for the 
Corporate Governance of 
Listed Companies 
 
Corporate Governance 
Code 
 
(Preda Code) 
 
July, 2002 
 
 

The board of directors 
shall establish an internal 
control  
committee…made up of 
non-executive directors, 
of which the majority 
shall be independent 
 
 

The internal control 
committee shall: 
a) assess the work 
programme prepared  
for internal control; 
b) assess the 
appropriateness of the 
accounting 
standards; 
c) assess the proposals 
put forward by auditing 
firms to obtain the audit 
engagement, the work 
programme for carrying 
out the audit and the 
results thereof; 
d) report to the board of 
directors on its activity 
and the adequacy 
of the internal control 
system at least once 
every six months; 
e) perform the other 
duties entrusted to it by 
the board of directors, 
particularly as regards 
relations with the 
auditing firm 

  
 

  

Lithuania  
 
National Stock Exchange 
of Lithuania 
 
The Corporate 
Governance code for the 
Companies Listed on the 
National Stock Exchange 
of Lithuania 
 
2004 

1) It is recommended that 
the collegial body should 
establish the 
Audit, … committee, 
composed mainly of the 
members of the collegial 
body, who are not 
affected by the conflict of 
interest and who satisfy 
independence criteria, 2) 
Members of the 
committees should 
possess qualifications 
and expertise, necessary 
for performance of the 
functions 

The Audit committee 
should monitor and 
evaluate the 
scope of the company's 
audit being performed, its 
results, price, 
independence and 
objectivity of the auditor 
and the audit inspectors 
and submit proposals 
concerning these 
issues to the general 
meeting 
 

1) The Audit committee 
should monitor and 
evaluate the 
…independence and 
objectivity of the auditor 
and the audit inspectors 
and submit proposals 
concerning these issues 
to the general meeting, 2) 
It is recommended that 
the company's 
supervisory board and, 
where it is not set up, the 
company's board should 
propose 
a candidate firm of 

1) The mechanism of the 
selection of the 
company's auditor 
should ensure 
independence of the firm 
of auditor's conclusion 
and opinion, 2) It is 
recommended that the 
company should disclose 
to its shareholders the 
level of fees paid to the 
firm of auditors for non-
audit services rendered to 
the company, 3) In order 
to ensure rotation of the 
firms of auditors 
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delegated to the 
committee concerned 
 
 

auditors to the general 
shareholders’ meeting 
 

conducting the 
company’s audit, it is 
recommended that the 
maximum term for 
conducting of the audit 
by the same firm of 
auditors should be fixed 
in the company’s Articles 
of Association, 4) Where 
the company decides not 
to carry out 
rotation of the firms of 
auditors, it is 
recommended that the 
audit inspector in charge 
of the company’s audit 
should be 
changed at least once in 
five years 

Malta  
 
Working Group of the 
Malta Stock Exchange 
 
The Code of Principles of 
Good Corporate 
Governance 
 
October, 2001 

1) It is good practice for 
the Board to create and 
maintain an Audit 
Committee in order to 
review procedures and 
internal control systems, 
2) It is accepted best 
practice for a non-
executive Director to 
chair the Audit 
Committee, for a 
majority of the members 
of this committee to be 
non-executive Directors 
and for the independent 
auditor and head of 
internal audit to attend 
meetings of this 
committee 

1) The Board should 
determine the terms of 
reference, life span, 
composition, role and 
function of such 
committee and should 
establish, maintain and 
develop appropriate 
reporting procedures, 2) 
The Audit Committee’s 
primary purpose is to 
protect the interests of 
the company’s 
shareholders and assist 
the Directors in 
conducting their role 
effectively, 3)  The Board 
should ensure that the 
Audit Committee 
establishes internal 
procedures and should 
monitor these on a 
regular basis, 4) The 
scope of this 
Committee’s 
responsibilities should 

The Audit Committee 
should also ensure that 
access between the 
internal and external 
auditors of the Company 
is open and constructive. 
the Board should satisfy 
itself that any issues 
raised by the external 
auditor and 
communicated to the 
Company have been 
adequately addressed. 
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include: to assist the 
Board of Directors in 
fulfilling its monitoring 
responsibility over the 
financial reporting 
processes, financial 
policies and internal 
control structures; 
maintain communications 
on such matters between 
the Board, management, 
the independent auditors 
and the internal auditors; 
and preserving the 
company’s assets by 
understanding the 
Company’s risk 
environment and 
determining how to deal 
with those risks 

Poland  
 
�����#���������
 ����������
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Best Practices in Public 
Companies in 2002 
 
2002 
 
(Two-tier System, Civil 
Law) 

   When choosing an entity 
which is to provide 
expert services, 
including, in particular, 
the services 
of an expert auditor... the 
company 
should consider whether 
there exist circumstances 
limiting the 
independence of this 
entity when 
performing the entrusted 
tasks, 2) Without consent 
of at least one 
independent member of 
the supervisory board, no 
resolutions should be 
adopted on appointment 
of an expert auditor to 
audit the financial 
statements of the 
company, 3) The expert 
auditor should be 
selected by the 
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supervisory board or 
general meeting of the 
company, upon receiving 
recommendations from 
the supervisory board 

Poland  
 
Polish Corporate 
Governance Forum 
 
The Corporate 
Governance Code for 
Polish Listed Companies 
 
June, 2002 
 
(Two-tier System, Civil 
Law) 
 
 

1) The supervisory board 
may establish an audit 
committee, compose 
mainly of independent 
members of the board, 2) 
the committee is 
responsible for 
monitoring the financial 
situation of the company 
and its accounting 
system, 3) in doing so, 
the committee 
communicates with the 
auditor 

  1) The appointment 
process of the company’s 
auditor should ensure 
independence of the 
auditor’s opinion, 2) the 
company auditor should 
be appointed by the 
supervisory board or 
recommended thereby for 
appointment to the 
shareholder’s general 
meeting, 3) the relevant 
resolution of the 
supervisory board should 
require a “yes” vote of at 
least two independent 
board members, 4) the 
board should consider the 
value of other services 
provided to the company 
by the potential candidate 
firms, 5) the company 
should publish 
information on the value 
of other services 
provided by the auditor, 
6) at least once every five 
years the company 
should appoint a new 
auditor, 7) as an absolute 
minimum, the company 
should publish what 
votes were cast by the 
independent members 
when selecting the 
auditor 

  

Portugal  
 
National Commission on 
the Securities Market 

The board is encouraged 
to create internal control 
committees with powers 
conferred for matters in 

The function of 
committees should be  
informative and 
consultative, since they 
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Recommendations on 
Corporate Governance 
 
February, 2000 

which there are potential 
situations of conflict of 
interests, such as the 
nomination of directors 
and managers, the 
analysis of the 
remuneration policy and 
assessment of the 
corporate structure and 
governance 

are not supposed to 
replace the board 
in decision taking but 
rather provide 
information, advice and 
proposals 

Romania  

 
International Center for 
Entrepreneurial Studies, 
University of Bucharest 
 
Corporate Governance 
Initiative For 
Economic Democracy In 
Romania 
 
June, 2000 
 
 
 

      

Russia  
 
Federal Commission for 
the Securities Market 
 
Corporate Governance 
Code 
 
(Two-tier System, Civil 
Law) 
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consideration of the most 
important issues falling 
within its competence: 
the audit committee 
should provide for 
control over the financial 
and business 
operations of the 
company, 2) it is 
advisable that the board 
approves a by-law 

1) The main functions 
vested in the audit 
committee is to develop 
recommendations 
for the board of directors 
on selection of an 
independent audit 
organization (auditor), as 
well as interaction with 
the audit commission of 
the company and the 
independent audit 
organization 
(auditor) of the company, 
2) prior to its submission 
for approval by the 
general shareholders 
meeting, the 
opinion rendered by the 

1) The audit committee 
should evaluate each 
nominee auditor of the 
company, 2) The audit 
committee should 
evaluate whether the 
audit is made in 
accordance with the 
established procedure 
and whether the 
independent audit 
organization (auditor) 
omitted 
any matters in carrying 
out the audit, 3) In this 
connection, the opinion 
of the independent audit 
organization (auditor) 
should be presented for 

The board of directors, is 
primarily interested in the 
selection of an 
independent audit 
organization 
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providing procedures for 
establishment and 
operations, committees of 
the board of directors are 
headed by members of 
the board of directors 
who do not hold official 
positions with the 
company, 3) In order to 
provide due objectivity, 
the audit committee 
should include only 
independent directors, 4)  
If, for objective reasons, 
this is impossible, the 
audit committee should 
be headed by an 
independent director and 
its members should be 
independent and non-
executive directors  

independent audit 
organization (auditor) of 
the company should be 
presented for evaluation 
by the audit committee, 
3) it is not advisable that 
persons holding official 
positions with the 
company or a legal entity 
competing with the 
company should be 
members of the audit 
committee 
 
 
 
 

evaluation by the audit 
committee of the 
company before it is 
presented to 
shareholders at a general 
shareholders meeting 
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Slovak Republic  

 
Financial Market 
Authority 
 
Corporate Governance 
Code Based on the 
OECD Principles 
 
September, 2002 
 
(Two-tier System, Civil 
Law) 
 
 

1) It should be regarded 
as best practice that the 
companies listed on the 
Bratislava Stock 
Exchange establish audit, 
committees, which over a 
5-year period are 
comprised of a majority 
of independent members, 
2) at least three 
independent members of 
the supervisory board 
with written terms of 
reference which deal 
clearly with its authority 
and duties, 3) The 
members of the 
committee should be 
named in the report and 
accounts and should 
report initially to the 
supervisory board and 
should be available to 
report to the shareholders 
at the general meeting 

 The executive and 
supervisory boards 
should establish formal 
and transparent 
arrangements for 
maintaining an 
appropriate relationship 
with the company’s 
auditors 
 

The duties of the audit 
committee should include 
keeping under review the 
independence and 
objectivity of the auditors 
 

The audit should be 
carried out to the highest 
international accounting 
standards 
 

 

Slovenia  
 
Ljubljana Stock 
Exchange, 
 
Corporate Governance 
Code 
 
March 2004 
 
(Two-tier System, Civil 
Law) 

1) The Supervisory 
Board may appoint an 
Audit Committee, 2) Its 
duties are: supervision of 
risk control, internal 
audit and the system of 
internal control, advising 
in the process of 
selection of the 
independent auditor and 
in preparation of his 
contract, and co-
operation in 
determination of audit 
focal areas, 3)  The Audit 
Committee shall 
evaluate the annual report 
and inform the 
Supervisory Board about 
its findings 

The committees of the 
Supervisory Board may 
not take any decision in 
place of the Supervisory 
Board, but they may 
prepare proposals and 
documents and may act 
in an advisory capacity to 
the members of the 
Supervisory Board 
 

1) The Supervisory 
Board must endeavor to 
propose an independent 
auditor who is in a 
position to perform the 
auditing independently, 
objectively and in 
compliance with auditing 
standards, 2)  The 
appointed auditor shall be 
present at a General 
Meeting of Shareholders, 
3)  If there is no special 
Audit Committee in the 
company, the appointed 
auditor shall be present at 
the Supervisory Board 
meetings where 
decisions about the 
annual report or the 

1) The candidate for 
auditing services should 
not come from an 
auditing company that 
already performs 
advisory services for the 
company 
or when these auditing 
services represent 30% or 
more of the auditing 
company’s total income, 
2)  Shareholders shall as 
well be informed of any 
fact or circumstances, 
which could cause a 
conflict of interest for the 
proposed auditor, 3) The 
company shall not 
appoint the same auditor 
for more than 5  

Auditing must be 
conducted in line with 
professional and ethical 
principles and standards, 
applied in the 
Republic of Slovenia 
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 Audit committees Audit committee 

mandate and duties 
Relationship with 
external auditor 

Ensuring auditor 
independence 

Audit standards Private meetings with the 
auditor 

 system of internal control 
and risk management are 
taken 

successive years 
 

Spain  
 
)�������������
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*��������+��
The Markets And In 
Listed Companies 
 
January, 2003 
 
(One-tier System, Civil 
Law) 
 

1)The Law of Measures 
to Reform the Financial 
System requires listed 
companies to have an 
Audit Commission, the 
appointment of the Audit 
and Control 
Commission’s members 
corresponds to the Board 
of Directors, 2) Those  
members should all be 
external directors and the 
proportion of domanial 
and independent directors 
should be similar to that 
on the Board itself., 3) 
The Audit Commission’s 
chairman should be an 
independent director 
 
 

1) Preparation of an 
annual report on the 
activities of the Audit 
and Control Commission 
which must be included 
in the directors’ report, 2) 
Expressing its opinion on 
the annual accounts and 
quarterly and half-yearly 
accounts that must be 
delivered to the markets’ 
regulatory or supervisory 
bodies, disclosing the 
internal control systems, 
the monitoring and 
compliance through 
internal audits and, if 
appropriate, the 
accounting criteria 
applied, 2)  The 
Commission must also 
inform the Board about 
changes in accounting 
criteria and about on- and 
off-balance sheet risks 

1) The power to report on 
and propose the 
selection, appointment, 
reappointment and 
removal of the external 
auditor, and the 
conditions of his/her 
engagement, 2) That 
power cannot be 
delegated to the 
management or to any 
other company body 
 

   

Turkey  
 
Capital Markets Board of 
Turkey 
 
Corporate Governance 
Principles 
 
June, 2003 

An audit committee in 
charge of supervision of 
the financial and 
operational activities of 
the company should be 
established. 
 

1) The audit committee 
should supervise whether 
or not periodic financial 
statements and its 
footnotes are prepared in 
accordance with the 
current legislation and 
international accounting 
standards and should 
declare its opinion to the 
board in writing upon 
receiving the opinion of 
the independent 
audit firm, 2) The audit 
committee should 
convene at least once in 
three months and submit 

1) The committee should 
be entitled to 
invite any executive, 
internal and external 
auditors to the committee 
meetings 
and to obtain their 
opinions, 2) The internal 
auditor also reports to the 
audit committee 
 

1) Appointment of the 
external audit firm, 
preparation of audit 
agreements and initiation 
of audit process and all 
activities of the external 
audit firm should 
be made under the 
surveillance of the audit 
committee, 2) 
Appointment of the 
external audit firm and 
the services to be 
provided thereby should 
only be submitted to the 
board upon the 
preliminary approval 
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 Audit committees Audit committee 

mandate and duties 
Relationship with 
external auditor 

Ensuring auditor 
independence 

Audit standards Private meetings with the 
auditor 

the outcome of such 
meeting to the board 

by the audit committee 

UK  
 
The Combined Code on 
Corporate Governance 
 
July, 2003 
 
(One-tier system, 
Common Law) 

1) The board should 
establish an audit 
committee of at least 
three, or in the case of 
smaller companies two, 
members, who should all 
be independent non-
executive directors,2) 
The board should satisfy 
itself that 
at least one member of 
the audit committee has 
recent and relevant 
financial experience, 3) 
The terms of reference of 
the audit committee, 
including its role and the 
authority delegated to it 
by the board, should be 
made available 

The main role and 
responsibilities of the 
audit committee should 
be set out in written 
terms of reference and 
should include: to 
monitor the integrity of 
the financial statements, 
and any formal 
announcements relating 
to the company’s 
financial performance; 
to review the company’s 
internal control and risk 
management systems; 
to monitor and review the 
effectiveness of the 
company’s internal 
audit function; 
to make 
recommendations to the 
board, for their approval 
in general meeting, in 
relation to the 
appointment, re-
appointment and removal 
of the external auditor 
and terms of engagement 
of the external auditor; 
to review and monitor the 
external auditor’s 
independence and; 
to develop and 
implement policy on the 
engagement of the 
external auditor to supply 
non-audit services 

The board should 
establish formal and 
transparent arrangements  
for maintaining an 
appropriate 
relationship with the 
company’s auditors. 

   

Global 
 
OECD 
 
The OECD Principles of 
Corporate Governance 

1) Boards should 
consider assigning a 
sufficient number of non-
executive board members 
capable of exercising 
independent judgement 

1) The practice that 
external auditors are 
recommended by an 
independent audit 
committee of the board 
or an equivalent body 

An annual audit should 
be conducted by an 
independent, competent 
and qualified, 
auditor in order to 
provide an external and 
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 Audit committees Audit committee 

mandate and duties 
Relationship with 
external auditor 

Ensuring auditor 
independence 

Audit standards Private meetings with the 
auditor 

 
April, 2004 
 
(One and Two-tier 
Systems, both Civil and 
Common Law) 

to tasks where there is a 
potential for conflict of 
interest, 2) When 
committees of the board 
are established, their 
mandate, composition 
and working procedures 
should be well defined 
and disclosed by the 
board, 3) It is 
increasingly common for 
external auditors to be 
recommended by an 
independent audit 
committee of the board 
or an equivalent body 
and to be 
appointed either by that 
committee/body or by 
shareholders directly  
 
 

and that external auditors 
are appointed either by 
that committee/body or 
by the shareholders’ 
meeting directly can be 
regarded as good practice 
since it clarifies that the 
external auditor should 
be accountable to the 
shareholders, 2) In order 
to evaluate the merits of 
board committees it is 
therefore important that 
the market receives a full 
and clear picture of their 
purpose, duties and 
composition, 3)  Such 
information is 
particularly important in 
the increasing number of 
jurisdictions where 
boards are establishing 
independent audit 
committees with powers 
to oversee the 
relationship with the 
external auditor and to 
act in many cases 
independently 

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 
 

 
Internal Control, Related Parties and Conflicts of Interest, and Other 

 Ownership and 
control 

Related party 
transactions 

Conflicts of interest Share trading and 
insider trading 

Internal control Remuneration Provision of 
information to 
directors 
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Internal Control, Related Parties and Conflicts of Interest, and Other 
 Ownership and 

control 
Related party 
transactions 

Conflicts of interest Share trading and 
insider trading 

Internal control Remuneration Provision of 
information to 
directors 

Austria 
 
Austrian Working 
Group on Corporate 
Governance 
 
Austrian Code of 
Corporate 
Governance 
 
November, 2002 
 
(Two-tier System, 
Civil Law) 

Required, 1) 
company discloses 
any changes in the 
shareholder structure, 
at  threshold  
multiples of 5 
percent, 2) disclose 
the shareholder 
structure by 
geographical origin 
and type of investor, 
any cross-holdings, 
the existence of 
syndicate agreements, 
restrictions on voting 
rights, and registered 
shares 

Required disclosure 
to the supervisory 
board 

Required disclosure 
to the supervisory 
board: 1) if a 
supervisory board has 
a conflict of interest, 
they disclose this to 
the chairperson of the 
supervisory board, 2) 
if the chairperson of 
the supervisory board 
has a conflict of 
interest, they shall 
disclose this to their 
deputy 

1) Required for 
management and 
supervisory board 
members within 7 
days of the 
transaction, 2) 
exempt bellow 
10,000 Euros 

Reports to 
management board 
not the supervisory 
board 

  

Belgium  

 
Belgian Commission 
for Corporate 
Governance 
 
Corporate 
Governance for 
Belgian Listed 
Companies 
 
December, 1998 
 
(One-tier System, 
Civil Law) 
 

  Information about the 
relevant interests of 
directors should be 
disclosed 
in the annual report 

  1) The total amount 
of the non-executives 
directors’ 
remuneration 
separately in the 
annual report and 
both the fixed and the 
variable part of the 
remuneration 2) the 
principles underlying 
the calculation of the 
variable part should 
be disclosed 
3) The membership of 
the remuneration 
committee should be 
disclosed in the 
annual report 

Access to  
information is in 
particular the 
responsibility of the 
chairman, who may 
be assisted by the 
secretary to 
the board 

Brazil  
 
Comissao de Valores 
Mobiliários  
 
CVM 
Recommendations on 
Corporate 
Governance 

 The board of 
directors should 
ensure that 
transactions among 
related parties are 
clearly reflected in 
the financial 
statements 
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control 
Related party 
transactions 

Conflicts of interest Share trading and 
insider trading 

Internal control Remuneration Provision of 
information to 
directors 

 
 
 
June, 2002 
 
(Two-tier System, 
Civil Law) 
Brazil  
 
Brazilian Institute of 
Corporate 
Governance  
 
Code of Best Practice 
of Corporate 
Governance 
 
 
 
April, 2001 
 
(Two-tier System, 
Civil Law) 
 

     Best corporate 
governance practices 
recommend that the 
annual report specify 
the stock ownership 
and remuneration of 
each of the board 
members and 
directors 

All members of the 
supervisory board 
may request copies of 
the minutes of board 
of directors meetings, 
financial statements, 
in addition to 
clarifications and 
detailed information 

Bulgaria  
 
Corporate 
Governance Initiative 
for Bulgaria 
 
Corporate 
Governance 
Guidelines 
 
2001 
 

  An obligation to 
declare before the 
other board members 
the possible existence 
of a conflict of 
interest 
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 Ownership and 

control 
Related party 
transactions 

Conflicts of interest Share trading and 
insider trading 

Internal control Remuneration Provision of 
information to 
directors 

Canada  

 
Joint Committee on 
Corporate 
Governance 
 
Beyond Compliance: 
Building a Corporate 
Governance Culture 
(Saucier Report) 
 
November, 2001 
 
(One-tier System, 
Common Law) 

    1) [The board has 
responsibility for] … 
the integrity of the 
corporation’s internal 
control and 
management 
information systems,  
2) There are many 
aspects of the audit 
committee’s 
relationship with 
the internal audit 
function that are 
important for the 
oversight of 
internal control and 
culture, 3) Where a 
corporation has an 
internal audit 
function, the audit 
committee should 
approve its mandate, 
ensure it has adequate 
resources, and 
that the director of 
internal audit has 
direct and open 
communication 
with the committee 

  

Canada  
 
Toronto Stock 
Exchange 
 
Guidelines for 
Improved Corporate 
Governance 
 
(Dey Report) 
 
1994 
 
(One-tier System, 
Common Law) 

    1) It is the 
responsibility of the 
audit committee to 
ensure that 
management has 
designed and 
implemented an 
effective system of 
internal control, 2) 
The audit committee 
should have direct 
communication with 
the internal … auditor 
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Internal Control, Related Parties and Conflicts of Interest, and Other 
 Ownership and 

control 
Related party 
transactions 

Conflicts of interest Share trading and 
insider trading 

Internal control Remuneration Provision of 
information to 
directors 

Commonwealth  

 
Commonwealth 
Association of 
Corporate 
Governance 
 
CACG Guidelines: 
Principles for 
Corporate 
Governance in the 
Commonwealth 
 
November, 1999 
 
(One-tier System, 
Common Law) 

  Full and timely 
disclosure of any 
conflict, or potential 
conflict, must be 
made known to the 
board 

 The board should 
implement a formal 
internal audit function 

 1) It should also 
adopt efficient and 
timely methods for 
informing and 
briefing 
board members prior 
to meetings, 2)  The 
information needs of 
the board should be 
well defined and 
regularly monitored., 
3) Each board 
member has a 
responsibility to be 
satisfied that, 
objectively, they have 
been furnished with 
all the material facts 
before making a 
decision 

Cyprus  
 
Corporate 
Governance Code 
 
September, 2002 as 
amended in 
November, 2003 
 
(One-tier System, 
Civil Law) 

 Directors and 
executive directors 
should announce 
immediately to the 
Board and 
shareholders through 
the annual financial 
statements regarding 
any material interest 
that might arise from 
transactions of the 
company 

Directors and 
executive directors 
should announce 
immediately to the 
Board and 
shareholders through 
the annual financial 
statements any other 
conflict of interests 
with those of the 
company or related to 
it companies, that 
arises from the 
exercise of their 
duties 

 1) Directors should 
annually review the 
effectiveness of 
internal controls, and 
procedures which 
confirm the accuracy, 
completeness and 
validity of 
information that is 
given to investors and 
certify this in the 
report on corporate  
governance,2) The 
review should cover 
all systems of internal 
control, including 
financial, operational 
as well as compliance 
and risk 
management,3)  
Companies without 
Internal Control, 
should examine 
annually the need and 

1) The Board of 
Directors should 
submit an annual 
Remunerations 
Report to 
shareholders, 2) The 
Company’s report on 
corporate governance 
should contain a 
statement on 
remuneration policy 
and related criteria as 
well as details of the 
remuneration of both 
executive and non-
executive 
directors 
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 Ownership and 

control 
Related party 
transactions 

Conflicts of interest Share trading and 
insider trading 

Internal control Remuneration Provision of 
information to 
directors 

report and justify in 
the report on 
Corporate 
Governance, 
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Law and regulations, 
apart from cases that 
are known 

Czech Republic  
 
 
(Two-tier System, 
Civil Law) 
 
Based upon OECD 
Principles 

 Members of the board 
and managers should 
be required to 
disclose any material 
interests in 
transactions… 
affecting the 
company 

Members of the board 
and managers should 
be required to 
disclose any material 
interests in … matters 
affecting the 
company 

 The board should be 
accountable to the 
shareholders and 
ensure proper internal 
controls to safeguard 
shareholders' 
investment and the 
company's assets, 2) 
The board should 
review the 
effectiveness of the 
company's 
system of internal 
control and report to 
shareholders on 
financial, operational 
and compliance 
controls and risk 
management, 3 
Companies which do 
not have an internal 
audit function should 
from time to time 
review the need for 

 1) Management has 
an obligation to 
provide the board 
with appropriate and 
timely information, 2) 
directors should make 
further enquiries 
where necessary, 3) 
the chairman should 
ensure that all 
directors are properly 
briefed on issues, 4) 
Both the executive 
and supervisory board 
members should act 
on a fully informed 
basis 
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Related party 
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insider trading 
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directors 

one 
Denmark  
 
Report on Corporate 
Governance in 
Denmark 
 
The Copenhagen 
Stock Exchange 
Committee on 
Corporate 
Governance 
 
(Norby Committee) 
 
December, 2003 
 
(Two-tier System, 
Civil Law) 

    It is recommended 
that the company’s 
annual report contains 
information about the 
company’s risk 
management 
activities, 2) The 
supervisory board 
should at least once a 
year review and 
assess the internal 
control systems 
within the company 
as well as the 
management’s 
guidelines for and 
monitoring of such 
systems 

It is recommended 
that the annual report 
contains information 
on the principles and 
size of the total 
remuneration to the 
members of the 
supervisory board and 
the executive board 

In all circumstances 
the executive board 
must ensure that the 
supervisory board is 
provided with 
essential information, 
whether the 
supervisory board has 
requested it or not 

Europe  
 
European Association 
of Securities Dealers 
(EASD) 
 
Corporate 
Governance 
Principles and 
Recommendations 
 
May, 2000 
 
(Both One and Two-
Tier Systems) 

1) Disclosures should 
cover: significant 
shareholders if known 
including cash-flow 
rights, voting power, 
diagrams of 
ownership and 
control cascades, 
crossshareholdings 
and guarantees, 
shareholder 
agreements, special 
voting rights, 2) 
Disclosures should 
cover: its board 
members and key 
executives, their 
characteristics, terms 
of office, 
remuneration and 
shareholdings in the 
company 

1) Disclosures should 
cover: relations with 
the company where 
relevant and material, 
and directorships in 
other companies 
mentioning where 
they are reciprocal, 2) 
Disclosures should 
cover: related party 
transactions 

Conflicts of interest 
should be avoided 
and where they can 
not, must be properly 
managed and 
disclosed, 2)  
Disclosures should 
cover: relations with 
the company where 
relevant and material, 
and directorships in 
other companies 
mentioning where 
they are reciprocal, 3) 
Where material 
conflicts of interest 
occur, they should be 
disclosed 
a. at least to the 
board; b. where 
significant, to the 
shareholders (via a 
shareholder 
statement) 

  1) Internal controls 
should provide for the 
integrity of corporate 
data, 2) Disclosures 
should cover: internal 
controls, material 
foreseeable risk 
factors and their 
monitoring 
procedures 

Material elements of 
non-executive board 
members’ 
remuneration 
including their 
participation in 
pension 
arrangements, stock-
option plans or 
incentive schemes of 
whatever nature 
should be 
meaningfully 
disclosed at least in 
the aggregate 

It should be the 
Chairman’s 
responsibility that 
adequate and timely 
information is 
provided to board 
members ahead of 
meetings, and where 
necessary in between 

Europe   a policy of disclosure 1) a policy of  Disclosure policy   
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Internal control Remuneration Provision of 
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EBRD 
 
Sound Business 
Standards and 
Corporate Practices: 
A Set of Guidelines 
 
September, 1997 
 
(Both One and Two-
Tier Systems) 
 
 
 
 

of personal financial 
interest of Board 
members in company 
related transactions as 
well as a policy of 
non-involvement of 
Directors with a 
personal interest in 
matters to be decided 

disclosure of personal 
financial interest of 
Board members in 
conflict-of interest 
situations as well as a 
policy of non-
involvement of 
Directors with a 
personal interest in 
matters to be decided, 
2) internal controls 
should include: 
procedures to identify 
and report to the 
Board and, where 
appropriate, to 
shareholders 
situations of conflict 
of interest affecting 
Directors, managers 
or other senior 
employees of the 
company 

should  encompass: 
competent internal 
audit and compliance 
officers reporting to 
the Board of the 
company, with 
responsibility for 
auditing the 
compliance with 
internal procedures 
as well as for 
monitoring all aspects 
of legal compliance, 
professional good 
conduct and good 
business practice, 2) 
internal controls 
should include: 
procedures to identify 
and report to the 
Board and, where 
appropriate, to 
shareholders 
situations of conflict 
of interest affecting 
Directors, managers 
or other senior 
employees of the 
company 

Europe  
 
Euroshareholders 
 
Euroshareholders 
Corporate 
Governance 
Guidelines 2000 
 
February, 2000 
 
(Both One and Two-
Tier Systems) 

 Members of the board 
should be required to 
disclose their interests 
in transactions … 
affecting the 
company 

Members of the board 
should be required to 
disclose their interests 
in … matters 
affecting the 
company 
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control 
Related party 
transactions 

Conflicts of interest Share trading and 
insider trading 

Internal control Remuneration Provision of 
information to 
directors 

Finland  

 
HEX Plc, the Central 
Chamber of 
Commerce of Finland 
and the Confederation 
of Finnish Industry 
and Employers 
Working Group 
 
Corporate 
Governance 
Recommendation for 
Listed Companies 
 
December, 2003 
 
(One-Tier System, 
Civil Law) 
 
 
 
 
 

The company shall 
report the following 
information on 
directors:… 
shareholdings in the 
company, holdings 
and rights based on a 
share-related 
compensation system 
of the company 

1) The information on 
the board members 
and their holdings 
permits the 
shareholders to 
evaluate the operating 
capabilities of board 
members and their 
relationships to the 
company, 2) The 
company shall report 
the following 
information on 
directors: other 
simultaneous key 
positions of trust, 3) 
Each director shall 
provide the board 
with sufficient 
information that will 
allow the board to 
evaluate his/her 
qualifications and 
independence 

1) The information on 
the board members 
and their holdings 
permits the 
shareholders to 
evaluate the operating 
capabilities of board 
members and their 
relationships to the 
company, 2) The 
company shall report 
the following 
information on 
directors: other 
simultaneous key 
positions of trust, 3) 
Each director shall 
provide the board 
with sufficient 
information that will 
allow the board to 
evaluate his/her 
qualifications and 
independence 

…information on the 
insider administration 
procedures permits 
the shareholders to 
evaluate the insider 
administration of the 
company 

1) The company shall 
define the operating 
principles of internal 
control, 2) The 
company shall 
describe the criteria 
according to which 
the risk management 
is organized, 3) The 
company shall 
describe the manner 
in which the internal 
audit function of the 
company is organised 

1) The company shall 
describe the criteria 
for compensation of 
the members of the 
supervisory board, 2) 
The information of 
the … compensation 
criteria of the 
supervisory board 
permits the 
shareholders to 
evaluate the 
effectiveness of the 
operations of the 
supervisory board, 3) 
The company shall 
report the fees and 
other benefits of the 
directors for their 
board and committee 
work during the 
reporting year, 4) The 
shareholdings of the 
directors can be 
increased by paying 
the fees or part of the 
fees for board and 
committee work in 
the form of shares of 
the company, 5) It is 
not recommended 
that a non-executive 
director participate in 
a share-related 
compensation system, 
6) The company shall 
report the number of 
shares and share-
related rights granted 
to the directors in 
compensation during 
the reporting year, 7) 
The company shall 
describe the criteria 

The company shall 
provide sufficient 
information of the 
operations of the 
company to the 
directors 
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and decision-making 
procedure concerning 
the compensation 
system covering the 
managing director 
and other executives. 

France  

 
MEDEF, AFEP-
AGREF 
 
 
The Corporate 
Governance of Listed 
Companies 
 
October, 2003 
 
(Single-Tier System, 
Civil Law) 
 
 

 It is also desirable, at 
the time of review of 
the accounts, for the 
[audit] committee to 
consider the major 
transactions in 
connection with 
which conflicts of 
interest could have 
arisen 

It is also desirable, at 
the time of review of 
the accounts, for the 
[audit] committee to 
consider the major 
transactions in 
connection with 
which conflicts of 
interest could have 
arisen 

Directors must 
disclose transactions 
entered into in the 
corporation’s 
securities 

1) Each listed 
corporation should 
have reliable internal 
procedures to identify 
and evaluate its 
commitments and 
risks, and provide 
shareholders and 
investors with 
relevant information 
in this respect, 2) the 
annual report should 
specify the internal 
procedures set up to 
identify and monitor 
off-balance-sheet-
commitments, and to 
evaluate the 
corporation's material 
risks, 3) methods 
used for informing 
shareholders and 
investors regarding 
off-balance-sheet 
commitments 
and material risks 
should be developed 
and clarified 

 1) The Board ... 
should be 
informed in a timely 
fashion of the 
corporation's cash 
position, 2) 
Corporations are 
bound to provide … 
directors the 
information required 
for effective 
participation in 
proceedings of the 
Board, 3) ... should 
also include any 
relevant information, 
including criticism, 
relating to the 
corporation, such as 
articles in the press 
and financial 
analysts' reports, 4) 
Conversely, the 
directors are bound to 
request the 
appropriate 
information that they 
consider as necessary 
to perform their 
duties 

Germany  
 
Government 
Commission 
 
German Corporate 
Governance Code 
 

 Notes on the 
relationships with 
shareholders 
considered to be 
"related parties" 
pursuant to the 
applicable accounting 
regulations shall be 

In its report, the 
Supervisory Board 
shall inform the 
General Meeting of 
any conflicts of 
interest which have 
occurred together 
with their treatment 

The purchase or sale 
of shares in the 
company or of related 
purchase or sale 
rights (e.g. options) 
and of rights directly 
dependent on the 
stock market price of 

 The Consolidated 
Financial Statements 
shall contain 
information on stock 
option programmes 
and similar securities-
based incentive 
systems of the 

Providing sufficient 
information to the 
Supervisory Board is 
the joint 
responsibility of the 
Management Board 
and Supervisory 
Board 
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May, 2003 
 
(Two-Tier System, 
Civil Law) 

provided in the 
Consolidated 
Financial Statements 

the company by 
members of the 
management board 
and supervisory board 
of the company or its 
parent company and 
by related parties 
shall be reported 
without delay to the 
company 

company 

Greece  
 
Committee on 
Corporate 
Governance in 
Greece under the co-
ordination of the 
Capital Market 
Commission 
 
Principles on 
Corporate 
Governance in 
Greece, 
Recommendations for 
its Competitive 
Transformation 
 
October, 1999 

 Members of the 
Board of Directors 
and executive 
managers should be 
required to disclose 
information on any 
private material 
interest involved in 
transactions or other 
matters affecting the 
corporation 
 

Members of the 
Board of Directors 
and executive 
managers should be 
required to 
disclose information 
on any private 
material interest 
involved in 
transactions or other 
matters affecting the 
corporation 
 

Actions and 
transactions based on 
insider information or 
undertaken for private 
benefit 
should be prohibited 
 

Internal auditors 
should be subject to 
oversight in a 
satisfactory manner 
 

 Internal audit 
procedures should be 
established ensuring 
that all members of 
the Board have 
timely, full and 
equitable access to all 
information required 
for the exercise of 
their duties 
 

Italy  
 
Committee for the 
Corporate 
Governance of Listed 
Companies 
 
Corporate 
Governance Code 
 
(Preda Code) 
 
July, 2002 
 
 

 1) … the board of 
directors should 
establish guidelines 
and criteria for 
identifying such 
transactions, 2) The 
information provided 
to the shareholders’ 
meeting shall be 
sufficiently detailed, 
so as to allow the 
advantages the 
transactions offer the 
company to be 
understood, 3) The 

1) Directors who 
have an interest, even 
if only potential or 
indirect, in a 
transaction with 
related parties shall: 
promptly inform the 
board in detail of the 
existence of the 
interest and of the 
related circumstances; 
abandon the board 
meeting when the 
issue is discussed, 2)  
Directors’ 

 �����������	��
�
	������������
������������
���
�������������
��������������!����
����������	��������
���	�������
�������
��������
�����	�����������.�
������������	�0�����
��	����.����
������������	�

 The chairman shall 
call the meetings of 
the board and shall 
take steps to ensure 
that the members of 
the board are 
provided reasonably 
in advance of the date 
of the meeting 
(except in cases of 
necessity and as a 
matter of urgency) 
with the 
documentation and 
information needed 
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bodies with delegated 
powers shall also 
provide adequate 
information on 
transactions that are 
atypical, unusual or 
with related parties 
whose examination 
and approval are not 
reserved to the board 
of directors 
 
 

independence shall be 
periodically assessed 
by the board of 
directors on the basis 
of the information 
provided by each 
interested party, 3)  
The results of 
assessments shall be 
communicated to the 
market, 4) Every year 
the board shall collect 
data on the positions 
held by directors on 
the boards of 
directors or auditors 
of other listed 
companies and of 
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results in the report 
on operations 
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it and provide them 
with appropriate 
resources, 3)  the 
internal control 
system shall not be 
placed hierarchically 
under a person 
responsible for 
operations and 
shall report on their 
activity to the 
managing directors 
and to the internal 
control committee  
and the members of 
the board of auditors 
 
 

for the board to 
express an informed 
view on the matters it 
is required to examine 
and approve 
 

Lithuania  
 
National Stock 
Exchange of 
Lithuania 
 
The Corporate 
Governance code for 
the Companies Listed 
on the National Stock 
Exchange of 
Lithuania 
 
2004 

  It is recommended 
that information 
about the members’ 
professional 
background, 
qualifications, and 
potential conflicts 
of interest that may 
have an effect on the 
members’ decisions 
should be disclosed, 
2) a member of the 
company’s 
supervisory and 
management body 

The internal rules 
should contain a 
provision stipulating 
the obligation of the 
members of the 
company’s 
supervisory and 
management 
bodies and the 
company’s 
employees, who 
enjoy access to 
inside information, to 
immediately disclose 
information about 

The collegial body 
elected by the general 
shareholders’ 
meeting … should 
ensure integrity and 
transparency of the 
company's … control 
system. 
 

It is also 
recommended that 
information about the 
amount of 
remuneration 
received from the 
company and other 
income should be 
disclosed with regard 
to members of the 
company's 
supervisory and 
management bodies, 
2) Determination of 
the remuneration for 

The chairperson 
should ensure that 
information about the 
meeting being 
convened and its 
agenda are 
communicated to all 
members of the body, 
2) To enable the 
collegial body 
members to discharge 
their duties 
effectively, the 
company should 
furnish them with the 
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should, within 
reasonable time, 
inform other 
members of the same 
collegial body or the 
company’s body that 
has elected 
him/her, or to the 
company’s 
shareholders about a 
situation of a conflict 
of interest, indicate 
the nature of the 
conflict and value, 
where possible 

said transactions with 
the securities issued 
by the company to 
the company and its 
shareholders. 
 

the members of the 
company’s 
supervisory and 
management bodies 
should be based on 
transparent and clear 
principles and 
procedures 
 
 

relevant, accurate and 
timely information 
 
 

Malta  
 
Working Group of 
the Malta Stock 
Exchange 
 
The Code of 
Principles of Good 
Corporate 
Governance 
 
October, 2001 

 The Company should 
consider making 
available for 
inspection to its 
shareholders for a 
period not less than 
15 days particulars of 
service contracts and 
particulars of any 
contract in which a 
Director of the 
Company is 
materially interested 
and which is 
significant in relation 
to the business of the 
Company and its 
subsidiaries taken as 
a whole 

In certain   
circumstances it may 
be appropriate for the 
Board to disclose in a 
public document that 
an actual conflict or 
potential for conflict 
of interest has arisen 

It is the Directors’ 
responsibility not to 
make improper use of 
information acquired 
by them by virtue of 
their position as a 
Director 

The Board should 
regularly review 
processes and 
procedures to ensure 
the effectiveness of 
its internal systems of 
control, so that its 
decision-making 
capability and the 
accuracy of its 
reporting and 
financial results are 
maintained at a high 
level at all times 

1) Companies 
[remuneration 
committees] should 
set out a formal and 
transparent procedure 
for developing policy 
on executive 
remuneration and for 
fixing the 
remuneration 
packages of 
individual Director, 
2) The Annual Report 
should contain a 
report by the 
Remuneration 
Committee on the 
remuneration policy 
of the company and a 
brief outline of the 
remuneration of each 
directo, 3) Disclosure 
of directors’ 
remuneration is 
considered a 
significant element in 
the overall 
accountability of the 
directors towards 

1) Directors should 
ensure that they have 
sufficient and 
adequate information 
about the Company.  
2)The Board should 
set up internal and 
external reporting 
systems so that the 
Board is supplied, in 
a timely manner, with 
information in a form 
and of a quality 
appropriate to enable 
the Board to 
discharge its duties 
3)The Chairman is 
responsible primarily 
for the working of the 
Board and for 
ensuring that all 
relevant issues are on 
the Agenda supported 
by all available 
information 



 86 

Internal Control, Related Parties and Conflicts of Interest, and Other 
 Ownership and 

control 
Related party 
transactions 

Conflicts of interest Share trading and 
insider trading 

Internal control Remuneration Provision of 
information to 
directors 

shareholders with 
respect to their own 
remuneration, 4) The 
Company’s Annual 
Report should contain 
a statement made by 
the Remuneration 
Committee, or until 
such time as a 
Remuneration 
Committee is set up, 
the Board, which 
provides useful and 
meaningful 
information to 
shareholders on the 
effect of the 
company’s 
arrangements for 
remuneration policy 
including profit-
sharing, share options 
and pension benefits 

Poland  
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Best Practices in 
Public Companies in 
2002 
 
2002 
 
(Two-tier System, 
Civil Law) 

 Information on 
personal, actual, and 
organizational 
connections of a 
supervisory board 
member with a given 
shareholder, and, in 
particular, with the 
majority shareholder, 
should be available to 
public 

A supervisory board 
member should 
inform the remaining 
members of the board 
of any conflict of 
interest that arises, 
and should refrain 
from participating in 
discussions and from 
voting on passing a 
resolution on the 
issue in which the 
conflict of interest 
has arisen 

  The aggregate 
remuneration of all 
members of the 
supervisory board 
should be disclosed in 
the annual report 

 

Poland  
 
Polish Corporate 
Governance Forum 

The company should 
disclose up-to-date 
information on its 
current ownership 

The company should 
provide access to 
information about 
members of its 

Members of the 
management board 
and the supervisory 
board should be 

The company should 
regulate trading in its 
securities by its 
supervisory board 

Every year the 
supervisory board 
should present a 
report to the 

The company should 
provide access to 
information about 
members of its 
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The Corporate 
Governance Code for 
Polish Listed 
Companies 
 
June, 2002 
 
(Two-tier System, 
Civil Law) 
 
 

and control 
structures…. 

supervisory board, 
including… positions 
held with other 
companies 

obliged to disclose 
any conflicts of 
interest, 2) The 
company should 
provide access to 
information about 
members of its 
supervisory board, 
including…links to 
the company or the 
controlling 
shareholder, positions 
held with other 
companies… 

members, managers 
and any other persons 
who have privileged 
access to information 
so as to prevent any 
violation of the 
interests of 
shareholders and 
investors, and in 
particular the right of 
equal access to 
information 

shareholders on… the 
company’s system of 
internal controls and 
information policy 

supervisory board, 
including…the forms 
and amount of 
remuneration 

Portugal  
 
National Commission 
on the Securities 
Market 
 
Recommendations on 
Corporate 
Governance 
 
February, 2000 

Shareholder 
agreements regarding 
the exercise of rights 
in the company or 
regarding the 
transferability of 
shares, when relevant 
to the organisation of 
companies, should be 
disclosed to the 
public. 

It is recommended 
that, within the 
internal organisation 
of the company, 
specific regulations 
be established aimed 
at regulating 
situations of conflict 
of interest between 
members of the board 
and the company 
particularly regarding 
the prevention of 
improper use of 
business 
opportunities and 
company assets 

Information should be 
disclosed on the 
actual functions of 
each member of the 
board of directors and 
executive  
management of the 
company, as well as 
their positions in 
other companies, 2) It 
is recommended that, 
within the internal 
organisation of the 
company, specific 
regulations be 
established aimed at 
regulating situations 
of conflict of interest 
between members of 
the board and the 
company particularly 
regarding the 
prevention of 
improper use of 
business 
opportunities and 
company assets 

It is recommended 
that, within the 
internal organisation 
of the company, 
specific regulations 
be established aimed 
at regulating 
situations of conflict 
of interest between 
members of the board 
and the company 
particularly regarding 
the prevention of 
improper use of 
business 
opportunities and 
company assets 

Internal control 
procedures, besides 
the possibility of 
them having a 
significant impact on 
the  level of corporate 
efficiency, are thus 
privileged means to 
guarantee transparent 
corporate governance 

 The board should be 
informed, at all times, 
of the issued under 
discussion and 
decisions taken by the 
Executive Committee 
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Romania  

 
International Center 
for Entrepreneurial 
Studies, University of 
Bucharest 
 
Corporate 
Governance Initiative 
For 
Economic 
Democracy In 
Romania 
 
June, 2000 
 
 
 

 The board may 
submit A report 
identifying those 
family members of 
the board members 
and of the executive 
officers (including 
board members and 
managers of a 
subsidiary or manager 
of a branch of 
the company) who 
are doing business 
with the company 
(e.g. suppliers, 
dealers) 
 

Whenever a situation 
arises that could be 
regarded as a conflict 
of interest the person 
subject to the 
potential conflict 
shall so notify the 
other members of the 
Board or the 
shareholders’ 
representative, 2)  
The board may 
submit a report [that] 
shall disclose any 
potential conflicts of 
interest 
 

Where an executive 
officer is selling or 
buying the shares of 
the company in which 
he is working, 
either directly or 
indirectly, he shall 
notify the secretariat 
of the Board 
regarding this 
transaction 
 

1) The board shall 
provide the 
shareholders, 
gathered in ordinary 
or extraordinary 
meeting, a report 
regarding the 
effectiveness of the 
internal audit, 2) The 
auditor shall also 
analyze the practices 
and procedures of the 
internal control and 
of the internal 
auditors, and if he 
thinks that they are 
not adequate, based 
on written 
conclusions, he shall 
make 
recommendations to 
the shareholders and 
to the Board for their 
improvement 
 

The annual income of 
each Board member 
shall be disclosed by 
a detailed report, 
itemizing each 
element thereof 
(monthly payments 
and meeting fees) 
 

1) The essential 
information to he 
submitted to the 
board should include: 
The essential 
information to he 
submitted to the 
board should include: 
i.Working plans and 
annual budgets; 
ii.Capital, workforce 
and cash flow budget 
statements; 
iii.Quarterly and 
semi-annual 
performance 
indicators; 
iv.Audit reports; 
v.Notifications 
received from fiscal 
bodies; 
vi.Incidents or serious 
risks of accidents; 
vii.Failure to pay 
timely obligations; 
viii.Failure to collect 
receivables ; 
ix. Significant 
complaints; 
x.Any decision of the 
board or of a 
manager, head of 
section or other 
decision-maker which 
resulted in constraints 
being imposed on the 
company’s activities; 
xi.Proposals 
regarding association 
or collaboration with 
a third party; 
xii.Improvements to 
the marketing policy; 
xiii.Transactions 



 89 

Internal Control, Related Parties and Conflicts of Interest, and Other 
 Ownership and 

control 
Related party 
transactions 

Conflicts of interest Share trading and 
insider trading 

Internal control Remuneration Provision of 
information to 
directors 
involving substantial 
payments to 
customers or 
suppliers; 
xiv.Labour conflicts; 
xv.Proposals to 
manage financial risk 
by contractual clauses 
or hedging 
transactions, 2) This 
information may also 
be requested by 
shareholders of the 
Board  

Russia  
 
Federal Commission 
for the Securities 
Market 
 
Corporate 
Governance Code 
 
(Two-tier System, 
Civil Law) 

  Members of the board 
should immediately 
inform the board of 
directors through the 
secretary of the 
company of both such 
[a conflict of] interest 
and the grounds for it 
 

It is advisable that the 
board of directors 
approve a document 
regulating the use of 
insider information. 
This document may 
be incorporated into 
the company’s 
Regulation on 
Information 
Policy 
 

1) The board of 
directors should 
approve… 
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directors of the 
company, 3) one of 
the important 
functions of the board 
of directors - the 
guarantor of the 
rights of shareholders 
- is the establishment 
of a risk management 
mechanism, 
procedures should 
provide for prompt 
notification of the 
board of directors of 
all substantial 
deficiencies in the 
risk management 

It is recommended 
that the annual report 
… contain 
information on the 
total amount of 
remuneration and/or 
compensation of 
members of the board 
of directors 
 

1) If [the board of 
directors] rely solely 
on the information 
furnished by 
executive bodies, they 
will not be able 
properly to discharge 
their duties, 2) it is 
advisable that 
members of the board 
of directors demand 
additional 
information, when 
such information is 
necessary to make a 
balanced decision, 2) 
Members of the board 
of directors should 
have access to all 
information that 
they need to properly 
discharge their duties 
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mechanisms 
Slovak Republic  

 
Financial Market 
Authority 
 
Corporate 
Governance Code 
Based on the OECD 
Principles 
 
September, 2002 
 
(Two-tier System, 
Civil Law) 
 
 

 Members of the board 
and managers should 
be required to 
disclose any material 
interests in 
transactions or 
matters affecting the 
company and should 
abstain from 
participating in any 
vote on such 
transactions 
 

  1) The board should 
be accountable to the 
shareholders and 
ensure proper internal 
controls and auditing 
procedures,2) The 
executive and 
supervisory boards 
should establish 
formal and 
transparent 
arrangements for 
considering how they 
should apply … 
internal control 
principles  

 The managers of the 
company have an 
obligation to provide 
the executive board 
with appropriate and 
timely information. 
However, information 
volunteered by 
management is 
unlikely to be enough 
in all circumstances 
and members of the 
executive board 
should make further 
enquiries where 
necessary 

Slovenia  
 
Ljubljana Stock 
Exchange, 
 
Corporate 
Governance Code 
 
March 2004 
 
(Two-tier System, 
Civil Law) 

  In its report, the 
Supervisory Board 
shall inform the 
General Meeting of 
Shareholders of any 
conflicts of interest 
which have occurred 
together with their 
treatment 
 

1) Each member of 
the Supervisory 
Board is obliged to 
report to the company 
any change in his 
holdings of the 
company's or group 
company’s shares no 
later than in 24 hours 
after the transaction is 
concluded., 2) The 
company must 
publicly disclose this 
information. 
 

1) For protection of 
shareholders’ 
interests and the 
company’s assets, the 
Management Board 
shall provide for 
establishment and 
operation of a proper 
and effective system 
of internal control, 2) 
The persons, 
responsible for the 
area of internal 
control shall be 
directly accountable 
to the Management 
Board and impartial 
in their work 

1) The total 
compensation of the 
members of the 
Supervisory Board 
shall be reported in 
the Notes of the 
consolidated financial 
statements, 2)  
Compensation for 
each individual 
member should be 
reported 
 

The Management 
Board and the 
Supervisory Board 
are jointly 
accountable for 
providing timely and 
comprehensive 
information 
 

Spain  
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    Full access to the 
internal audit and the 
ability to express its 
opinion about the 
selection, 
appointment, 
reappointment and 

 The Board and the 
persons that comprise 
it must have the 
necessary information 
in order to improve 
their functions and 
make them more 
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The Markets And In 
Listed Companies 
 
January, 2003 
 
(One-tier System, 
Civil Law) 
 

removal of the 
internal audit 
manager, and 
participate 
in setting his/her 
remuneration, and the 
ability to express its 
opinion about this 
department’s budget 

efficient; it is their 
responsibility to 
identify and request 
that information 
 

Turkey  
 
Capital Markets 
Board of Turkey 
 
Corporate 
Governance 
Principles 
 
June, 2003 

  The audit committee 
should scrutinize full 
compliance with the 
in-house regulations 
and policies which 
aim to avoid any 
possible conflicts of 
interests that may 
arise among members 
of the board, the 
executives and other 
employees of the 
company and to 
prevent abuse of 
confidential 
information 
 

Under no conditions, 
may the confidential 
information and 
information that is 
not revealed to public 
and/or that comprises 
trade secrets be used 
for the benefits of the 
board  members, their 
spouses and third 
persons as per the 
relevant legislation 
 

1) The board should 
establish an internal 
control and risk 
management 
mechanisms,2) The 
board also takes all 
necessary measures 
for sound functioning 
of such mechanisms 
implemented, 3) The 
audit committee 
should take all 
necessary measures in 
order to ensure that 
internal …auditing 
[is] carried out 
adequately and 
transparently 

 In order to ensure that 
the board members 
perform their duties 
fully, they should be 
provided with easy 
access to all kinds of 
information in a 
timely manner 
 

UK  
 
The Combined Code 
on Corporate 
Governance 
 
July, 2003 
 
(One-tier system, 
Common Law) 

    1) The board should 
maintain a sound 
system of internal 
control to safeguard 
shareholders’ 
investment and the 
company’s assets, 2) 
The board should, at 
least annually, 
conduct a review of 
the effectiveness 
of the group’s system 
of internal controls 
and should report to 
shareholders 

1) There should be a 
formal and 
transparent procedure 
for developing 
policy on executive 
remuneration and for 
fixing the 
remuneration 
packages of 
individual directors, 
2) No director should 
be involved in 
deciding his or her 
own remuneration 
 

The board should be 
supplied in a timely 
manner with 
information in 
a form and of a 
quality appropriate to 
enable it to discharge 
its duties 
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Global 
 
OECD 
 
The OECD Principles 
of Corporate 
Governance 
 
April, 2004 
 
(One and Two-tier 
Systems, both Civil 
and Common Law) 

 Members of the board 
and key executives 
should be required to 
disclose to the 
board whether they, 
directly, indirectly or 
on behalf of third 
parties, have a 
material interest in 
any transaction or 
matter directly 
affecting the 
corporation 

  Good practice takes 
this to mean that they 
should be satisfied 
that key corporate 
information and 
compliance systems 
are fundamentally 
sound and underpin 
the key monitoring 
role of the board 
advocated by the 
Principles 
 

Disclosure should 
include, but not be 
limited to, material 
information on: 
Remuneration policy 
for members of the 
board and key 
executives 
 
 

The principle calls for 
board members to act 
on a fully informed 
basis 
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Saucier R
eport 

 
C

ontents of G
overnance D

isclosure on the B
oard 

 T
he disclosure regarding a com

pany’s system
 of corporate governance should be 

com
plete. W

hile the disclosure m
ay be relatively brief it should address at least the follow

ing 
points: 
 

� 
M

andate of the board, w
hich should set forth duties and objectives; 

� 
T

he com
position of the board, w

hether the board has a m
ajority of unrelated 

directors and the basis for this analysis;  
� 

If the com
pany has a significant shareholder w

hether the com
pany satisfies the 

requirem
ent for fairly reflecting the investm

ent of m
inority shareholders 

� 
In the corporation and the basis for this analysis; 

� 
If the board does not have a chair separate from

 m
anagem

ent, the structures and 
� 

Processes w
hich are in place to facilitate the functioning of the board 

independently of m
anagem

ent; 
� 

D
escription of the board com

m
ittees, their m

andates and their activities; 
� 

D
escription of decisions requiring prior approval by the board; 

� 
Procedures in place for recruiting new

 directors and other perform
ance-enhancing 

� 
M

easures, such as assessm
ent of board perform

ance; 
� 

M
easures for receiving shareholder feedback and m

easures for dealing w
ith 

� 
Shareholder concerns; and 

� 
T

he board’s expectations of m
anagem

ent. 
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U
N

C
T

A
D

 G
overnance D

isclosure C
hecklist 

 I. 
F

inancial disclosure 
In particular, the group stressed the im

portance of disclosure of the com
pany’s financial 

and operating results, related-party transactions and critical accounting policies. 

 
 

1. 
T

he group agreed that enterprises 
should disclose all the financial 
inform

ation necessary for 
shareholders and other stakeholders 
to properly understand the nature of 
their business and how

 it w
as being 

developed for the future. In 
particular, any accounting policies to 
w

hich the published results of the 
enterprise are especially sensitive 
should be disclosed, and the im

pact 
of alternative accounting decisions 
discussed. 

 

 
 

2. 
T

he group recognized that enterprises 
should disclose all related-party 
transactions and in addition any 
related-party relationships w

here 
control exists. A

t a m
inim

um
, 

disclosure should be m
ade of the 

nature, type and elem
ents of the 

related-party transactions. E
ven 

related-party relationships w
here 

control exists, irrespective of w
hether 

there have been transactions w
ith 

parties under com
m

on control, 
should be disclosed. T

he decision-
m

aking process for approving 
related-parties transactions should 
also be disclosed. M

em
bers of the 

board and m
anagers should disclose 

any m
aterial interests in transactions 

or other m
atters affecting the 

com
pany. 

 

 
 

3. 
C

ritical accounting policies that are 
key to the portrayal of an enterprise’s 
financial condition and operating 
results should be disclosed. 
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 N
on-F

inancial D
isclosures 

A
. 

C
om

pany O
bjectives 

 
 

4. 
T

he ad hoc consultative group agreed 
that the objectives of the enterprise 
should be disclosed. 

 

 
 

B
. 

O
w

nership and Shareholders’ R
ights 

 
 

5. 
T

he ad hoc group recognized that the 
ow

nership structure should be fully 
disclosed to all shareholders. It w

as 
also recognized that changes in the 
shareholdings of substantial investors 
should be disclosed to the m

arket as 
soon as a com

pany becam
e aw

are of 
them

. 

 

 
 

6. 
T

he group took a view
 that disclosure 

should be m
ade of control structure 

and of how
 shareholders or other 

m
em

bers of the organization can 
exercise their control rights through 
voting or other m

eans. It also 
discussed that any arrangem

ent 
under w

hich som
e shareholders m

ay 
have a degree of control 
disproportionate to their equity 
ow

nership, w
hether through 

differential voting rights, appointm
ent 

of directors or other m
echanism

s, 
should be disclosed. 

 

 
 

7. 
T

he group agreed that rules and 
procedures governing the acquisition 
of corporate control in the capital 
m

arkets and extraordinary 
transactions such as m

ergers and 
sales of substantial portions of 
corporate assets should be disclosed. 
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C
. 

G
overnance Structures and P

olicies 

T
he structure, role and functions of the board 

 
 

8. 
T

he group took the view
 that the 

com
position of the board should be 

disclosed, in particular the balance of 
executives and non-executive 
directors. W

here there m
ight be 

issues that stakeholders m
ight 

perceive as challenging the 
independence of non-executive 
directors, com

panies should disclose 
w

hy those issues are not significant 
and do not im

pinge on the 
independence of the directors. 

 

 
 

9. 
T

he group took the view
 that board’s 

role and functions m
ust be fully 

disclosed. 

 

 
 

B
oard com

m
ittees 

 
 

10. T
he ad hoc consultative group 

suggested that such governance 
structures be disclosed. In particular, 
the group agreed that the board 
should disclose structures put in 
place to prevent conflicts betw

een the 
interests of the directors and 
m

anagem
ent on the one side and 

those of shareholders and other 
stakeholders on the other. 

 

 
 

11. It w
as also agreed that the 

com
position and functions of any 

such groups or com
m

ittees should be 
fully disclosed. W

here any director 
has taken on a specific role for the 
board or w

ithin one of these 
structures, this should be disclosed. 
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D
. 

M
em

bers of the B
oard and K

ey E
xecutives 

1. 
D

uties and qualifications 
 

 
 

12. T
he group recom

m
ended that the 

duties of individual directors be 
disclosed. It w

as agreed that the 
num

ber of directorships held by an 
individual director should be 
disclosed. 

 

 
 

13. T
he experts took the view

 that there 
should be sufficient disclosure of the 
qualifications and biographical 
inform

ation of all board m
em

bers to 
assure shareholders and other 
stakeholders that the m

em
bers can 

effectively fulfil their responsibilities. 
T

here should also be disclosure of the 
m

echanism
s w

hich are in place to act 
as “

checks and balances”
 on key 

individuals in the enterprise. 

 

 
 

14. T
here should be disclosure of the 

types of developm
ent and training 

that directors undergo at induction 
and on an ongoing basis (continuing 
education). 

 

 
 

15. T
herefore, the group suggested that 

the board disclose facilities, w
hich 

m
ay exist to provide m

em
bers w

ith 
professional advice. T

he board 
should also disclose w

hether that 
facility has been used during the year 
in question. 

 

 
 

 
 

2. 
E

valuation m
echanism

 
 

 
 

16. T
he ad hoc group agreed that the 

board should disclose w
hether it has 

a perform
ance evaluation process in 

place, either for the board as a w
hole 

or for individual m
em

bers. 
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D
isclosure should be m

ade of how
 the 

board has evaluated its perform
ance 

and how
 the results of the valuation 

are being used. 
 

 
D

irectors’ rem
uneration 

 

 
 

17. T
he ad hoc consultative group took 

the view
 that directors should 

disclose a transparent and 
accountable m

echanism
 for setting 

directors’ rem
uneration. D

isclosure 
should be as full as possible to 
dem

onstrate to shareholders and 
other stakeholders that pay is tied to 
the com

pany’s long-term
 

perform
ance as m

easured by 
recognized criteria. Inform

ation 
regarding pay packages should 
include salary, share options and 
other associated benefits, financial or 
otherw

ise, as w
ell as reim

bursed 
expenses. W

here share options are 
used as incentives but are not treated 
as expenses in the accounts, their cost 
should be fully disclosed using a 
w

idely accepted pricing m
odel. 

 

 
 

18. T
he group discussed that the length of 

directors’ contracts as w
ell as the 

nature of com
pensation payable to 

any director for cancellation of 
service contract should be disclosed. 
Specific reference could be m

ade to 
any special arrangem

ent that m
ight 

relate to severance paym
ents to 

directors in the event of a takeover. 

 

 
 

 
 

Succession planning 
 

 
 

19. T
he group took the view

 that the 
board should disclose w

hether it has 
established a succession plan for key 
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executives and other board m
em

bers 
to ensure that there is a strategy for 
sustaining the business. It also 
recognized that there m

ight be 
confidentiality issues and that the 
details of any individual plan should 
not necessarily be publicly disclosed. 

 
 

C
onflict of interest 

 

20. T
he group suggested that conflicts of 

interests affecting m
em

bers of the 
board should, if they w

ere not 
avoidable, at least be disclosed. T

he 
board of directors should disclose 
w

hether it has a form
al procedure for 

addressing such situations, as w
ell as 

the hierarchy of obligations to w
hich 

directors are subject. 

 

 
 

E
. 

M
aterial Issues R

egarding E
m

ployees and O
ther Stakeholders 

21. T
he group recom

m
ended disclosure 

of w
hether there w

as a m
echanism

 
protecting the rights of other 
stakeholders in a business. 

 

 
 

F
. 

E
nvironm

ental and Social Stew
ardship  

22. T
he group took the view

 that the 
board should disclose its policy and 
perform

ance in connection w
ith 

environm
ental and social 

responsibility and the im
pact of this 

policy and perform
ance on the firm

’s 
sustainability. 

 

 
 

G
. 

M
aterial F

oreseeable R
isk F

actors 

23. T
he group took the view

 that the 
board should give appropriate 
disclosures and assurance regarding 
its risk m

anagem
ent objectives, 

system
s and activities. In particular, 

it w
as agreed that the board should 

disclose existing provisions for 
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m
itigating the possible negative 

effects of risk-bearing activities. T
he 

board should report on internal 
control system

s and their 
effectiveness. 

 
 

H
. 

Independence of A
uditors 

24. T
he group agreed that the board 

should disclose that it had confidence 
that the auditors are independent and 
their integrity had not been 
com

prom
ised in any w

ay. T
he process 

for interaction w
ith and appointm

ent 
of internal and external auditors 
should be disclosed. 

 

 
 

III. A
nnual G

eneral M
eetings 

25. T
he group discussed the need for 

disclosure of the process for holding 
annual general m

eetings. N
otification 

of the agenda should be m
ade in a 

tim
ely fashion, and the agenda should 

be m
ade available in the national 

language (or one of the official 
languages) of the enterprise and, if 
appropriate, an internationally used 
business language. 
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U
K

 C
om

bined C
ode 

T
erm

s of R
eference - A

udit C
om

m
ittee 

   
T

he C
om

bined C
ode on C

orporate G
overnance (the C

om
bined C

ode) states that: 
 

“T
he B

oard should establish form
al and transparent arrangem

ents for considering how
 

they should apply the financial reporting and internal control principles and for 
m

aintaining an appropriate relationship w
ith the com

pany’s auditors” 18. 
 

 
T

he C
om

bined C
ode goes on to say that the m

ain role and responsibilities of the A
udit 

C
om

m
ittee should be “set out in w

ritten term
s of reference.” 

19  S
uch statem

ents express a 
clear need for an A

udit C
om

m
ittee, the requirem

ent for w
hich is also supported by other 

influential organisations such the C
om

m
onw

ealth A
ssociation for C

orporate G
overnance and 

the International C
orporate G

overnance N
etw

ork.   
 T

he G
uidance on A

udit C
om

m
ittees (T

he Sm
ith R

eport) recognises that “A
udit com

m
ittee 

arrangem
ents need to be proportionate to the task, and w

ill vary according to the size, 
com

plexity and risk profile of the com
pany”

20. 
 A

s w
ith m

ost aspects of corporate governance, the above principles m
ake it clear that, not 

only should com
panies go through a form

al process of considering their internal audit and 
control procedures and evaluating their relationship w

ith their external auditor, but they m
ust 

be seen to be doing so in a fair and thorough m
anner.  It is, therefore, essential that the A

udit 
C

om
m

ittee is properly constituted w
ith a clear rem

it and identified authority. 
 A

s regards the m
ake up of the C

om
m

ittee, w
e have follow

ed the C
om

bined C
ode and 

recom
m

end 
a 

m
inim

um
 

of 
three 

independent 
non-executive 

directors 
(although 

tw
o 

is 
perm

issible for sm
aller com

panies
21).  T

he B
oard should satisfy itself that at least one 

m
em

ber of the C
om

m
ittee has recent and relevant financial experience. W

e have m
ade 

specific recom
m

endations that others m
ay be required to assist the C

om
m

ittee from
 tim

e to 
tim

e, according to the particular item
s being considered and discussed. 

 A
lthough not a provision in the C

ode, the H
iggs R

eview
, states as good practice, in its N

on-
C

ode R
ecom

m
endations, that the C

om
pany 

Secretary (or their designee) should act as 
S

ecretary to the C
om

m
ittee

22. T
he Sm

ith R
eport states that the C

om
pany Secretary should 

attend the A
udit C

om
m

ittee. It is the C
om

pany Secretary’s responsibility to ensure that the 
B

oard and its C
om

m
ittees are properly constituted and advised.  T

here also needs to be a clear 

                                                 
18 T

he C
om

bined C
ode on C

orporate G
overnance July 2003, C

.3.  
19 T

he C
om

bined C
ode on C

orporate G
overnance July 2003, C

.3.2 
20 A

udit C
om

m
ittees - C

om
bined C

ode G
uidance January 2003 1.4 N

ote that references are to the original version published 
in January 2003 A

 slightly m
odified version of the S

m
ith G

uidance, w
ith a different num

bering sequence, w
as appended to 

the C
om

bined C
ode published in July 2003  

21 A
 sm

aller com
pany is defined as one w

hich is below
 the F

T
S

E
 350 throughout the year im

m
ediately before the reporting 

year.  
22 R

eview
 of the role and effectiveness of non-executive directors, January 2003 para 11.30 
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co-ordination betw
een the m

ain B
oard and the various C

om
m

ittees w
here the C

om
pany 

Secretary 
w

ould 
norm

ally 
act 

as 
a 

valued 
interm

ediary. 
In 

addition, 
although 

the 
responsibility for internal controls clearly rem

ains w
ith the B

oard as a w
hole, the C

om
pany 

Secretary 
w

ould 
norm

ally 
have 

the 
day-to-day 

task 
of 

review
ing 

the 
internal 

control 
procedures of the com

pany and responsibility for drafting the governance report. 
 T

he frequency w
ith w

hich the C
om

m
ittee needs to m

eet w
ill vary from

 com
pany to com

pany 
and m

ay change from
 tim

e to tim
e. A

s a general rule, m
ost A

udit C
om

m
ittees w

ould be 
expected to m

eet quarterly – the C
om

bined C
ode provides that the C

om
m

ittee should m
eet at 

least three tim
es a year.  

 T
he list of duties w

e have proposed are those w
hich w

e believe all A
udit C

om
m

ittees should 
consider. Som

e com
panies m

ay w
ish to add to this list and som

e sm
aller com

panies m
ay need 

to m
odify it in other w

ays.  T
he C

om
bined C

ode includes a provision for a report on the A
udit 

C
om

m
ittee to be included in the com

pany’s A
nnual R

eport 23. Such report w
ill need to 

disclose the follow
ing: 

 
� 

R
ole and m

ain responsibilities of the A
udit com

m
ittee; 

� 
C

om
position 

of 
com

m
ittee, 

including 
relevant 

qualifications 
and 

experience; 
the 

appointm
ent process; and any fees paid in respect of m

em
bership; 

� 
N

um
ber of m

eetings and attendance levels; 
� 

A
 description of the m

ain activities of the year to: 
o

 
M

onitor the integrity of the financial statem
ents; 

o
 

R
eview

 the integrity of the internal financial control and risk m
anagem

ent 
system

s; 
o

 
R

eview
 the independence of the external auditors, and the provision of non 

audit services; 
o

 
D

escribe the oversight of the external audit process, and how
 its effectiveness 

w
as assessed; 

o
 

E
xplain the recom

m
endation to the B

oard on the appointm
ent of auditors. 

.   
T

he C
hairm

an of the C
om

m
ittee should attend the A

G
M

 prepared to respond to any questions 
that m

ay be raised by shareholders on m
atters w

ithin the C
om

m
ittee’s area of responsibility

24. 
T

he C
om

bined C
ode also requires that the term

s of reference of the A
udit C

om
m

ittee, 
explaining its role and the authority delegated to it by the B

oard, be m
ade available on request 

and placed on the com
pany’s w

ebsite. 25 
 T

here is clearly a need for there to be a guiding docum
ent for the effective operation of the 

A
udit C

om
m

ittee.  T
his has led the IC

SA
 to produce this G

uidance N
ote proposing m

odel 
term

s of reference for an A
udit C

om
m

ittee.  T
he docum

ent draw
s on the experience of senior 

                                                 
23 T

he C
om

bined C
ode on C

orporate G
overnance – July 2003 C

.3.3 and  
  A

udit C
om

m
ittees - C

om
bined C

ode G
uidance 6.1, 6.2 

24 T
he C

om
bined C

ode on C
orporate G

overnance – July 2003 D
.2.3 and 

 A
udit C

om
m

ittees - C
om

bined C
ode G

uidance 6.3 
25 T

he C
om

bined C
ode on C

orporate G
overnance – July 2003 C

.3.3 
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C
om

pany Secretaries and best practice as carried out in som
e of the country’s leading 

com
panies. 

 C
om

panies 
w

hich 
have 

a 
U

S 
listing 

m
ay 

need 
to 

am
end 

these 
term

s 
in 

light 
of 

the 
requirem

ents of the recently introduced rules follow
ing the Sarbanes O

xley A
ct. 

 T
he C

om
bined C

ode also requires that the term
s of reference of the A

udit C
om

m
ittee, 

explaining its role and the authority delegated to it by the B
oard, be m

ade available on request 
and placed on the com

pany’s w
ebsite

26. 
  W

hile this G
uidance N

ote is aim
ed prim

arily at the corporate sector, the doctrine of good 
governance, including the introduction of A

udit C
om

m
ittees, is increasingly being recognised 

and adopted by other organisations particularly in the public and not for profit sectors.  T
he 

principles underlying the content of this G
uidance N

ote are applicable regardless of the size 
or type of organisation and w

e trust that it w
ill be useful across all sectors. 

 R
eference to “

the C
om

m
ittee”

 shall m
ean the A

udit C
om

m
ittee. 

R
eference to “

the B
oard”

 shall m
ean the B

oard of D
irectors. 

T
he square brackets contain recom

m
endations w

hich are in line w
ith best practice but w

hich 
m

ay need to be changed to suit the circum
stances of the particular organisation. 

 
1. 

M
em

bership 

 
1.1. 

M
em

bers 
of 

the 
C

om
m

ittee 
shall 

be 
appointed 

by 
the 

B
oard, 

on 
the 

recom
m

endation of the N
om

ination C
om

m
ittee in consultation w

ith the C
hairm

an 
of the A

udit C
om

m
ittee.  T

he C
om

m
ittee shall be m

ade up of at least [3] 
m

em
bers.  

 1.2. 
A

ll m
em

bers of the C
om

m
ittee shall be independent non-executive directors

27 at 
least one of w

hom
 shall have recent and relevant financial experience. T

he 
C

hairm
an of the B

oard shall not be a m
em

ber of the C
om

m
ittee

28. 
 1.3. 

O
nly m

em
bers of the C

om
m

ittee have the right to attend C
om

m
ittee m

eetings.  
H

ow
ever, other individuals such as the C

hairm
an of the B

oard, C
hief E

xecutive, 
Finance D

irector, other directors, the heads of risk, com
pliance and internal audit 

and representatives from
 the finance function m

ay be invited to attend all or part 
of any m

eeting as and w
hen appropriate. 

 1.4. 
T

he external auditors w
ill be invited to attend m

eetings of the C
om

m
ittee on a 

regular basis. 

                                                 
26 T

he C
om

bined C
ode on C

orporate G
overnance A

.4.1 
27 A

n independent non-executive director is defined in C
om

bined C
ode provision A

.3.1 
28 E

xcept on appointm
ent, the C

hairm
an of the C

om
pany is not considered to m

eet the test of independence.  
C

om
bined C

ode provision A
.3.1 
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 1.5. 
A

ppointm
ents to the C

om
m

ittee shall be for a period of up to three years, w
hich 

m
ay be extended for tw

o further three year periods, provided the director rem
ains 

independent. 
 1.6. 

T
he B

oard shall appoint the C
om

m
ittee C

hairm
an w

ho shall be an independent 
non-executive director.  In the absence of the C

om
m

ittee C
hairm

an and/or an 
appointed deputy, the rem

aining m
em

bers present shall elect one of them
selves to 

chair the m
eeting. 

 2. 
Secretary 

 
2.1. 

T
he 

C
om

pany 
S

ecretary 
or 

their 
nom

inee 
shall 

act 
as 

the 
S

ecretary 
of 

the 
C

om
m

ittee. 
 

3. 
Q

uorum
 

 
3.1. 

T
he quorum

 necessary for the transaction of business shall be [2] m
em

bers.  A
 

duly convened m
eeting of the C

om
m

ittee at w
hich a quorum

 is present shall be 
com

petent to exercise all or any of the authorities, pow
ers and discretions vested 

in or exercisable by the C
om

m
ittee. 

 4. 
F

requency of M
eetings 

 
4.1. 

T
he C

om
m

ittee shall m
eet [at least three tim

es a year at appropriate tim
es in the 

reporting and audit cycle] [quarterly on the first W
ednesday in each of January, 

A
pril, July and O

ctober] and otherw
ise as required 29. 

 5. 
N

otice of M
eetings 

 
5.1. 

M
eetings of the C

om
m

ittee shall be sum
m

oned by the Secretary of the C
om

m
ittee 

at the request of any of its m
em

bers or at the request of external or internal 
auditors if they consider it necessary. 

 5.2. 
U

nless otherw
ise agreed, notice of each m

eeting confirm
ing the venue, tim

e and 
date together w

ith an agenda of item
s to be discussed, shall be forw

arded to each 
m

em
ber of the C

om
m

ittee, any other person required to attend and all other non-
executive directors, no later than [5] w

orking days before the date of the m
eeting.  

Supporting papers shall be sent to C
om

m
ittee m

em
bers and to other attendees as 

appropriate, at the sam
e tim

e. 
6. 

M
inutes of M

eetings 
                                                  
11 T

he frequency and tim
ing of m

eetings w
ill differ according to the needs of the com

pany. M
eetings should be organised so 

that attendance is m
axim

ised (for exam
ple by tim

etabling them
 to coincide w

ith B
oard m

eetings). 
 



 
105 

6.1. 
T

he S
ecretary shall m

inute the proceedings and resolutions of all m
eetings of the 

C
om

m
ittee, including recording the nam

es of those present and in attendance.  
 6.2. 

T
he S

ecretary shall ascertain, at the beginning of each m
eeting, the existence of 

any conflicts of interest and m
inute them

 accordingly. 
 

6.3. 
M

inutes of C
om

m
ittee m

eetings shall be circulated prom
ptly to all m

em
bers of 

the C
om

m
ittee and, once agreed, to all m

em
bers of the B

oard.  
 7. 

A
nnual G

eneral M
eeting 

 
7.1. 

T
he 

C
hairm

an 
of 

the 
C

om
m

ittee 
shall 

attend 
the 

A
nnual 

G
eneral 

M
eeting 

prepared to respond to any shareholder questions on the C
om

m
ittee’s activities. 

 8. 
D

uties 
 T

he C
om

m
ittee should carry out the duties below

 for the parent com
pany, m

ajor subsidiary 
undertakings and the group as a w

hole, as appropriate. 
 

8.1. 
F

inancial R
eporting 

 
8.1.1. 

T
he C

om
m

ittee shall m
onitor the integrity of the financial statem

ents of the 
com

pany, 
including 

its 
annual 

and 
interim

 
reports, 

prelim
inary 

results’ 
announcem

ents and any other form
al announcem

ent relating to its financial 
perform

ance, review
ing significant financial reporting issues and judgem

ents 
w

hich they contain.  T
he C

om
m

ittee shall also review
 sum

m
ary financial 

statem
ents, 

significant 
financial 

returns 
to 

regulators 
and 

any 
financial 

inform
ation contained in certain other docum

ents, such as announcem
ents of a 

price sensitive nature. 

8.1.2. 
T

he C
om

m
ittee shall review

 and challenge w
here necessary: 

8.1.2.1 
the consistency of, and any changes to, accounting policies both on 
a year on year basis and across the com

pany/group;  

8.1.2.2 
the m

ethods used to account for significant or unusual transactions 
w

here different approaches are possible;  

8.1.2.3 
w

hether 
the 

com
pany 

has 
follow

ed 
appropriate 

accounting 
standards and m

ade appropriate estim
ates and judgem

ents, taking 
into account the view

s of the external auditor; 

8.1.2.4 
the clarity of disclosure in the com

pany’s financial reports and the 
context in w

hich statem
ents are m

ade; and 

8.1.2.5 
all m

aterial inform
ation presented w

ith the financial statem
ents, 

such 
as 

the 
operating 

and 
financial 

review
 

and 
the 

corporate 
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governance statem
ent (insofar as it relates to the audit and risk 

m
anagem

ent); 

8.1.3. 
T

he C
om

m
ittee shall review

 the annual financial statem
ents of the pension 

funds w
here not review

ed by the B
oard as a w

hole. 
 

8.2. 
Internal C

ontrols and R
isk M

anagem
ent System

s 
  

T
he C

om
m

ittee shall: 
 

8.2.1. 
keep under review

 the effectiveness of the com
pany’s internal controls and risk 

m
anagem

ent system
s; and   

8.2.2. 
review

 
and 

approve 
the 

statem
ents 

to 
be 

included 
in 

the 
A

nnual 
R

eport 
concerning internal controls and risk m

anagem
ent 30.  

 
8.3. 

W
histleblow

ing 
 

T
he C

om
m

ittee shall review
 the com

pany’s arrangem
ents for its em

ployees to raise 
concerns, in confidence, about possible w

rongdoing in financial reporting or other 
m

atters.  T
he C

om
m

ittee shall ensure that these arrangem
ents allow

 proportionate 
and independent investigation of such m

atters and appropriate follow
 up action. 

 
8.4. 

Internal A
udit 

  
T

he C
om

m
ittee shall: 

 8.4.1. 
m

onitor and review
 the effectiveness of the com

pany’s internal audit function 
in the context of the com

pany’s overall risk m
anagem

ent system
 31;  

8.4.2. 
approve the appointm

ent and rem
oval of the head of the internal audit function; 

 8.4.3. 
consider and approve the rem

it of the internal audit function and ensure it has 
adequate 

resources 
and 

appropriate 
access 

to 
inform

ation 
to 

enable 
it 

to 
perform

 
its 

function 
effectively 

and 
in 

accordance 
w

ith 
the 

relevant 
professional standards.  T

he C
om

m
ittee shall also ensure the function has 

adequate standing and is free from
 m

anagem
ent or other restrictions; 

 
8.4.4. 

review
 and assess the annual internal audit plan; 

 
8.4.5. 

review
 prom

ptly all reports on the com
pany from

 the internal auditors; 
                                                  
12  U

nless this is done by the B
oard as a w

hole.  

31 If the com
pany does not have an internal audit function, the C

om
m

ittee should consider annually w
hether there should be 

one and m
ake recom

m
endation to the B

oard accordingly.  T
he absence of such a function should be explained in the A

nnual 
R

eport.  
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8.4.6. 
review

 
and 

m
onitor 

m
anagem

ent’s 
responsiveness 

to 
the 

findings 
and 

recom
m

endations of the internal auditor; and 
 

8.4.7. 
m

eet the head of internal audit at least once a year, w
ithout m

anagem
ent being 

present, to discuss their rem
it and any issues arising from

 the internal audits 
carried out.  In addition, the head of internal audit shall be given the right of 
direct access to the C

hairm
an of the B

oard and to the C
om

m
ittee. 

 
8.5. 

E
xternal A

udit 
  

T
he C

om
m

ittee shall: 
 

8.5.1. 
consider and m

ake recom
m

endations to the B
oard, to be put to shareholders for 

approval at the A
G

M
, in relation to the appointm

ent, re-appointm
ent and 

rem
oval of the com

pany’s external auditor.  T
he C

om
m

ittee shall oversee the 
selection process for new

 auditors and if an auditor resigns the C
om

m
ittee shall 

investigate the issues leading to this and decide w
hether any action is required; 

8.5.2. 
oversee the relationship w

ith the external auditor including (but not lim
ited to): 

 
8.5.2.1.approval of their rem

uneration, w
hether fees for audit or non audit services 

and that the level of fees is appropriate to enable an adequate audit to be 
conducted; 

8.5.2.2. approval of their term
s of engagem

ent, including any engagem
ent letter 

issued at the start of each audit and the scope of the audit; 

8.5.2.3. assessing annually their independence and objectivity taking into account 
relevant 

[U
K

] 
professional 

and 
regulatory 

requirem
ents 

and 
the 

relationship w
ith the auditor as a w

hole, including the provision of any non 
audit services; 

8.5.2.4. satisfying 
itself 

that 
there 

are 
no 

relationships 
(such 

as 
fam

ily, 
em

ploym
ent, investm

ent, financial or business) betw
een the auditor and 

the com
pany (other than in the ordinary course of business); 

8.5.2.5. agreeing w
ith the B

oard a policy on the em
ploym

ent of form
er em

ployees 
of the com

pany’s auditor, then m
onitoring the im

plem
entation of this 

policy;   

8.5.2.6. m
onitoring the auditor’s com

pliance w
ith relevant ethical and professional 

guidance on the rotation of audit partners, the level of fees paid by the 
com

pany com
pared to the overall fee incom

e of the firm
, office and 

partner and other related requirem
ents; and 
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8.5.2.7. assessing annually their qualifications, expertise and resources and the 
effectiveness of the audit process w

hich shall include a report from
 the 

external auditor on their ow
n internal quality procedures;  

8.5.3. 
m

eet regularly w
ith the external auditor, including once at the planning stage 

before the audit and once after the audit at the reporting stage.  T
he C

om
m

ittee 
shall m

eet the external auditor at least once a year, w
ithout m

anagem
ent being 

present, to discuss their rem
it and any issues arising from

 the audit; 
 

8.5.4. 
review

 and approve the annual audit plan and ensure that it is consistent w
ith 

the scope of the audit engagem
ent;   

 
8.5.5. 

review
 the findings of the audit w

ith the external auditor.  T
his shall include 

but not be lim
ited to, the follow

ing; 
 

8.5.5.1.a discussion of any m
ajor issues w

hich arose during the audit, 
8.5.5.2.any accounting and audit judgem

ents, and 
8.5.5.3.levels of errors identified during the audit. 

 T
he C

om
m

ittee shall also review
 the effectiveness of the audit. 

8.5.6. 
review

 any representation letter(s) requested by the external auditor before they 
are signed by m

anagem
ent; 

8.5.7. 
review

 the m
anagem

ent letter and m
anagem

ent’s response to the auditor’s 
findings and recom

m
endations; and 

8.5.8. 
develop and im

plem
ent a policy on the supply of non audit services by the 

external auditor, taking into account any relevant ethical guidance on the 
m

atter. 

8.6. 
R

eporting R
esponsibilities 

 8.6.1. 
T

he C
om

m
ittee C

hairm
an shall report form

ally to the B
oard on its proceedings 

after each m
eeting on all m

atters w
ithin its duties and responsibilities. 

 
8.6.2. 

T
he C

om
m

ittee shall m
ake w

hatever recom
m

endations to the B
oard it deem

s 
appropriate on any area w

ithin its rem
it w

here action or im
provem

ent is 
needed. 

 
8.6.3. 

T
he C

om
m

ittee shall com
pile a report to shareholders on its activities to be 

included in the com
pany’s A

nnual R
eport. 

 
8.7. 

O
ther M

atters 
  

T
he C

om
m

ittee shall: 
 



 
109 

8.7.1. 
have access to sufficient resources in order to carry out its duties, including 
access to the com

pany secretariat for assistance as required; 

8.7.2. 
be provided w

ith appropriate and tim
ely training, both in the form

 of an 
induction 

program
m

e 
for 

new
 

m
em

bers 
and 

on 
an 

ongoing 
basis 

for 
all 

m
em

bers; 

8.7.3. 
give due consideration to law

s and regulations, the provisions of the C
om

bined 
C

ode and the requirem
ents of the U

K
 L

isting A
uthority’s L

isting R
ules as 

appropriate; 
 

8.7.4. 
be responsible for co-ordination of the internal and external auditors; 

 
8.7.5. 

oversee any investigation of activities w
hich are w

ithin its term
s of reference 

and act as a court of the last resort; and 
 

8.7.6. 
at least once a year, review

 its ow
n perform

ance, constitution and term
s of 

reference to ensure it is operating at m
axim

um
 effectiveness and recom

m
end 

any changes it considers necessary to the B
oard for approval. 

 9. 
A

uthority 
  

T
he C

om
m

ittee is authorised: 
 

9.1. 
to seek any inform

ation it requires from
 any em

ployee of the com
pany in order to 

perform
 its duties; 

 
9.2. 

to obtain, at the com
pany’s expense, outside legal or other professional advice on 

any m
atter w

ithin its term
s of reference; and 

 
9.3. 

to call any em
ployee to be questioned at a m

eeting of the C
om

m
ittee as and w

hen 
required. 

 
Perpetual B

oard D
isclosure Policy 

 O
ur Investor R

elations Policy 
 T

he board is com
m

itted to ensuring that shareholders are fully inform
ed of all m

aterial 
m

atters that affect the position and prospects of the group. It seeks to accom
plish this 

through:  
 

� 
T

he annual report distributed in A
ugust each year;   

� 
T

he chairm
an's and m

anaging director's addresses to the annual general m
eeting, 

w
hich are m

ailed to shareholders;  
� 

L
etters from

 the chairm
an to all shareholders in February (on the release of the 

half 
yearly 

financial 
results), 

in 
M

ay 
each 

year, 
and 

w
henever 

significant 
developm

ents occur; and  
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� 
Posting 

significant 
inform

ation 
on 

Perpetual’s 
internet 

site 
as 

soon 
as 

it 
is 

disclosed to the m
arket.  

 
Perpetual also has a m

arket disclosure policy to ensure com
pliance w

ith the continuous 
disclosure obligations under A

SX
 L

isting R
ule 3.1 and C

orporations A
ct. T

he m
anaging 

director, chief financial officer and com
pany secretary are m

em
bers of the continuous 

disclosure 
com

m
ittee 

responsible 
for 

deciding 
w

hat 
inform

ation 
is 

required 
to 

be 
disclosed to the A

SX
. Perpetual ensures that all senior executives give regular sign-offs as 

to w
hether there are m

atters that require disclosure to the A
S

X
. T

he board also fully 
recognises its disclosure obligations, and this is a standing agenda item

 at each scheduled 
board m

eeting. C
opies of m

ajor announcem
ents lodged w

ith the A
SX

 in the past year can 
be found on the com

pany’s w
ebsite. 
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P
rinciples of A

uditor Independence and the 
R

ole of C
orporate G

overnance in M
onitoring an 

A
uditor’s Independence 

 
A

 Statem
ent of the T

echnical C
om

m
ittee 

of the 
International O

rganization of Securities C
om

m
issions 

 
O

ctober 2002 
 Introduction 
  1. T

he International O
rganization of Securities C

om
m

issions’ O
bjectives and Principles 

of Securities R
egulation recognize that issuers should m

ake full, accurate and tim
ely 

disclosure of financial results and other inform
ation that is m

aterial to investors’ 
decisions. T

he principles also recognize that accounting and auditing standards of a 
high and internationally acceptable quality contribute to prom

oting relevant and 
reliable financial inform

ation useful to a w
ide range of users for decision-m

aking 
purposes. Specifically, the principles note that, am

ong other things, regulation 
should be intended to ensure: 
• A

n independent verification of financial statem
ents and com

pliance w
ith 

accounting principles through professional external auditing. 
• A

ny audit is conducted pursuant to w
ell-defined and internationally acceptable 

standards. 
• R

ules designed to ensure the independence of the auditor. 
• A

 m
echanism

 for enforcing com
pliance w

ith accounting and auditing standards. 
2. T

he purpose of this Statem
ent is to build on these principles by setting forth the 

view
s of the IO

SC
O

 T
echnical C

om
m

ittee on the principles that should govern 
independence of auditors of financial statem

ents of listed entities. It reflects the 
interest of securities regulators in ensuring that auditor independence requirem

ents 
contribute to prom

oting investor confidence in published financial statem
ents, 

irrespective of w
hether such requirem

ents are the responsibility of securities 
regulators in their jurisdictions. T

he T
echnical C

om
m

ittee recognizes that, w
hile 

regulations on auditor independence exist in m
any individual jurisdictions, these 

regulations m
ay differ in approach, scope, term

inology and substance. A
ccordingly, 

the S
tatem

ent also sets forth principles relating to the oversight of an external 
auditor’s independence by a body or bodies w

ithin an entity’s corporate governance 
structure. For ease of reference, this Statem

ent uses the term
 “audit com

m
ittee” to 

refer to such a governance body or bodies. T
he T

echnical C
om

m
ittee believes these 

principles and the supporting guidance are relevant regardless of the specific auditor 
independence regulations that exist in a particular jurisdiction. 
3. T

he principles and supporting guidance relating to audit com
m

ittees and sim
ilar 

governance bodies address such a body’s role in relation to auditor independence 
only; they do not describe other significant functions that m

ay be perform
ed in 

overseeing the quality and integrity of an entity’s financial reporting. 
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P
rinciples of auditor independence 

 4. T
he external auditor plays a critical role in lending independent credibility to 

published financial statem
ents used by investors, creditors and other stakeholders as 

a basis for m
aking capital allocation decisions. Indeed, the public’s perception of the 

credibility of financial reporting by listed entities is influenced significantly by the 
perceived effectiveness of external auditors in exam

ining and reporting on financial 
statem

ents. W
hile any consideration of the effectiveness of external audits involves 

a w
ide variety of issues, it is fundam

ental to public confidence in the reliability of 
financial statem

ents that external auditors operate, and are seen to operate, in an 
environm

ent that supports objective decision-m
aking on key issues having a m

aterial 
effect on financial statem

ents. In other w
ords, the auditor m

ust be independent in 
both fact and appearance. 
5. T

he im
portance of auditor independence standards that are reasonable and yet 

com
prehensive, rigorous, robust and enforceable has been underlined by several 

significant corporate failures in w
hich questions have been raised about the quality of 

financial reporting and, in particular, the independence of the auditor. T
he T

echnical 
C

om
m

ittee therefore encourages national and international professional accounting 
bodies to continue to w

ork w
ith regulators to strengthen existing national and 

international standards governing independence. Strengthened independence 
standards that, to the extent possible w

ithin the constraints of national law
s, are 

consistent internationally, are a necessary elem
ent in reassuring the investing public 

that auditors are in a position to exercise objective judgm
ent in concluding on 

m
anagem

ent’s representations in an entity’s financial statem
ents. 

6. A
uditors of listed entities should be independent, both in fact and in appearance, of 

the entity being audited. 
7. Standards of independence for auditors of listed entities should be designed to 
prom

ote an environm
ent in w

hich the auditor is free of any influence, interest or 
relationship that m

ight im
pair professional judgm

ent or objectivity or, in the view
 of 

a reasonable investor, m
ight im

pair professional judgm
ent or objectivity. 

8. A
t present, the details of specific regulations and professional standards governing 

auditor independence vary from
 jurisdiction to jurisdiction, som

etim
es significantly. 

D
ifferences relate to m

atters such as: 
• the scope of persons and entities, both w

ithin and outside the audit firm
, to w

hom
 

independence rules apply; 
• the types of financial, business or other relationships that an audit firm

 or 
individual w

ithin a firm
 m

ay have w
ith an entity that the firm

 audits; 
• the types of non-audit services that can be provided by an auditor to an entity that 
it audits; and 
• the safeguards that need to be im

plem
ented to protect against threats to 

independence. 
9. D

espite these differences, the T
echnical C

om
m

ittee has noted a grow
ing consensus 

am
ong securities regulators as to the nature of the threats to an auditor’s 

independence and the lim
itations on the extent to w

hich those threats can be 
m

itigated by voluntarily applied safeguards of various types. Further, there appears 
to be a grow

ing consensus am
ong securities regulators that a fram

ew
ork of principles 
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governing independence is not sufficient in itself to protect investors w
ithout the 

greater clarity provided by specific prohibitions on activities and relationships 
considered unacceptable regardless of any safeguards applied. 
10. T

he T
echnical C

om
m

ittee believes there is also a grow
ing consensus that: 

• establishm
ent of standards governing auditor independence is not sufficient of 

itself to provide assurance that auditors are in fact independent; the standards 
m

ust be supported by rigorous requirem
ents for audit firm

s to establish and 
m

aintain internal system
s and processes for m

onitoring, identifying and 
addressing threats to independence and ensuring com

pliance w
ith the standards. 

• the adequacy and effectiveness of audit firm
s’ internal system

s and processes 
relating to independence m

ust be assessed and evaluated by an external oversight 
body (see IO

SC
O

 T
echnical C

om
m

ittee Statem
ent on Principles for A

uditor 
O

versight, O
ctober 2002). 

• a governance body independent of m
anagem

ent of an entity being audited should 
oversee both the process of selection and appointm

ent of the external auditor and 
the conduct of the audit. 
11. T

he T
echnical C

om
m

ittee has not in this Statem
ent attem

pted to prescribe 
com

prehensive standards of auditor independence and nor is it endorsing any 
particular existing set of auditor independence standards. T

he C
om

m
ittee notes, 

how
ever, that the C

ode of E
thics for Professional A

ccountants of the International 
Federation of A

ccountants provides a useful analysis of potential threats to an 
auditor’s independence under the follow

ing headings: 
• Self-interest, w

here an auditor could benefit from
 a financial or other form

 of 
interest in or relationship w

ith the com
pany being audited, e.g., an investm

ent in 
the com

pany or undue dependence on fees from
 assurance or non-assurance 

services 
• S

elf-review
, e.g., perform

ance of services for an audit client that result in the 
audit firm

 auditing its ow
n w

ork 
• A

dvocacy, e.g., acting as an advocate for an audit client’s position in dealings 
w

ith third parties 
• Fam

iliarity, e.g., long association of an audit engagem
ent partner or other key 

engagem
ent personnel w

ith a particular client or a recent form
er partner or senior 

staff m
em

ber of an audit firm
 serving as C

FO
 or in som

e other key m
anagem

ent 
role at an audit client 
• Intim

idation, e.g., threat of replacem
ent of an auditor over a disagreem

ent on the 
application of accounting principles. 
12. Standards of auditor independence should establish a fram

ew
ork of principles, 

supported by a com
bination of prohibitions, restrictions, other policies and 

procedures and disclosures, that addresses at least the follow
ing threats to 

independence: 
• self-interest; 
• self-review

; 
• advocacy; 
• fam

iliarity; and 
• intim

idation. 
13. Standards of auditor independence should identify appropriate safeguards that the 
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auditor should im
plem

ent in order to m
itigate threats to independence that arise 

from
 perm

issible activities and relationships. 
14. Standards of auditor independence should address specifically the need to ensure 
appropriate rotation of the audit engagem

ent team
 such that senior m

em
bers of a 

team
 do not rem

ain in key decision-m
aking positions for an extended period. 

15. Standards of auditor independence should require the auditor to identify and 
evaluate all significant or potentially significant threats to independence, including 
those arising from

 recent relationships w
ith the entity being audited that m

ay have 
preceded the appointm

ent as auditor, and docum
ent how

 the auditor has applied 
safeguards to m

itigate those threats. 
16. Securities m

arket regulators should ensure that there is a system
 in place to require 

prom
pt disclosure of inform

ation about the replacem
ent of an auditor of a listed 

entity. 
17. In som

e jurisdictions, replacem
ent of an auditor requires the prior approval of a 

regulator. In other jurisdictions, w
hen an entity replaces its auditor, it m

ust disclose 
w

hether w
ithin a defined period of tim

e prior to the change there w
ere any 

disagreem
ents w

ith the form
er auditor on any m

atter relating to accounting principles 
or practices, financial statem

ent disclosure or auditing scope or procedure and 
w

hether any disagreem
ents w

ere resolved to the form
er auditor’s satisfaction. T

he 
form

er auditor m
ay be required to confirm

 assertions by the form
er client’s 

m
anagem

ent concerning any m
atters of disagreem

ent. 
 T

he audit com
m

ittee 
18. T

he governance structure of an entity can play an im
portant role in m

onitoring and 
safeguarding the independence of its external auditor. T

he exact form
 of an entity’s 

governance structure and the roles that any individual governance bodies perform
 in 

relation to the external auditor m
ay vary depending on the requirem

ents of national 
law

s. In som
e jurisdictions, a single body com

m
only know

n as an “audit com
m

ittee” 
oversees all m

atters relating to the external auditor. In other jurisdictions, m
ore than 

one body w
ithin the governance structure of a listed entity m

ay assum
e this 

responsibility. For ease of reference, this paper uses the term
 “audit com

m
ittee” to 

refer to any governance body or bodies w
ith responsibilities for overseeing the 

external auditor, regardless of w
hether they have that title. 

19. T
he T

echnical C
om

m
ittee believes that, regardless of the particular legal structure in 

a jurisdiction, a governance body that is in both appearance and fact independent of 
m

anagem
ent of the entity being audited and acts in the interests of investors should 

oversee the process of selection and appointm
ent of the external auditor and the 

conduct of the audit. 
20. W

hile the auditor is accountable and com
m

only reports to the shareholders, he or she 
does not in practice have a direct relationship w

ith them
. T

he audit com
m

ittee 
should therefore serve as a proxy for the shareholders. 
21. T

he audit com
m

ittee should be the key representative body w
ith w

hich the external 
auditor interacts. 
22. T

he audit com
m

ittee should be established w
ith a m

andate that perm
its it to carry 

out its responsibilities free of any unreasonable restraints. T
hose responsibilities 

should include m
atters such as evaluating w

hether the audit fees charged by the 
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auditor appear adequate in relation to the w
ork required to support an audit opinion 

w
ithout regard to fees that m

ight be paid to the auditor for other services. 
23. T

he audit com
m

ittee should on a regular and frequent basis m
eet w

ith the auditor 
w

ithout m
anagem

ent present and discuss w
ith the auditor any contentious issues that 

have arisen w
ith m

anagem
ent during the course of the audit and w

hether they have 
been resolved to the auditor’s satisfaction. 
24. W

hen selecting an auditor to recom
m

end for appointm
ent or reappointm

ent, the 
audit com

m
ittee should satisfy itself that the auditor is independent in accordance 

w
ith applicable standards. 

25. E
xam

ples of procedures the audit com
m

ittee m
ight follow

 to satisfy itself, both 
initially and on an ongoing basis, as to the auditor’s independence include: 
• obtaining an understanding of professional and regulatory requirem

ents 
pertaining to objectivity and independence that apply to the auditor in the entity’s 
hom

e jurisdiction. W
hen an entity’s securities are offered or listed in one or 

m
ore foreign jurisdictions, the audit com

m
ittee w

ould also consider any 
additional requirem

ents that m
ay apply in those foreign jurisdictions; 

• considering all relationships betw
een the auditor2 and m

anagem
ent that m

ight 
affect the auditor’s ability to act objectively, discussing those relationships w

ith 
the auditor and obtaining an understanding of how

 the auditor w
ould guard 

against any identified threats; 
• seeking from

 the audit firm
 inform

ation about policies and processes for 
m

aintaining independence and m
onitoring com

pliance w
ith relevant 

requirem
ents, including how

 its incentive and com
pensation policies for partners 

and senior staff align w
ith the interest of the audit com

m
ittee in ensuring 

independence; 
• seeking from

 the audit firm
 inform

ation about how
 it m

onitors com
pliance w

ith 
independence requirem

ents by foreign affiliated or unaffiliated firm
s that carry 

out significant portions of the audit w
ork required in order to perm

it the auditor 
to express an opinion on the consolidated financial statem

ents of the entity; and 
• discussing w

ith the audit firm
 the findings of quality control inspections of the 

firm
’s system

s and processes for m
aintaining independence. 

26. T
o m

onitor independence effectively, it is good practice for the audit com
m

ittee to 
discuss w

ith the auditors, at least annually, m
atters relating to their independence, 

including all significant threats to independence identified by the auditors and the 
safeguards im

plem
ented. T

o provide support for such discussions, the audit 
com

m
ittee m

ay w
ish to consider obtaining a w

ritten statem
ent from

 the auditors: 
• confirm

ing that they are, and have been throughout the conduct of the audit 
engagem

ent, independent in accordance w
ith the term

s of all relevant professional 
and regulatory requirem

ents; and 
• sum

m
arizing all significant services provided to the entity and its affiliates, 

together w
ith related fees, identifying separately audit services, other services 

required to be provided by the entity’s auditor, such as in connection w
ith an 

offering of securities, and other non-audit services grouped according to the 
nature of the services provided. 
27. T

he audit com
m

ittee should oversee establishm
ent of the entity’s policies governing 

the circum
stances in w

hich contracts for the provision of perm
itted non-audit 
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services can be entered into w
ith the com

pany’s external auditors and the 
procedures that m

ust be follow
ed before doing so. T

he audit com
m

ittee should also 
m

onitor com
pliance by m

anagem
ent w

ith those policies and procedures. 
28. T

o ensure it is satisfied the auditor’s independence w
ill not be com

prom
ised, the 

audit com
m

ittee m
ight consider, for exam

ple, the desirability of im
plem

enting a 
policy that all m

aterial non-audit services to be provided by the auditor m
ust be 

approved in advance by the audit com
m

ittee. T
he audit com

m
ittee m

ay also w
ish to 

consider requiring an open tendering process for all contracts w
ith the auditor in 

excess of a specified m
onetary value. W

hen the skills and expertise required to 
provide a particular non-audit service are readily available on sim

ilar term
s from

 
service-providers other than the entity’s external auditor, even the appearance that 
independence could be com

prom
ised m

ay be sufficient to m
ilitate against engaging 

the auditor. 
29. T

he audit com
m

ittee should establish policies relating to the hiring from
 an entity’s 

audit firm
 of senior officers for the entity, including the C

hief E
xecutive O

fficer and 
the C

hief F
inancial O

fficer. 
30. In establishing such policies, the audit com

m
ittee m

ay w
ish to consider in particular 

m
atters relating to the hiring of senior m

em
bers of the audit engagem

ent team
 and 

the safeguards that could be put in place to m
itigate any potential for com

prom
ising 

the independence of the audit. 
31. T

he audit com
m

ittee should report to the shareholders on the actions it has taken to 
safeguard the independence of the auditor, including satisfying itself that the auditor 
is independent in accordance w

ith applicable standards. 
32. Such reports to shareholders should, inter alia, describe the policies and procedures 
follow

ed to establish that any contracts for non-audit services to be provided by the 
auditor do not com

prom
ise the auditor’s independence. T

he nature of any non-audit 
service contracts entered into and the am

ount of the related fees should be disclosed. 
 


