The Role Of TheBoard In Disclosure;
An Examination Of What Codification Efforts Say

By Richard Frederick®

l. I ntroduction

This paper was prepared for the South-Eastern Europe Corporate Governance Roundtable on
Transparency and Disclosure: Implementation and Enforcement, sponsored by the OECD, the
World Bank and the Investment Compact for South East Europe. The paper isintended to
respond to the question: What is the role of the board of directorsin transparency and
disclosure?

In order to answer this question, a comparison of 32 national and international codes was
conducted.® The comparison shows that the importance of transparency and disclosure is
broadly recognized. Thereis also wide agreement on the basic parameters of disclosure,
including the essential functions of the board in overseeing disclosure as well as the content
of disclosures.

Thereisless agreement on detail, in particular on the division of responsibility between
management and directors, and on the depth of the board’ s involvement in disclosure. Most
codes see the director in an oversight role. Others suggest considerable disclosures coming
directly from the board, and participation in the disclosure and communications process.
Even where the board is seen as fulfilling mainly an oversight role, the number and level of
detail of the tasks assigned to it would appear to make the work of a director afulltime job.
In part, these differences reflect differing perceptions of the role of the board in general. In
some countries, particularly in certain transition countries, directors become considerably
more involved in the details of management.

Establishing amodel for board oversight could, in principle, be done by aggregating the
distinct recommendations of the codes. However, more is not always better. A large number
of detailed responsibilities, especialy for boards in transition economies, is likely to be of
guestionable utility. For one, an excessive focus on detail comes at the risk of losing sight of
the big picture issues. Secondly, time and resources are aways limited. Consequently, this
paper seeksto clearly identify the fundamental responsibilities.

1. The Codes

! The views expressed in this document are strictly those of the author and do not necessarily reflect those of the
Organisation for Economic Co-operation and Development.

2 Throughout this paper, “board” is meant to refer to the unitary board of directorsin asingle-tier system and to
the “supervisory board” in the two-tier system. Where the “management board” isreferred to under the two-tier
system, it is always referred to explicitly as such.

% All countries have requirementsin law. Codes were selected for comparison because they reflect “best
practice” and market expectations. Codes are typically designed to complement and supplement legislation,
which often sets a minimum standard.



Thirty-two codes were selected from over 100 publicly available codes on corporate
governance.* The selection is composed primarily of European countries with a significant
number of transition countries and smaller European economies. The European countries
reviewed include Austria, Belgium, Denmark, Greece, Finland, France, Germany, Italy,
Portugal, Spain, and the UK. Transition countries and European accession countries
included: Bulgaria, Cyprus, the Czech Republic, Lithuania, Malta, Poland, Romania, Russia,
the Slovak Republic and Slovenia. Some international codes were included such as those of
the Commonwealth Association of Corporate Governance, the European Association of
Securities Dealers (EASD), Euroshareholders, the European Bank for Reconstruction and
Development (EBRD) and the OECD.

Theissuing bodies vary quite considerably. Codes are most commonly the work of stock
exchange sponsored committees, or securities markets regulators. The peer group contains a
smattering of other organizations including government, industry, universities, directors
associations, investor groups, and international governmental and non-governmental
organizations. In many cases, different constituencies co-sponsor and collaborate on the
drafting of codes. Taken together, they provide a clear and representative picture of what is
expected of the board with respect to its responsibility for transparency and disclosure.

Of course, the codes are quite varied and important differences exist. Some represent
practices in countries with both one and two-tier board structures, countries with civil and
common-law traditions, and insider and outsider governance systems. The countries
themselves differ in terms of size, the relative importance of the equity market within the
economy, the development of the legal infrastructure and other factors. Despite these
differences, there is more consensus than there is disagreement.

Most of the codes that were reviewed, in particular those from transition economies, are
recent, having been written between 2003 and 2004. As such, they tend to reflect current
expectations, if not current practices.

[11.  What are the general responsibilities of the board?
A.  Thegeneral responsibilities of the board

Most codes are process and output orientated. That isto say, they describe the board’ s duties
as overseeing the process of producing the financia statements, drafting a policy on
communications, or issuing a report to the general meeting of shareholders. The generd
responsibilities of the board for disclosure are typically placed within the context of the
responsibility of the board and the company to be accountable to the general meeting of
shareholders.

A small number of codes treat transparency as a duty of the board, equivalent to the duty of
“loyalty” and the duty of “care”. The best example of thisis the Spanish code, which

“ A full list of the codesis included in the appendices, as are three tables that compare the relevant passages of
the codes.



proposes a new “duty of transparency” or “duty of disclosure” for the board of directors.”
While the Spanish code also contains detailed recommendations, it isa surprisingly
principles-based approach for acivil law country. Among all of the codes reviewed, it
articulates most clearly a duty of the board to be transparent in all relevant aspects of the
companies operations, and raises transparency to the level of aboard duty.®

How redlistic are such principles-based views of the board’ srole? In redlity, boards focus on
process, approving the annual accounts and exercising oversight of internal control. The
notion that the board is responsible for creating an overall context of transparency is still not
well engrained. The Polish code supports this estimation with its own frank assessment:
“Therole of the supervisory board isimportant in Polish companies, yet reporting by the
supervisory board is still rarein practice.” It isalso important to note that codes represent
perceptions of best practice, not actual practice, and that the gap between the two may at
times be large.

B. Therole of the board versus management

The relative weighting of the importance of management versus the board in the disclosure
processis quite different. The Austrian code, for example, specifies that the management
board undertake all communications tasks; the supervisory board establishes rules and
procedures. Similarly, in Brazil, the Chief Executive Officer (CEO) isassigned primary
responsibility for disclosure, while the board approves. 1n the German code, the discussion
also focuses on the responsibilities of the management board: “the Management Board has
direct responsibility for the disclosure process... and ensures appropriate risk management
and risk controlling in the enterprise.” Consolidated financial statements are submitted to the
supervisory board for “examination”. Likewise, in the Slovak Republic, most responsibilities
for disclosure appear to be assigned to the management board.

Other countries, place the board in a more prominent role, one where the board not only
examines or approves, but is also responsible for ensuring that the company communicates
fully to all of its stakeholders. For example, Euroshareholders specifies: “ The members of the
board are ... responsible for adequate disclosure to shareholders.” In France*...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 two general
approaches cited above are not incompatible. In both cases the board has the overall

responsi cw_ ity, however, the importance given to managers versus directors differsin one or
the other.

® The Commonwealth Code of Corporate Governance also raises the responsibility of the board from a checking,
or oversight function to a proactive duty. The CACG code says, “...regardless of the letter of the law, directors
have a responsibility to ensure that a corporation’s communication isin the spirit of transparency.”

® A number of codes take a different principles-based approach to the duty of transparency. They support a
businessman’s version of the Hippocratic oath for doctors: “first do no harm.” The Commonwealth Code of
Corporate Governance, for example, requiresthat “...directors must not knowingly or recklessly disseminate
false or mideading information.”

" Beyond differencesin relative weighting, there is also some confusion regarding the respective roles of
managers and boards. Whilethisisincreasingly lessthe case, it was a problem in transition economies such as
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Regardless of where the primary responsibility lies, codes from two-tier countries (with both a
management and a supervisory board) are noticeably more explicit in describing the
difference between management and board responsibilities in contrast to codes from one-tier
countries that assign responsibility to a unitary board with amix of executive and non-
executive directors. The precise role of management versus directors is sometimes
ambiguousin single-tier codes since code recommendations effectively refer to both. Since
the relationship between management and the board is fundamental to understanding the
ability of the board to assure effective oversight, many codes require that management and
board responsibilities be fixed in the charter, by-laws, or other policy documents, and made
available for public inspection. Clarity with respect to its own structure and functionis,
arguably, the first responsibility of the board.

Practically, no disclosure takes place without the support of management, company
secretaries, investor relations and legal departments and other staff. Management prepares
board meetings, drafts agendas, provides information, generatesideas, and isimplicated in
each step of the process. Managers must understand the importance of transparency and
valueit in order for the company to be transparent.

On the contrary, where the company culture does not support transparency, or where a culture
of deception exists, the board will have great difficulty in fulfilling its promise, no matter how
qualified and well intentioned it may be. Under such circumstances, dedicated and competent
boards and committees will likely fail to uncover problems and will, in due course, fall their
obligation to shareholders and to the markets. Ultimately, it is up to the board to select
managers, and in particular, CEO’s who espouse these same ideals.

IV.  What arethe specific responsibilities of the board?

The codes were examined in order to identify specific disclosure responsibilities of the boards
or specific duties intended to support the disclosure process. A number of things stand out
from the examination. First, the number of responsibilities and associated tasksistruly
daunting. Fulfilling expectations will be a challenge. Second, the issues under examination
are often complex and require considerable technical expertise. For example, financia
instruments are ubiquitous among larger companies as atool to managerisk. They can
simultaneously be useful tools for risk management and dramatically increase therisk in
companies. Unfortunately, financial instruments are beyond the grasp of all save the most
technically literate board members.® Third, the implications for getting it wrong—should the
board, for example, fail in ensuring the integrity of internal controls—are not trivial. While
not all governance failures are likely to result in an Enron or Parmalat style disaster, the
implications of a governance failure may go well beyond the need for a restatement of the
company’ s accounts.

Russia, where the confusion began with the trandation of “corporate governance” which was, at times, taken to
mean “corporate management”.

8David Damant, President of the European Federation of Financial Analysts' Societies, former member of the
Board and the Executive Committee of the International Accounting Standards Committee.
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The specific responsibilities of the board listed below summarize, in a condensed form, the
areas most commonly cited in the codes.’ They can be divided roughly into four
responsibility areas. transparent governance, reporting on company performance, the external
audit, and ensuring effective internal control. They provide a genera summary of the many
items that could fall under the board’ s responsibility for disclosure.

A.  Transparent governance:
i.  Set the mandate of the board, adopt rules and procedures, and disclose them:

Boards are increasingly expected to develop formal written mandates or policy
statements that set out the general duties and operating principles of the board, and
disclose them. The extent to which responsibilities and decision-making authorities
have been delegated to management should form part of the statement. Boards may
set out the disclosure and reporting obligations of the management and the board,
including the content of the information that the company should disclose.

ii.  Ensuretransparent governance:

Boards often report on the company’ s governance structures, policies and governance
performance. Basic information such as the company charter and by-laws should be
publicly available under any circumstance. Board reporting may take a variety of
formsincluding, statements of compliance with a national code of corporate
governance,'® and/or a consolidated annual report on the company’s governance. In
addition, boards are increasingly being asked to report on their own work and
performance. Reports may cover number of board meetings held, and attendance of
directors at meetings.

The markets generally wish to be assured regarding the qualifications and
independence of directors. Some of the disclosures that make the company’s
governance framework more transparent include the identity of the members of the
board, independent non-executive board members and any change in independence
status. The definition of independence that the company uses may also be useful. Itis
reasonabl e to expect information on individual board members on: the level of
education, qualifications, professional background, positions held, potential conflicts
of interest and any factors affecting director independence.

® A number of appendices have been included in this document to provide further detail on the contents of
disclosure. They include a checklist developed by the United Nations Conference on Trade and Development
and an extract from the Saucier Report from Canada.

10y any codes support disclosure on a“comply or explain” basis under which companies are expected to
comply with the national code voluntarily, or offer an explanation why they do not. Most companies, of course,
do not wish to explain why they might not comply. Consequently, comply or explain can have a significant
coercive effect. Two make it mandatory: the Combined Code in the UK through listing requirements and the
Predacodein Italy.



Boards are also expected to ensure that the process surrounding the organization of
general shareholder meetings be transparent, including information on the proposals to
be decided, and on the board nomination and election process.

In addition, the Company’ s annual report or report on corporate governance should
contain a statement on remuneration policy aswell as details of the remuneration of
both executive and non-executive directors. The Lithuanian code underscores that
remuneration for the members of the company's supervisory and management bodies
should be based on transparent and clear principles and procedures. Most codes now
recommend that disclosure be on an individual basis, and at a minimum, disclosed in

the aggregate.

B.  Reporting on company performance
i. Mission statements:

A limited number of codes assign the responsibility for defining and disclosing the
mission of the company to the board. Most codes recognize arole for the board in
defining the mission of the company, and guiding and approving company strategy, if
not the responsibility for actually setting it. A number of codes suggest board
involvement in disclosing corporate targets, plans and prospects.

ii.  Financial reporting:

It is generally accepted that the board has responsibility for reporting on the financial
and operating results of the corporation. Almost all codes describe the basic
responsibility of the board for reviewing financial statements, approving them, and
then submitting them to shareholders. The board, in addition to the external auditor,
provides some level of assurance that the financial statements accurately represent the
situation of the company. Providing credible assurancesis a difficult and complex
task that involves checking the consistency of disclosed accounting and financial
statements and the external auditor’ s report, ensuring the integrity of the company’s
accounting and financial reporting systems, overseeing the independent audit and
maintaining an appropriate relationship with the company's auditors among others.

iii.  Going concern:

The *going concern” concept iswell defined in accounting standards, and is a central
conclusion arrived at during the audit. While the fact that a company isagoing
concern should emanate clearly from the audited financia statements, many codes
suggest that the board confirm to the general meeting of shareholders that the company
continues to be a going concern.



iv.  Addressthe general meeting of shareholders:

Addressing shareholders at the general meeting is recognized as akey role of the
board. A number of codes expect the board to present a clear and accurate evaluation
of the company’s situation to the general meeting, be available to answer questions and
discuss the results with shareholders, and provide sufficient explanation of proposals
put before the meeting, including proposed dividends and dividend policy.

v.  Oversee ongoing disclosure:

A number of codes suggest that the board’ s responsibilities extend beyond the
approval of the annual financial statements. Some call for the board to provide
oversight and assessments of other interim and price-sensitive public reports. This
may extend to all public reports, reportsto regulators, as well as to information
stipulated by statutory requirements. Some codes suggest that it is the board’s
responsibility to make sure that the company maintains appropriate relationships with
the market regulators.

vi.  Develop a communications policy and programme:

When codes refer to communications, they generally mean something broader than the
annual report or other ongoing reporting requirements of regulators. Boards arein
many cases, expected to watch over all communications that the company has with the
markets, regulators and other stakeholders.

A considerable number of codes suggest that the board develop or approve a
communications policy that includes arole for an investor relations department in
communicating with institutional investors. It is generally suggested that this policy
be disclosed.

A large number of codes refer to the need for “fair disclosure” to underpin corporate
communications. Fair disclosure seeks to ensure an even playing field for al
investors. It isthe opposite of “selective disclosure” where price-sensitive information
is provided to alimited number of market participants before it becomes public. Often
tolerated in the past, selective disclosure isincreasingly viewed by regulators as being
inconsistent with the integrity of the financial markets.

vii. Sakeholder communications:

Relatively few codes devote attention to the role of stakeholders other than
shareholders. Those that do, suggest that the board is also responsible for ensuring
that the corporation communicates effectively with other stakeholders. The content of
communications could include quantitative and qualitative matters concerning
employees such as ethics or labor policies, and other stakeholdersin the corporation.



C. Theexternal audit;
i.  Theaudit committee™

The Audit Committee's primary purpose is to protect the interests of the company’s

shareholders. Therole of the audit committee is the most well devel oped element of
all of the codesand is, in the cases of the UK Combined Code, and Canada’ s Saucier
Report, the central element of the code.

In some countries, the law requires audit committees. Most codes recommend them
regardless of statutory requirements, in particular in larger companies, or companies
with complex financial arrangements. Where for practical reasonsit is not possible to
establish a committee, the full board has the responsibilities of the committee. The
duties of the audit committee are universally understood to be inseparable from those
of the Board. The entire board remains responsible for the duties assigned to
committees.

The audit committee 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 company. The central concern of the committee isto assess
the reliability of the systems whereby the accounts are drawn up and the validity of
accounting methods, rather than to go into details of the accounts.

Like other committees (nominations and remuneration) that are designed to assist the
board in areas where there is the potential for conflict of interest between the company
and shareholders, the audit committee is expected to exercise judgment in its work
independent from management.

In order to secure independent judgment, codes typically aspire to a committee fully
staffed by independent and financially expert directors. Most codes temper their
recommendations in the face of practical constraints. The Bratislava

Stock Exchange, for example, recommends that a mgjority of independent members be
achieved over afive-year period. Other codes recommend that audit committees be

™ Some countries (Brazil, Italy, Russiaand certain SEE countries among others) have special structures that are
sometimes referred to as “audit commissions’ or “revision commissions’. Recent discussions between Brazil
and the US SEC have resulted in an understanding that the Brazilian “ conselhos fiscais’ will be accepted by the
US as equivalent to, or substitutes for the audit committee that is required by law for USisting. Discussions
between the EU and the US have resulted in a similar understanding and acceptance of comparable European
structures. Notwithstanding this compromise, revision commissions have different mandates and responsibilities
that flow from a different legal context. Revision commissions have the advantage that they are appointed by
and report directly to the general meeting of shareholders. Their disadvantage isthat they are afforded aless
detailed insight into the workings of the company than one could expect for a board committee. No truly
authoritative study has been done on the merits and demerits of these structures, and many companies in Russia
and Brazil now have both. It remainsto be seen what role the revision commission will play compared to the
audit committee. In the meantime, companies that rely exclusively on revision commissions may wish to borrow
from the extensive literature available on audit committees to see the extent to which this structure can be
adapted to meet market expectations.



staffed fully by non-executive directors and that the Chairman not be a former member
of management.

Since the work of the audit committee requires a strong technical foundation, many
codes recommend that all members of the committee have some financia expertise
and experience in the preparation of financial statements. The Saucier Report
recommends that: “ All members of the audit committee should be ‘financialy literate’
and at least one member should have accounting or related financial expertise.”

For smaller companies the minimum recommended size of the audit committee in the
various codes was two, however, most suggest a minimum of three members.
Recommended meeting frequencies range from twice to four times per year. Often it
is recommended that the number of committee meetings and meeting attendance be
reported.

Written terms of reference that describe the powers and reporting procedures of the
audit committee should be approved by the board and disclosed, as should its members
and whether they are non-executive directors, or independent. Some codes note that
these powers should not be delegated.

ii. Theaudit committee' s duties

A large number of specific duties are mentioned in the codes. They are grouped below
into four broad categories of: financial supervision, internal control, auditor selection
and monitoring, and accountability. Audit committees are expected to:

a. Financial supervision:

e Monitor the financia position of the company and the integrity of the financial

statements

Assess the appropriateness of accounting standards

e Monitor any formal announcements relating to the company’s financial
performance

b. Internal control:

e Evaluate the adequacy and appropriateness of internal control and risk
management

e Review internal audit plans and reports;

e Preserve the company’s assets by understanding the company’ s risk
environment and determine how to deal with those risks

e Evauate compliance with laws and regulations

c.  Auditor selection and monitoring:

Prepare the decision concerning appointment of the external auditor;



Maintain contacts with the auditor, and examine the auditor’ s reports
Evaluate the advisory services supplied by the external auditor

Recommend the auditor to the board, for approval by shareholders
Appoint, re-appoint and remove the external auditor

Review and monitor the external auditor’s independence

Develop and implement policy on the engagement of the external auditor to
supply non-audit services

e Maintain communications on such matters between the board, management,
the independent auditors and the internal auditors

d.  Accountability:

¢ Report to the board on its activities
e Beavailable at the general meeting of shareholders

These duties are, of course, ultimately also the responsibility of the board. However,
the company decides to organize the duties of the board versus the audit committee,
the responsibilities and duties should be disclosed.

iii.  Relationship with the external auditor:

Law and regulation commonly require that the auditor be accountable to shareholders.
In practice, and by tradition, management has handled the relationship between the
auditor and the company. When partners in audit firms speak of the “client”, they are
most likely referring to the company and its management, and not the shareholders—
entirely understandabl e since the company pays the bill.

Shareholdersincreasingly seek to assert their authority and to minimize possible
compromises to the independence of the auditor. Some codes suggest that the audit
committee explicitly affirm that the external auditor is accountable to the board 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.

Audit committees should steer the procedure for selecting the auditor. It is sometimes
suggested that their selection or extension of terms should be preceded by atender
offer supervised by the audit committee. A proposal for the election of the external
auditor prepared by the board or the audit committee should then be disclosed in the
notice to the general meeting. The audit committee should have direct communication
with external auditor and should be able to meet with the external auditor without the
presence of management. Most codes agree that the board should establish formal and
transparent arrangements for maintaining an appropriate relationship with the
company's auditors.
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iv.  Ensuring the independence of the external auditor:

The audit committee needs to assure itself and shareholders that the auditors are
independent. In order to do so, it must have access to all information about the audit
firm’ s relationship with the corporation necessary to come to a reasonable conclusion.
A number of different approaches may be employed to ensure that the auditors have no
relationship, whether direct or indirect, with the company that might influence their
judgment. Some of the approaches suggested in codes include:

a.  Prohibiting or restricting hiring the company’ s auditor for other services
that may cause conflicts of interest

b.  When the board allows the hiring of the auditor for other services, it can
establish which other services may be hired, and what the maximum annual
proportion such services have in relation to audit fees

c. ThePolish coderequiresa“yes’ vote of at least two independent board
members to approve the auditor and requires the company to publish what
votes were cast by the independent members of the board

d.  Prohibiting independent auditors from being members of the supervisory
board

e. Theauditor can be required to annually submit aletter to the board of

directors confirming their independence

The duration of the term of office of the auditor can be limited

Audit firms may be rotated after a specified number of years

If rotation is not possible, regular rotation of audit partners may be feasible

i.  Annual reporting of fees paid to auditor with a breakdown of fees paid for
non-audit services

=5 Q ~

The audit committee 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 with applicable standards. 2

D. Ensuring effective internal control and management information systems:

Theinternal audit is traditionally subject to dual reporting responsibilities. In
principle, the internal auditor should report to management administratively and to the
board functionaly. In practice, the relationship between the internal auditor,
management and the board israrely so neat. Internal control is akey managerial
function that provides indispensable information to management on a variety of issues.

12 Many organizations provide detailed guidance on how to manage the relationship between the company and
the auditor. One of the most complete and authoritative international guidelinesisthat of the International
Organization of Securities Commissions (I0SCO) entitled: Principles of Auditor Independence and the Role of
Corporate Governance in Monitoring an Auditor’s Independence A Statement of the Technical Committee of the
International Organization of Securities Commissions of October 2002 which isreproduced in its entirety in the
appendices.
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The Institute of Internal Auditors (I11A) sees the modern auditor as being increasingly
dependent on management. At the same time, it recognizes that internal auditors must
continue to work together with the audit committee and the board to ensure successful
audits.®

Full separation of internal control and audit from management is probably neither
possible nor desirable. Accordingto I1A, internal auditors are, nevertheless, expected
to be independent from management.

Among the codes reviewed, views on the primary reporting responsibility of the
internal auditor vary. In Slovenia, where the internal auditor reports to the
management board, the executive is vested with a more active role: “ The Management
Board shall provide for establishment and operation of a proper and effective system
of internal control. The persons, responsible for the area of internal control shall be
directly accountable to the Management.”

Other countries envisage a much more active role for the board. The Spanish code,
suggests considerable direct operational influence, including “...full accessto the
internal audit and the ability to express its opinion about the selection, appoi ntment,
reappointment and 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.”

Most codes describe the board’ s responsibility as a higher-level responsibility for
ensuring the integrity of the corporation’sinternal control and management
information systems. Where a corporation has an internal audit function, the audit
committee should, at a minimum, approve its mandate, ensure it has adequate
resources, and that the director of internal audit has direct and open communication
with both the board and the external auditor. Where it does not exist, the board should
cause aformal internal audit function to be established.

The specific responsibilities of directors are to annualy review the effectiveness of
internal controls, and procedures and report the findings to shareholders. The review
should cover al systems of internal control, including financial, operational aswell as
compliance and risk management and 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. With respect
to risk management, codes cite the execution of unusual and complex transactions,
transactions on financial instruments and their level of risk. A number of codes
suggest that companies without an internal control function should examine the need
annually and justify the absence of this function to shareholders.

V. What isthe disclosure role of other committees?

31 A Research Foundation, Standards for the Professional Practice of Internal Auditing, and | ndependence and
Objectivity: A Framework for Internal Auditors.
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It iswell accepted in law that board functions may be delegated, at least to some degree, to
board committees. Companies establish committees where there is a significant potential for
conflict of interest, usualy in the areas of audit, remuneration and nominations, though some
codes a'so mention risk oversight, disclosure and corporate governance committees.

In smaller companies and in transition economies, alarge number of committeesis
inadvisable for anumber of reasons. For one, committees require financial and administrative
resources and most companies lack experience in running multiple committees. Too many
committees can lead to excessive compartmentalization of topics and, in aworst-case
scenario, can lead to confusion. Finally, thereisascarcity of qualified directorsin all except
for the most devel oped markets.

Of the various committees, the audit committee is most important—at least from the
perspective of investors. Thisis because the audit committee is the key to securing their
confidence and the integrity of markets. Whatever committees a company eventually decides
to establish, each has its own responsibility for disclosure. Their first duty is to be transparent
with respect to their own governance and disclose their formal charter, number and/or
proportion of non-executive directors, the proportion of independent directors and
information on the chairman.

VI.  What aretheresponsibilities of individual board members?

Sometimes, individual board members have an obligation to disclose information. Usually, it
isinformation required to assess the director’ s qualifications to fulfill the tasks that will be
required of him. The Russian code of corporate governance requires all board membersto
disclose “information about their education, qualification, professiona background, positions
taken and potential conflicts of interest” as part of the nomination and election process. Many
codes require companies to disclose a definition of independence, and information on
directors interests and any matters that affect the director’ s independence.

It may occur in the normal course of business that a director experiences a conflict of interest
or becomes arelated party in atransaction.

Disclosure of conflicts of interest may be handled at two different levels. The Austrian code,
for example, requires disclosure only to the supervisory board. The Maltese code goes
further, “In certain circumstances it may be appropriate for the Board to disclosein apublic
document that an actual conflict or potential for conflict of interest has arisen”. The Polish
and Slovenian codes are similar. Most countries take a two-pronged approach with an
obligation to inform the board first and then, if the conflict is material, to make public
disclosure. Finally, some codes require disclosure of the actions that the board took to
remedy the conflict of interest. Conflicts of interest usually mean that the affected board
member must abstain from taking part in related decisions.

With respect to related party transactions, most codes do not make outright prohibitions,

though some suggest that this may be an option under company policy. The Cyprus code
reflects the most common position: “Directors and executive directors should announce
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immediately to the Board and shareholders through the annual financial statements regarding
any material interest that might arise from transactions of the company.” Aswith conflicts of
interest, directors are usually expected to abstain from voting on transactions in which they
are arelated party.

Thereisvirtually no discussion of requirements that transactions occur at arms length or fair
prices, though a number of codes suggest that the audit committee has the responsibility to
monitor and disclose the nature of potential related party transactions, and whether they are to
the benefit of the company.

Perhaps one of the largest individual responsibilities of directors has nothing to do with the
disclosures they make 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 hisviews
are entirely justified. Individuals tend to moderate their views or submit in the face of group
pressure. Therefore, the board depends critically upon directors who are able to observe with
acritical eye, exercise independent judgment, and speak out and stand up for their views.

VIlI.  What arethe criteria for good disclosure?
A.  The characteristics of good information

Not all disclosure is good disclosure, and while there is a tendency among investorsto
demand ever more, and for companies to provide it, more is not always better. Disclosureis
best if it has certain characteristics. Some of the characteristics that are mentioned in the
codes are:

Regul arity
Timeliness
Accuracy
Comprehensiveness
Comparability
Detail

Disclosure is also best when it drives to the point of the matter. Accounting scandalsin both
the US and Europe demonstrate that misleading investors and other stakeholdersis easy, even
while adhering to the letter of the law. The code of the Commonwesalth Association of
Corporate Governance demands disclosure that clearly describes what is fundamentally
important. Beyond being timely and accurate, good disclosure requires substance to prevail
over form. The Commonwealth also suggests that information must be “reliable, frank and
robust in times of crisis” and useful, i.e. it must “enable readers to evaluate the situation in
order to take appropriate action”.

B. Fair disclosure

A large number of codes devel op the concept of fairness in disclosure and creating a so-called
“even playing field” for investors. The French MEDEF code recommends that: 1) Each
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corporation should have arigorous 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; and, 3) The normal method for communication is a press release,
which makes the same information available to al at the same time. Judging by the
frequency of its mention, fair disclosure issues appear to be of significant concern.

Listings of companies on foreign markets, either directly or indirectly through American or
Global Depository Receipts, often creates the problem that international markets have access
to better information than domestic investors. One of the codes specifies that when
companies are listed elsewhere, information available to foreign investors should be made
available equally to domestic investors. The oppositeis, of course, also possible, that foreign
investors do not have access to information on an equal footing with domestic markets. This
is often the case with respect to notice of general meetings of shareholders, which frequently
comes too late for foreign investors to act upon.

C. Methods of disclosure

Increasingly, fair and timely disclosure is becoming synonymous with making information
accessible on the Internet. Posting on the Internet has the great advantage of being simple,
cheap, simultaneous, and globally accessible. A disadvantageisthat it does not arrivein a
mailbox or afax tray; the user of the information must make an effort to check to see if new
information is available. Another disadvantage isthat the legal status of disclosure on the
Internet is uncertain in many jurisdictions. Regardless of these drawbacks, the Internet is the
tool of choice for putting certain types of basic information such as charters, by-laws, policy
statements and other information in the public domain.

Other methods are by publication in journals, e-mail, normal mail, fax, officia filings, and by
posting on an information clearinghouse. Each has advantages and disadvantages.
Eventually, electronic share voting may become possible as technical hurdles are overcome
and as legal restrictions are removed. Directors should be aware of the advantages and
disadvantages of each different method--in particular the potential of new technologies--and
should strive to find methods that allow the broadest possible access to information.

Finally, a number of codes recommend disclosure in English in addition to the local idiom.
Such recommendations come from diverse countries such as Brazil, France, Germany and
Lithuania. While the status of English language disclosure will depend on the jurisdiction,
English isincreasingly accepted as the language of international business and disclosure.
Obviously, dua language disclosure brings additional costs. However, many companies find
it anecessity since asignificant portion of their ownership isforeign.

D. High quality standards
Disclosure is always better if information is compiled, prepared and presented according to a

high quality standard. Identifiable standards exist for many different types of disclosure
including financial, human resource and environmental disclosure.
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The vast mgjority of codes that mention standards make specific reference to International
Financial Reporting Standards. A smaller number also cite US GAAP. The preference for
IFRS is not surprising given the strong representation of EU members and accession countries
in the peer group, and given itsincreasing global acceptance.

Interestingly, the Spanish code cautions against the use of IFRS or US GAAP. It basesits
reticence to endorse |FRS * on the proven fact that European companies have, to a great
extent, remained immune to the financial problemsin the US precisely because they had not
adopted the new accounting principles now being imposed in the European Union.” The
extent to which the governance failuresin the US can be attributed directly to US GAAP, and
whether they would have occurred in asimilar fashion had IFRS been used is open to debate.
Whatever standards are selected, the board is responsible for understanding the repercussions
of its choice, and should be able to identify and disclose mgjor differences resulting from
different accounting treatments.

Only one country specifically cites International Standards for Audit (ISA) as promulgated by
the International Federation of Accountants.

VIII.  What information needs to be given to boards?

Information must be made available to the markets in order to assess the company and its
governance. However, information must also flow to the board for it to fulfill its oversight
function. Some codes place the onus of furnishing information on the company. The Danish
code places the obligation squarely upon the executive: “In all circumstances the executive
board must ensure that the supervisory board is provided with essentia information, whether
the supervisory board has requested it or not”. The French MEDEF code places some level of
responsibility on the board. The Russian code is both cynical and unambiguous: “If [the
board of directors| rely solely on the information furnished by executive bodies, they will not
be able properly to discharge their duties...it is advisable that members of the board of
directors demand additional information, when such information is necessary to make a
balanced decision.” Within the company, the responsibility for providing sufficient
information is usually that of the Chairman, assisted by the corporate secretary.

IX.  What doesthereality look like?

Up to this point, the paper has focused on expectations. Some attention needs to paid to what
happens in practice.

In 1994, the Toronto Stock Exchange sponsored one of the earlier codes of corporate
governance, which became know as the Dey report (for Peter Dey, the Chairman of the
committee that drafted it). Many of the recommendations in the code correspond to those that
are observed in other codes in this paper. 1n 1999, afollow-up study was done to measure
how well Canadian companies complied with the requirements of the code. The results of
this survey were published in the cleverly named Report on Corporate Governance: Five

Y earsto the Dey.
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A.  Five Yearstothe Dey

Among the group of questions posed to Canadian executives, three dealt with the disclosure
responsibilities of the board. The questions and responses are as follows:

i.  Which of the following documents, if any, does the board approve beforeit is
released?

48% Annual Financial Statement
50% Annual Information Form
50% Information Circular

54% MD & A

75% Directors Circular

77% Issuer Bid Circular

79% Prospectus

83% Quarterly Financial Statements
83% Rights Offering Circular

99% Take-Over Bid Circular

ii. Please check all statements which describe the board’ s involvement in
communications with shareholders.

25% Board has participated in developing corporate policy regarding
communications with most external audiences

36% Board discusses communication issues as they arise

70% Board approves press releases on all material matters, not just financial
statements

iii.  Pleaseidentify the extent to which the board isinvolved in internal control
and management systems.

4% Little involvement to date

4% Board has reviewed but not formally approved control and management
systems

24% Board or board committee has hands-on role in drafting internal control
and management systems

27% Board has reviewed and formally approved control and management
systems

39% Board directs devel opment of new control systems or changes to existing
ones

While the results for board oversight of internal control are encouraging, overal, responses
were less than overwhelming and set off another round of governance soul-searching and
code drafting in Canada. One of the conclusions that can be drawn from the Canadian and
other similar experiences isthat creating change among corporations is hard and that
significantly raising governance standardsiis, like any cultural change, easier said than done.
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The original Dey code did serve to nudge governance forward in Canada, however, probably
not as much as some expected or would have liked. Another lesson that might be drawn for
companiesin the SEE region is that while the ultimate goal should be a high standard of
performance, it is probably wise to set realistic goalsin order to have a possibility of actually
achieving them. The danger of setting overly aggressive goalsis certain failure, and possibly
even encouraging a culture of acceptance of non-compliance when these goals are
systematically not met.

B. Costsand governancein smaller companies

Good corporate governance has costs, and these costs are generally more difficult to carry for
small and medium companies. A recent survey by Foley & Lardner LLP in Chicago found
that 20% of 115 companies surveyed said they are even considering going private as a result
of new corporate governance and disclosure reforms. The respondents consisted mostly of
what Foley & Lardner define as small and mid-sized companiesi.e. companies with annual
revenue under US $1 hillion.** According to the companies, governance costs after the
passage of the Sarbanes-Oxley Act of 2002™ more than doubled to almost US $ 3 million per
annum.

Good governance should not kill the goose that lays the golden eggs. Some of the codes
recognize the important resource limitations that smaller companies suffer, and modify their
recommendations accordingly. Smaller companies need to be doubly cautious about
establishing committees, and will likely need to have the full board cover more issues. Where
committees are established, their membership may need to be reduced from what is
recognized best practice for larger companies.

The Slovak code, issued by the Financial Market Authority is realistic in recognizing that best
practice standards will take some time to achieve. While it requires the establishment of audit
committees, it allows for afive-year period before they are composed by a majority of
independent directors. Most other code recommendations will need to be applied in
accordance with the capacity of small companiesto do so..

C. The effectiveness of disclosure as a governance tool
Better transparency is not, by itself, the key determinant of good governance. Nor is

disclosure an effective substitute for substantive regulation'®—at least not in the transition
economy context.

“Most SEE companies would qualify as small or medium under this definition.

%> The Sarbanes-Oxley Act of 2002 is, perhaps, the most significant revision of US securities law since the
passage of the securities acts of the 1930's. Its clauses focus on governance and transparency issues. Given the
number of foreign companies that list in the US either directly or indirectly using American Depositary Receipts,
the Act is having aglobal impact. It also requires registration of foreign auditors and their compliance with a
certain set of normsif they audit companies that will list in the US.

18 As suggested by Louis Lowenstein, Colombia University.
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The incentives for good disclosure do not work as neatly in practice as theory predicts. A
reduced cost of capital (a key argument made by policy makers) is often cited as a key
incentive for being more transparent. Theory says that companies that are more transparent
are treated better in the markets, where ratings agencies and other users of information factor
good governance into the pricing of equities, eventually pushing share prices up and the cost
of capital down. If one can reduce the overall cost of capital in a country by even asmall
fraction, the cumulative impact on the cost of capital in the economy and the ensuing welfare
gainis enormous.

But, it is doubtful that the average manager will perceive areduced cost of capital as an
incentive. For the dishonest, or merely self-interested manager, it is still considerably easier
to extract rentsthan it isto, for example, introduce and apply IFRS in the company, wait for
the promised reduction of financing costs, and to cash in on an (hopefully well-designed)
incentive scheme that ties his compensation to the company’s capital cost. Too many factors
comeinto play. Itiseasier, for example, to design aremuneration scheme so that bonuses are
paid out regularly regardless of how the company performs, or to engage in related party
transactions conducted at less than “arms-length”.

Bernard Black suggestsin a comprehensive study of the relationship between corporate
governance and stock market valuation, that the value of disclosure, in the absence of other
substantive checks upon managers or ownersis, in fact, quite limited: “Disclosure aloneis of
limited value where company insiders can freely loot the value of minority shares, evenin the
face of reasonably full disclosure and press coverage.” Heillustrates his findings by citing
the case of the Russian company Y ukos whose controlling shareholder Mikhail
Khodorkovsky looted the company and its subsidiaries under the full glare of the Russian and
Western press.'” Black’s conclusion isthat if management is able to extract large gains
without penalty, then ownership structures and the enforcement of ownership rights are more
likely to indicate potential for governance abuses. Disclosureisone link in the chain.

Black’s conclusions do not diminish the need for disclosure. They may even reinforceit.
While the highest priority in countries like Russia should be the enforcement of laws, stiff
penalties, institutions and legal recourse, transparency with respect to controlling
shareholders, related party transactions and ownership structure, can assist in securing
substantiverights. A strong board, committed to transparency, may thus be the first line of
defense.

X.  Conclusions
Codes tend to place alarge emphasis on the financial reporting obligations of the board, as

well as on board oversight of the audit function. Thisis because they are the keys to investor
confidence and the integrity of markets. Indeed, several of the reviewed codes were drafted

" Bernard Black, Stanford Law School, The Corporate Governance Behavior and Market Value of Russian
Firms, March 2001. The Russian Investor Protection Association (somewhat incongruously) nominated Y ukos
as one of the best-governed Russian companies shortly after Black published this article. Today, Khodorkovsky
isinjail on charges of theft and tax evasion and Y ukos faces bankruptcy as government authorities seek to force
it to pay past taxes.
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out of concern for financial reporting. The original Cadbury Code specifically addressed
financial aspect of corporate governance, and the UK Combined Code further develops the
theme of board responsibility for systems of internal control.

The overall impression is that the codes have high, perhaps unrealistic, expectations,
especialy in the context of emerging markets. Boards are expected to develop
communications policies, review financial statements, accounting and audit standards,
conduct tenders for auditors, ensure transparent governance practices, and make sure that the
company treats investors fairly with respect to information. Some issues, such as the use of
financia instruments are technical and complex. One can legitimately wonder how the board,
even with the assistance of a committee, can effectively manage these responsibilities. A
gradual and realistic approach may serve to avoid the creation of a culture of non-compliance.

Some codes distinguish clearly between management and board responsibilities. Equally as
many, do not. This may reflect the desire of governance committees to not be overly rigid or
prescriptive. On the other hand, it appears that there is some genuine confusion about where
the responsibilities of directors and managers begin and end. Lest there be any confusion, one
of the key first stepsisto be clear about the mandate and responsibilities of both the board
and its committees.

Views of what is good governance, and good disclosure are converging. The type of
information that the codes require is becoming more similar. This may be due to a number of
factors including global interest in governance issues, the pervasive influence of the OECD
Principles of Corporate Governance, international effortsto promote better regulation of
securities markets and increasing acceptance of IFRS.

Overall, there appears to be atrend towards greater reliance on disclosure. Common law
countries have traditionally pursued more of a disclosure-based approach to regulation. Civil
law countries have atradition of greater reliance upon substantive (merit-based) regulation.
Despite very different legal origins and governance traditions, there appears to be a growing
consensus on the responsibilities of the board.

Among the areas in which a strong consensus has emerged is the role of the audit committee
and the importance of internal audit. The audit committee is the most important tool to help
the board achieve its overall goal of transparency.

Codes focus on larger companies and, with very few exceptions take into account the special
circumstances of smaller and medium-sized companies that define the economies of the SEE
region. More attention needs to be addressed to how to practically enhance governancein
smaller companies.

The human element is simultaneously the most overlooked element of good governance and
quite possibly the most important. Transparency cannot be achieved in the absence of good
will by management and the personal engagement of directors. One of the largest
contributions of directors to transparency may be the attitude they bring with them to the
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boardroom. Transparency depends critically upon their ability to observe with acritical eye,
exercise independent judgment, and to speak out and stand up for their views.
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List of Appendices

Codes Reviewed
Comparative Matrices:
e General Disclosure and Transparency Responsibilities of the Board
e Board Responsibilities for Audit and Audit Committees
¢ Interna Control, Related Parties and Conflicts of Interest, and Other
Saucier Report: Contents of Governance Disclosure on the Board
UNCTAD Governance Disclosure Checklist
UK Combined Code, Terms of Reference - Audit Committee

Principles of Auditor Independence and the Role of Corporate Governance in
Monitoring an Auditor’s Independence, A Statement of the Technical Committee of the
International Organization of Securities Commissions
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Codes Reviewed

Austria

Belgium

Brazil (2)

Bulgaria

Canada (2)

The Commonwealth
Cyprus

Czech Republic
Denmark

European Association of Securities Dealers (EASD)
European Bank for Reconstruction and Development (EBRD)
Euroshareholders
Finland

France

Germany

Greece

Italy

Lithuania

Malta

Poland (2)

Portugal

Romania

Russia

Slovak Republic
Slovenia

Spain

Turkey

UK

OECD

23



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

Financia reporting

Accounting
standards

Communications

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

General disclosure | Roleof Board Specific disclosure | Compliance with Financial reporting | Accounting Communications Fair
responsibilities of versus responsibilities national code standards disclosure/selective
the board management disclosure
Austria 1) The The supervisory A report shall be IFRSor USGAAP | ...establishment of | Required
management board | board adopts published once a required abody to handle
Austrian Working provides the internal rules of year regarding communications
Group on supervisory board procedure compliance with
Corporate with which stipulatethe | the Code,
Governance comprehensive disclosure and including
information on all reporting explanations on
Austrian Code of relevant issues obligations of the deviations from

Corporate
Governance

November, 2002

(Two-tier System,
Civil Law)

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
issupplied

with sufficient
informationisa
joint task of the
management

and supervisory
boards, 5) The
management board
has overall
responsibility for
communications
tasks

management board

the Code
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General Disclosure and Transparency Responsibilities of the Board

General disclosure | Roleof Board Specific disclosure | Compliance with Financial reporting | Accounting Communications Fair
responsibilities of versus responsibilities national code standards disclosure/selective
the board management disclosure
Belgium 1) It isthe board of In addition to
directors task to national standards,
supervise the IFRS or USGAAP
Belgian i mpl ementation of suggested
Commission for policy and the
Corporate control of the
Governance company and to
report to the
shareholders
gg:,?gﬁce or 2) It is the board's
Belgian Listed duty to present a
Companies clear ar_ld accurate
evaluation of the
December, 1998 | compawy’s
situation
(One-tier System, to th? general
Civil Law) meeting of
shareholders
Brazil
Comissao de
Valores
Mobilidrios
CVM
Recommendations
on Corporate
Governance
June, 2002
(Two-tier System,
Civil Law)
Brazil 1) No mention of Management IFRS or US GAAP All information
disclosureas a prepares the required that may in any
Brazilian Institute Board annual report and way affect
of Corporate responsihility, 2) submits it to the investment
Governance The CEO must board who decisions should
disclose al approvesit and be disclosed
Code of Best relevant subseguently immediately to all
Practice of information, recommends its users
Corporate whether or not acceptance or
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General Disclosure and Transparency Responsibilities of the Board

General disclosure | Roleof Board Specific disclosure | Compliance with Financial reporting | Accounting Communications Fair
responsibilities of versus responsibilities national code standards disclosure/selective
the board management disclosure
Governance mandatory, to the rejection by the
owners and general assembly
stakeholders of shareholders
April, 2001
(Two-tier System,
Civil Law)
Bulgaria 1) No mention of Proposal to
the responsibility introduce IFRS for
Corporate of the Board for listed companies
Governance disclosure, 2)
Initiative for Proposal to
Bulgaria prescribe for
managing bodies
Corporate to discuss with
Governance shareholders at the
Guidelines general meetings
the annual and
2001 semi-annual
reports for the
company’s
activities
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General Disclosure and Transparency Responsibilities of the Board

General disclosure | Roleof Board Specific disclosure | Compliance with Financial reporting | Accounting Communications Fair
responsibilities of versus responsibilities national code standards disclosure/selective
the board management disclosure
Canada 1) Setting the 1) boards should 1) The audit ... @pproving a
broad parameters develop formal, committee communications
within which the written mandates mandate should set policy that
Joint Committee management team sat_ing out out its o includesa
on Corporate operates: _ their o responsi bilities _framework fo_r
Governance examplesinclude... | responsibilities, with regard investor relations
approving a and theway in to the disclosure of and apublic
Beyond cor_nmunicati ons which they _ fi nancigl and _ disclosure palicy
Compliance: _poI icy that structure their related information
Building a includesa operationsto 2) the _audit
Corporate _framework fqr carry out these committee or the
Governance investor re_Iatlons responsibilities board should
Culture and apublic _ 2) itisimportant r_e\/ie\/\{ quarterly
(Saucier Report) disclosure policy, that the mandate financial reports
which may be disclosed, and and
November. 2001 involve a process that performance related financial
' for monitoring the | against the documents before
: relationship mandate be any public
gr:nggl iyashtgm between the assessed, 3) Itis disclosure of the
corporation and not necessary, in information., 3)
investment dealers, | our view, to Audit committees,

2) theintegrity of

disclose the results

as amatter of best

the corporation’s of this assessment practice, should
internal control but there should be ask external
and management disclosure that the auditors
information assessment has to review this
systems taken place material before
considering it

Canada

Toronto Stock
Exchange

Guidelines for
Improved

Corporate
Governance

(Dey Report)
1994

(One-tier System,
Common Law)

Responsihility for:
l)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 | Roleof Board Specific disclosure | Compliance with Financial reporting | Accounting Communications Fair
responsibilities of versus responsibilities national code standards disclosure/selective
the board management disclosure
Commonweslth The board should: 1) The board The board should
1) ensure that the should ensure that ensure that all
corporation communications shareholders are
communicates aretimely and treated fairly and
Commonweath | with shareholders accurate, 2) should provided with
Corporate and other be understandable, appropriate
Governance stakeholders trangparent with information on an
effectively, 2) substance equal basis,
CACG Guiddines | Ve the _ prevailing over irrespective of the
Principles for legitimate interests form, 3)_ signifi(_:ance or
Corporate of the sharehol _ders mforr_nam on should _otherwge of their
Governancein the of the corporation bereliabl e,'fra_nk interest in the
Commonwealth and account to and robust in times corporation
them fully, 3) of crisis, 4)
November. 1999 regularly review communication
' processes and must enable
(One-tier System, procedures to read(_ars to evgl uate
Common Law) ensure the the situation in
effectiveness of its order to take

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

appropriate action,
5) requirements for
communication
with shareholders
will be prescribed
by statute and/or
regulation;
regardless of the
letter of the law,
directorshave a
responsibility to
ensurethat a
corporation’s
communicationis
in the spirit of
trangparency, 6)
Directors must not
disclose price
sensitive
confidential
information, unless
authorized, 7)
directors, must not
knowingly or
recklessly
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General Disclosure and Transparency Responsibilities of the Board

General disclosure | Roleof Board Specific disclosure | Compliance with Financial reporting | Accounting Communications Fair
responsibilities of versus responsibilities national code standards disclosure/selective
the board management disclosure
disseminate false
or misleading
information
Cyprus The Board of The Board should 1) whether the The Board should The Audit The Board should All information
1) Directors stateinits annual principles submit abalanced, | Committee should | appoint adirector regarding the
Corporate report on corporate | of the Code are detailed report to the Board | or managing company should be
Governance Code ,Should governance that being implemented | and understandable | on the selection of | director as digtributed fairly,
introduce the company plans | 2) confirm that it assessment of the accountancy Investor Liaison inexpensively and
September, 2002 formal and to continue to complies company’s principles for the Officer toliaise in atimely fashion
as amended in transparent functionasagoing | with the principles | position and consolidation of between to all shareholders
November, 2003 rocedures as concern for the of thecodeand, in | prospects accounts and shareholders and
p next twelve the event that it submit to the the company
(One-tier System, regards the way months does not, Board of Directors
Civil Law) in which the explain why not for review, an

principles
governing
financial reporting,
corporate
governance and
internal auditing
areto be applied
and that a suitable
relationship is
maintai ned

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
asto information
needed by
statutory
requirements, 3)
Boards should use
the Annual
General Meeting
in order to

advisory document
stressing all the
repercussions from
such a selection
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General Disclosure and Transparency Responsibilities of the Board

General disclosure | Roleof Board Specific disclosure | Compliance with Financial reporting | Accounting Communications Fair
responsibilities of versus responsibilities national code standards disclosure/selective
the board management disclosure
communicate with
investors and
encourage their
participation
Czech Republic 1) The Company 1) Independent Theboard is The audit should Theboard is
should be headed non-executive responsible for be carried out responsible for
by an effective board members ensuring the to the highest overseeing the
(Two-tier System, board of directors should be integrity of the international process of
Civil Law) and supervisory identified in the company’s accounting disclosure and
board which annual report, 2) accounting and standards communications
Based upon OECD | should lead it and Board members financial reporting
Principles account to the should declare that systems
shareholders, 2) they will
The board should voluntarily forfeit
be accountable to any remuneration
the shareholders in case of bad
and ensure proper financial
internal controls performance, 3)
and auditing the board should
procedures report that the
businessisagoing
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
Denmark It is recommended It is recommended IFRS or USGAAP | Itisrecommended | Itisrecommended
that the that the company recommended that 1) the that the
Report on supervisory board develops supervisory board supervisory board
Corporate adopts an procedures which adopts an make all investor
Governancein information and ensure that the information presentations
Denmark communication company and accessible on the
policy immediately communication Internet at the
The Copenhagen publishes all policy 2) the sametime
Stock Exchange essential board ensure
Committee on information of flexible
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General Disclosure and Transparency Responsibilities of the Board

General disclosure | Roleof Board Specific disclosure | Compliance with Financial reporting | Accounting Communications Fair
responsibilities of versus responsibilities national code standards disclosure/selective
the board management disclosure
Corporate importance for continuous
Governance how the dialogue between
shareholders and the company and
(Norby the financial the
Committee) markets shareholders by:
evaluate the holding investor
December, 2003 company and its meetings,
activities, aswell continuously
(Two-tier System, asitsbusiness evaluating if
Civil Law) goals, strategies information
and results 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 al investor
presentations
accessible on the
Internet
at the same time
Europe 1) Key areas of Th(_a existence of Disclosures should 1_) Relevant, The board should
concern anti-take-over cover: governance | timely, accurate adopt a "statement
European . . devices must be structures and and understandable of practice" for ...
Association of include: disclosed and policies, their disclosure should communicating
Securities Dealers | accounts and justified in an implementation be with persons or
(EASD) budgets... audit appropriate and their made of material institutions inside
and control statement to degreeof information or outside the
Corporate systems shareholders compliance with necessary for the company
Governance 5 > these proper evaluation
Principles and disclosure and recommendations | of
Recommendations | communication and other relevant | the status and the
of information, rules and codes of situation of the
May, 2000 2) boards are practice company, 2)
Disclosures should
(Both One and agents cover: accounts,
Two-Tier Systems) | Who perform operational and
orientation and financial results,
monitoring historical and
functions for current
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General Disclosure and Transparency Responsibilities of the Board

General disclosure | Roleof Board Specific disclosure | Compliance with Financial reporting | Accounting Communications Fair
responsibilities of versus responsibilities national code standards disclosure/selective
the board management disclosure

which they are performance and

accountable to all prospectsasa

shareholders 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 Oneand
Two-Tier Systems)

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

33




General Disclosure and Transparency Responsibilities of the Board

General disclosure | Roleof Board Specific disclosure | Compliance with Financial reporting | Accounting Communications Fair
responsibilities of versus responsibilities national code standards disclosure/selective
the board management disclosure
Finland 1) The company 1) Theinformation | The company shall | The good 1) The company
shall describe the on the number of ensurethat at least | corporate shall havea
duties and the board meetings the following governance of a website on
HEX Plc. the op_erqtion and attendance _ matters are Iisiet_j company Internet, 2) The
Central éhamber princi p_Ies of the frequency permits prae_nted on the requiresardiable, company sh_all
of Commerce of supervisory board, | theshareholdersto | website of the up-to-date disclose onits
2) Theinformation | evaluatethe company: disclosure practice website al the

Finland and the
Confederation of
Finnish Industry
and Employers
Working Group

Corporate
Governance
Recommendation
for Listed
Companies

December, 2003

(One-Tier System,
Civil Law)

of the duties,
operating
principles
...permitsthe
shareholdersto
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
awritten charter
[that] permitsthe
shareholdersto
evaluate the
operation of the
board

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
aswell 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;

information on
compliance with
the Corporate
Governance
Recommendation
aswell as possible
deviations and
their explanations

information that
has been published
pursuant to the
statutory
obligation of listed
companiesto
provide
information
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shareholder
agreements known
to the company;
annual report
France ...themain formof | TheBoard ... As regards off- Itisupto each 1) Each
regulation should monitors the balance-sheet Board of Directors | corporation should
come from management and items, it will beup | to defineits have avery
MEDEF, AFEP- transparency: secures the quality to the accounting- communication rigorous policy for
AGREE transparency of information standardization policy, in communications
between the provided to bodies, if particular as with analysts
executive and the shareholders and appropriate, to regards the and the market, 2)
The Corporate Board of Directors, | tothe market, develop rules frequency of Certain practices of
Governance of transparent _ through the_ allowing _suit_able publication of sel ective
Listed Companies management in accountsor in presentationinthe | results disclosure”,
relation to the connection with financial intended to assist
October. 2003 market and major transactions statements analysts with their
' transparency in forecasts of results,
! ] relations with should be dropped,
gggﬁqcﬁu shareholders, in 3) Thenormal
Law) ' particular at the method for -
time of the general communication
meeting isapressrelease,
which makes the
sameinformation
availableto all at
the sametime
Germany 1) Management 1) The 1) Shareholders The Consolidated 1) Information on 1) The company’s
Board has direct Management and third parties Financial the enterprise treatment of all
Government responsibility for Board and are mainly Statements and which the shareholdersin
Commission the disclosure Supervisory Board | informed by the interim reports company discloses | respect of
process, 2) The shall report each Consolidated shall be prepared shall aso be information shall
German Corporate | Management year on the Financial under observance accessible viathe beequal, 2) All
Governance Code | Board ensures enterprise’s Statements, 2) The | of internationally company’s Internet | new facts made
appropriate risk Corporate Consolidated recognized site, 2) The known to financial
May, 2003 management and Governanceinthe | Financia accounting Internet site shall analysts and
risk controlling in Annual Report, 2) Statementswill be | principles be clearly similar addressees
(Two-Tier System, | theenterprise Thisincludes the prepared by the structured. shall also be
Civil Law) explanation of Management Publications disclosed to the
possible deviations | Board and should also bein shareholders by the
from the examined by the English company without
recommendations auditor and delay
of this Code Supervisory Board
Greece 1) The Board of 1) The Information should | The Board... has Channels for
Directors should establishment of be prepared, the dissemination of
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Committee on present to the transparency audited and responsibility... information should
Corporate general involvesthe disclosed for...thereporting | providefair, timely
Governancein shareholder disclosure of according to the of the and cogt efficient
Greece under the meeting aclear information on: prevailing corporation’s access to relevant
co-ordination of and credible Thefinancial and rules of the activitiesto its information
the Capital Market | evaluation of the operating results of European Union shareholders.
Commission existing situation the corporation; and should bein

and the prospects The corporation’s the spirit of the
Principles on of the corporation. ownership rules of the
Corporate 2) The consistency structure; Organisation
Governancein of disclosed Members of the for Economic Co-
Greece, accounting and Board of Directors ordination and
Recommendations | financial and management; Devel opment.
for its Competitive | statements, Quantitative and
Transformation including the qualitative matters

report of the concerning
October, 1999 (independent) employees and

certified other

accountants, the stakeholdersin the

existence of risk corporation;

evauation Governance

procedures, structures and

supervision, and palicies;

the degree of Corporate

compli ar_me’of the tatgets and

corporation’s

activities to prospects;

existing The execution of

legislation, 3) unusual and

statements should complex

contain all transactions,

necessary transactions on

information, in derivative )

comprehensive products_and their

form, required level of risk, 2)

by investors and Sufficient

their consultants explanation of

for the formation proposal’s put

of aclear profile of before an

the corporation’s extraordinary

financial situation general meeting or

and prospects proposals

considered as
extraordinary
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business must be
provided in
advance of the
meeting with
adequate time
within which
shareholders can
evaluate them
Italy 1) The board of Where, in order to The chairman of The specification
directors shall: promote the the board of that the dialogue
Committee for the | supervisethe effective and directors and the with institutional
Corporate general efficient managing directors | investors must be
Governance of performance of the | management of shall, established in
Listed Companies | company, with the company, the while complying compliance with
special reference board has with the procedure | companies
Corporate to situations of delegated powers for the disclosure communication
Governance Code | conflict of interest, | tothechairman, it of documents and proceduresis
paying particular shall disclose information intended asa
(Preda Code) attention to the adequate concerning the reminder that it
information information inits company, actively | must not lead to
July, 2002 received from the annual report on endeavour to the communication
executive the develop a of important facts
committee, the powers delegated dialogue with before they are
managing directors shareholders and communicated to
and the ingtitutional the market
internal control investors,
committee and They shall
.. designate a person
petiodically or. create a
comparing the corporate structure
results achieved to be responsible
with those for this
planned; report to function. The
the shareholders at Committee also
shareholders recognises that, in

meetings, 2) The
board is also the
collective body
responsible for
verifying the
existence of the
controls needed to
monitor the
performance of the

smaller companies
with asimpler
organisation, the
task of handling
investor relations
can be performed
directly by
appropriately
identified members
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company of thetop
management of
the company.
Lithuania 1) The collegial The company Recommends Channels for 1) Information
bodv elected by should disclose transposition of disseminating should be
! y elected by ; ; i h ) - ) .
National Stock information on: parts of code into information should | disclosed insucha
Exchange of the general 1. Thefinancial company articles provide way that neither
Lithuania shareholders' and operating of incorporation for fair, timely and | shareholders nor
Meeting should results of the cost-efficient investors are
The Corporate ensure integrity company; accesstorelevant | discriminated with
Governance code and transparency 2. Company information regard to the
for the Companies | of the company’s objectives; 1) Information manner or scope of
Listed on the financial 3. Persons holding technologies accessto
National Stock statements and the by the right of should be information, 2)
Exchange of control system. 2) ownership or in employed for Information
Lithuania Names and control of ablock wider should be
surnames of the of sharesin the dissemination of disclosed to all
2004 candidatesto company; information, simultaneously
become members 4. Members of the for instance, by
of acollegial body, company’s placing the
information about supervisory and information on the
their education, management company's
qualification, bodies and their website, 2)
professional remuneration; information should
background, 5. Material be published and
positions taken and foreseeable risk placed on the
potential conflicts factors; company's website
of interest should 6. Transactions not only in
be disclosed early between the Lithuanian, but
enough before the company and alsoin English,
general connected
shareholders’ persons, aswell as
meeting so that the transactions
shareholders concluded outside
would have the course of the

sufficient time to
make an informed
voting decision. 3)
All factors
affecting the
candidate's
independence, the

company’s regular
operations;

7. Material issues
regarding
employees and
other
stakeholders;
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sample list of 8. Governance
whichisset out in structures and
Recommendation strategy
should be also
disclosed
Malta The Board should The Board should Not defined asa The Board must 1) Communication
act in the best ensure The board ensure that the with the market is
Working Group of | interest of the Company provide responsibility. Itis | financial crucia for Listed
the Malta Stock business enterprise the market with recommended that | statements of the Companies and the
Exchange in amanner based regular, timely, each company company and integrity of the
on transparency, accurate, should, at least Annual Audit market itself, 2)
The Code of accountability and comprehensiveand | onceinevery year | thereof have been The Board should
Principles of Good | responsibility comparable report on whether completed. ensure that the
Corporate information in it has adopted Company
Governance sufficient detail to | these Principles communicates
enableinvestorsto | and the extent to with the market
October, 2001 make informed which these have effectively, 3)
investment been adopted and Where practicable,
decisions... and the mechanismsto the Board should
that long-term implement them. be prepared to
strategic decisions | The WG thought enter intoa
are communicated, | that it would be dialogue with
2) Sufficient convenient for ingtitutional
explanation of such a statement to shareholders and
proposals put be madein the market
before an Annual Report. intermediaries, 4)
extraordinary The WG isaso of Directors must not
general meeting or | theview that the disclose price-
proposals auditors or legal sengitive
considered as counsel of the confidential
extraordinary company should information unless
business must be themselves report that disclosure has
provided in on the disclosure been authorised by
advance of the made by the the Board
meeting with company in the
adequate time annua report.
within which
shareholders can
evaluate them
Poland The management Members of the
board cares for supervisory board
Best Practices transparency and and the
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Committee of effectiveness of management board
the Corporate the company and the expert
management auditor of the
Governance system company should,
Forum within their
powers and to the
Best Practicesin extent necessary

Public Companies
in 2002

2002

(Two-tier System,
Civil Law)

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
alow themto
become acquainted
with the same
before the annual
general meeting, 4)
The company
should have a
procedurein place
for obtaining
information from
members of the
supervisory board
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and for making it
availableto the
public
Poland Therole of the 1) The Every year the 1) Every year the [The code
supervisory board management board | supervisory board company should recognizes a) right
Polish Corporate isimportant in and the should present a publish areport of equal accessto
Governance Forum | Polish companies, supervisory board report to the providing a information
yet reporting by should operate as shareholderson detailed
The Corporate the supervisory regulated by the position of the | description of its
Governance Code board is ill rare relevant by-laws, company, its corporate
for Polish Listed in practice 2) These by-laws, prospects, governance
Companies aswell asthe functioning of its framework, 2) it
articles of corporate should include
June, 2002 association of the governance information on
company, should framework, aswell | how the company
(Two-tier System, be available from as the company’s achieves
Civil Law) the company system of internal compliance with
website. controls and this Code or
information policy | explainsreasons
for non-
compliance, 3) for
theinformation to
be credible, it
should be
approved—if not
prepared—nby the
supervisory board,
4) information
about the
independence of a
supervisory board
member
Portugal 1) Information Information should | Itisrecommended | A description of 1), The company ...respecting the
should be bedisclosed tothe | that listed the market should ensure the principle of
National disclosed on the public on the companies and behaviour of the existence of equality for
Commission on sharing of powers dividend policy institutional shares should be permanent contact | shareholders and
the Securities between the commonly adopted | investorsincludea | made and issued at with the market, taking precautions
Market different bodies by the company mention in their least once a year. respecting the against
and departments annual reports of It is recommended principle of asymmetriesin
Recommendations or divisions of the the adoption or that board presents equality for accessto
on Corporate company, 2) Itis degree of adoption | abrief description shareholders and information
Governance recommended that of these of the development teking precautions | among investors
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February, 2000

for these matters
which are central
tothe
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 asto
alow investorsto
formulate an
opinionin relation
tothe

market behaviour
of that year.

against
asymmetriesin
accessto
information
among investors,
2) For this
purpose, the
creation of an
investor
information
department is
recommended, 3)
The use of new
information
technologiesis
encouraged for the
disclosure of
financial
information and of
preparatory
documents for
General Meetings.
New technologies
arenot only an
instrument for

the modernization
of listed
companies, but
also arequirement
of the
globalization of
markets
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Romania 1) The Board shall In al cases, the The board shall The board shall | Thecompany’s
ensure the proper tasks and provide the provide the operations and
management of the | responsibilities of shareholders, harehold financial
International company and the executive gathered in shareholdets, statements shall he
Center for gffectlvely control offlce_rs shall be ordlnary_ or gﬁt}}efed n based on
Entrepreneurial it, 2) The Board established by the extraordinary ordinary or international
Studies, University shall draft and Board of Directors meeting, areport extraordinary accounting
of Bucharest submit the annual which should meetine. A standards
. g’
report to the include A .
Corporate general meeting of statement financial
Governance shareholders for rc_agarc_ﬁ ngany statement
Initiative For approyal , violations of this prepared
Economic on which the Code. according to
Democracy In clorporate business the accounting
Romania plan shall be
based. standards and
June, 2000 practices in

force

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
dividendsisdone
in aconvertible
currency, the
statement should
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General disclosure
responsibilities of
the board

Role of Board
versus
management

Specific disclosure
responsibilities

Compliance with
national code

Financia reporting

Accounting
standards

Communications

Fair
disclosure/selective
disclosure

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,
digtinct 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
thefinancial 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
trangparent
procedure, 2) It is
advisable that
information about

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

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

Shareholders
should have equal
opportunitiesin
terms of accessto
the same
information
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Governance Code operations of the independent business the Regulation on
company to the directorsis operations of the Information Policy
(Two-tier System, authority of the disclosed in the company...[and] should state how
Civil Law) board of directors, annual report, 3) compliance with often company
2) The authority of | The procedure and established officers
the board of grounds for accounting intend to speak in
directors should be | election of anew procedures, and public or give
clearly defined in board of directors the accuracy of the interviews to the
the company’s should be set forth financial mass media, how
charter inamanner | inthe company's information often conferences
that is consistent charter, 4) The or other

with its functions,
3) A company’s
executive bodies
areresponsible for
disclosure, 4) Itis
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 alist of
items subject to
disclosure (in
addition to those
items requiring
disclosure by law)
aswell asrulesfor
their disclosure

board of directors
is accountable to
shareholders and
must enjoy their
trust; therefore,
shareholders
should have an
opportunity to
receive full
information about
al candidates for
members of the
board of directors,
5) The board of
directors should
communicate to
shareholdersits
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

meetings with
shareholders and
potential investors
are held,
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General disclosure
responsibilities of
the board

Role of Board
versus
management

Specific disclosure
responsibilities

Compliance with
national code

Financia reporting

Accounting
standards

Communications

Fair
disclosure/selective
disclosure

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 The boards should | 1) The executive theemphasisison | The executive and
be accountable to board should encouraging supervisory boards
the shareholders undertake all key companiesto sign should establish
Financial Market _and ensure proper functionsin the up to the Code, formal and
Authority internal controls management of the adopt some of the transparent
and auditing company and the provisions now arrangements for
Corporate procedures supervisory t_)oard and to explair_1 to considering how
Governance Code should_ effectively shareholdersinthe | they _shoul_d apply
Based on the supervise such annual report why | thefinancial
OECD Principles functions, 2) Itis they are not reporting
essentia that the adopting other ...principles
September, 2002 direction and key provisions together
' management with a date when
g functionsare they anticipate
g\\’/\:? Ela\erN)‘;\/ stem, performed by the being ableto do so
executive board, All statements by
and these include: the companies
a) ensuring a regarding the Code
formal and should be the
transparent board subject of
nomination independent
process, b) verification and
Ensuring the thus companies are
integrity of the encouraged to
company’'s instruct their
accounting and auditorsto
financial reporting undertake this
systems, verification
including the exercise as part of
independent audit, the annual audit.
and that
appropriate
systems of control
arein place,
in particular
systems for

monitoring risk,
financial control,
and compliance
with the

law, c) Overseeing
the process of
disclosure and
communications,
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3) Presenting a
balanced and
understandable
assessment of the
company’s position
and prospects, 4)
. Maintaining a
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 The main tasks of 1) When The company shall | The Supervisory The Management 1) The company's
the Supervisory convening a enclosea Board shall Board is treatment of all
Ljubljana Stock Board are to General Meeting, declaration of accurately and responsible for shareholdersin
Exchange, appoint and to the Management compliance with reliably report on implementation of | respect of
supervise the Board shall ensure | the Codeto the itswork annually the company’s information shall
Corporate Management proper information | annual report, to a General communication be equal, 2)
Governance Code Board and adviseit | dissemination disclosing how the | Meeting of strategy The company shall
and effective company follows Shareholders. The use the media,
March 2004 execution of corporate report presentsin determined in its
shareholders governance detail the Articles of
(Two-tier System, rightsusing principles and performance of the Association, for
Civil Law) information disclose and Management timely public
technology, 2) explain any Board and the announcement of
The Management discrepancy from company, the all important
Board and the the Code. Supervisory informationin a
Supervisory Board Board's manner that
shall respect the cooperation with doesn’t cause
principle of equal the Management unequal conditions
treatment of Board and the for investors
shareholders auditor, and the tradingin
before, between Supervisory securities, 3)
and after the Board's The company shall
procedure of opinion on the strive for wide
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takeover offer is Auditor’s Report. information
concluded and The Supervisory dissemination by
publicly announce Board shall report publishing
all material in detail about the information at the
information about method of sametime or
the procedures and monitoring after their public
decisions taken of the Annual announcement on
without delay, 3) Report, whether it its web sites
The company shall approvesit or has
as soon as possible any comments on
publicly announce it
resolutions of the
Supervisory
Board, which are
classified as price
sensitive, 4) The
Supervisory Board
shall publishits
terms of reference
and make it
availableto all
shareholders and
to the workers'
council
Spain 1) The code 1) the 1) It is of the Investors now The Commission In order to comply | Information must
developsthe Commission utmost _need more bases its concern with the disclosure | bediscl _osed tothe
Report By The concept of the recommends importance that information of on the proven fact duty, the market in an
Special “duty of p greater quality in that European mechanismswhich | equitable and
. transparency” and the the Board of order to form a companies have, to | theinformation symmetric manner
Commission the “duty of establishment Ditectors draft | "trueand fair agreat extent, society places at
To Foster disclosure” of the of duties of an annual view" of alisted remained immune | companies
Transparency board of directors, ] company. to the financial disposal — namely
And Sicurir}? In | 2) itistheduty of :ragrfjli)r?r?r?? report On, the problemsinthe US | the Internet —
TheMarketsAnd | the Board of fgﬂ owi ng octs company's precisely because | should be used
In Listed Directorsto of overgai?e corporate they had not appropriately and
Companies establish the StI‘SCtLII’ES and governance adoptedthe new regularly. The
standard content of ractices: structure and accounting Internet should
January, 2003 theinformation to ghe com. av's i N th principles now gradually and
be disclosed owrer shirr)) y practices, ) the beingimposed in | effectively replace
(One-tier System, Sructure: gnn 1s to the_ European moretradltl onal
Civil Law) The combany's introduce the Union. d|sclosu_re _
management "comply or mechgnlsrnswhlle
) ] ensuring that the
structure; explain

informationis
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Related-party and principle into disseminated more

intra—grgup _ Spanish wi dely and

transactions; Risk practice effectively.

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, al the
relevant
information on this
matter should be
consolidated
petiodically
into a special
document
which could be
called "annual
report on

corporate
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
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practicesin the
area of corporate
governance
Turkey 1) The board Authority and 1) The board Unilateral 1) The board shall Effective revision The board should
should conduct its | responsibility for should define the declaration of the be held responsible | shall mean undertake the
Capital Markets activitiesin afair, each board mission/vision of board, which for the preparation | ... compliance following
Board of Turkey transparent, member and the company and coversinformation | and presentation of | with legislation responsihilities; To
accountable and executive should should disclose about whether or the company’s and international determine the
Corporate reliable manner, 2) | also beclearly this to the public, not the Principles periodical financial | accounting information policy
Governance The board should defined, 2) arebeing properly | statementsin standards of the company
Principles prepare collective included in the Theethical rulesof | applied, if the accordance with
Principlesto be annual report of the company Principles are not the current
June, 2003 used in the the company and should be prepared | being applied, the legislation and
information disclosed to by the board, reasons for such international
policy of the public thereby submitted to the non-application accounting
company, present general and al possible standards and the
them to the shareholder conflicts of interest | reliability and
shareholders at the meeting for dueto the accuracy thereof,
genera information and improper adoption | 2) The
shareholder disclosed to the of the Principles, board should adopt
meeting and public should beincluded | aseparate decision
discloseto the inthe to approve the
public annual report and periodical
disclosed to public | 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
UK The board's The annual report 1) The annual The board should
responsibility to should include a report should establish formal
The Combined present abalanced | statement of identify the and transparent
Code on Corporate | and how the board chairman, the arrangements for
Governance understandable operates, including | deputy chairman considering how
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assessment extends | ahigh level (wherethereis they should apply
July, 2003 to interim and statement of which | one), the chief thefinancia
other price- types of decisions executive, the reporting and
(One-tier system, sensitive public are to be taken by senior independent internal control
Common Law) reports and reports | theboard and director and the principles
to regulators as which areto be chairmen and
well asto delegated to members of the
information management nomination, audit
required to be and remuneration
presented by committees, 2) It
statutory should also set out
requirements the number of
meetings of the
board and those
committees and
individual
attendance by
directors
Global The corporate 1) Shareholders The board should Where board
governance should have the fulfil certain key decisions may
OECD framework should opportunity to ask functions, affect different
ensure the strategic questionsto the including: shareholder groups
The OECD guidance of the board, including Overseeing the differently, the
Principles of company, the questions relating process of board should treat
Corporate . to the annual disclosure and al shareholders
Governance effective external audit, 2) communications, | fairly
monitoring of The board should 2) The functions
April, 2004 management fulfill certain key and responsbilities
by the board, and functions, of the board and
(Oneand Two-tier | theboard's including: management with
Systems, both accountability to Ensuring aformal respect to
Civil and Common | the company and and transparent disclosure and
Law) the shareholders board nomination communication
and election need to be clearly
process; Ensuring established by

the integrity of the
corporation’s
accounting and
financial reporting
systems, including
the independent
audit, and that
appropriate
systems of control

the board. In some
companiesthereis
now an investment
relations officer
who reports
directly to the
board.
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General Disclosure and Transparency Responsibilities of the Board

General disclosure | Roleof Board Specific disclosure | Compliance with Financial reporting | Accounting Communications Fair
responsibilities of versus responsibilities national code standards disclosure/selective
the board management disclosure

areinplace, in
particular, systems
for risk
management,
financial and
operational control
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Audit committees Audit committee Relationship with Ensuring auditor Audit standards Private meetings with the
mandate and duties external auditor independence auditor
Austria Required, 1) The ISA or USGAAS
supervisory board sets up required

Austrian Working Group
on Corporate Governance

Austrian Code of
Corporate Governance

November, 2002

(Two-tier System, Civil
Law)

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 committeeis
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

Belgium

Belgian Commission for

The board should ensure
that the auditors have no
relationship with the
company, whether

Corporate Governance di r(_actly or in_di rectly,
which could influence
Corporate Governance their judgment
for Belgian Listed
Companies
December, 1998
(One-tier System, Civil
Law)
Brazil 1) The Board should also 1) The board should As part of the analysis of
Set up specialized prohibit or restrict hiring the company’s
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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

Comissao de Valores
Mobiliérios

CVM Recommendations
on Corporate Governance

June, 2002

(Two-tier System, Civil
Law)

committees to analyze
certain questionsin
depth, especially
relationships with
auditors and operations
among related parties, 2)
An audit committee,
composed of members of
the board of directors
with experiencein
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 afew
members of the board,
must be set up. For
example: ...an audit
committee

1) Theindependent
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, especialy
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
|etter 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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Ensuring auditor
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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 “financialy 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 aformal
written mandate
approved by the full
board 2) the mandate
should be disclosed

3) The audit committee
mandate should set out:
a) itsrelationship with
and expectation of the
external auditors;

b) its relationship with
and expectation of the
internal auditor function;
¢) itsoversight of internal
control; d) disclosure of
financial and related
information; and €) 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 theinternal and
external auditors

1) The audit committee
needs to assureitself that
the auditors are
independent

2) It must have access to
al information about the
audit firm’s relationship
with the corporation
necessary to cometo a
reasonable conclusion

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

Theroles 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 auditorsis 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 beidentified 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

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,
aswell asthe
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

the Board should make of objectivity and value
sure that the chairmen for money

of the Audit Committee

is available to answer

questions at the AGM
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Czech Republic

(Two-tier System, Civil
Law)

1) The company should
establish an audit
committee the majority
of whose members
should be independent, 2)
The board should be

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 should be
accountable to the
shareholders and ensure
proper auditing
procedures

1) It isessential that the
audit is objective and
effective as such an audit
gives reassurance to al
those who have a
financial interest in the

Based upon OECD accountable to the the board of directors company, 2) Where the
Principles shareholders and ensure should explain their auditors also supply a
proper internal controls responsibility for substantial volume of
and auditing procedures, preparing the accounts, non-audit servicesto the
3) The chairman of the next to a statement by the company, the committee
supervisory board should | auditors about their should keep the nature
arrange for the chairmen reporting responsibilities, and extent of such
of theaudit committeeto | 3) The executive and services under review
be available to answer supervisory boards
questions at the General should establish formal
Meeting, 4) The and transparent
members of the arrangements for
committee should be considering how they
named in the report and should apply the financial
accounts reporting and internal
control principles and
for maintaining an
appropriate relationship
with the company’s
auditors
Denmark 1) In companies with 1) The result of the audit 1) The supervisory board
complex accounting and should be discussed at should in consultation
Report on Corporate audit conditions the meetings with the with the executive
Governance in Denmark supervisory board should supervisory board to board make a specific
consider whether to review the auditor’'s and critical assessment of
The Copenhagen Stock establish an audit observations and opinion, | theauditor's
Exchange Committee on committee to assist the 2) When the supervisory independence and
Corporate Governance board in matters board reviewstheannual | competence to beusedin
involving accounting and report together with the connection with
(Norby Committee) audit questions, 2) the auditor the accounting the nomination at the
company may benefit policies and accounting general meeting, 2) The
December, 2003 from disclosing essential estimates should be supervisory board should

(Two-tier System, Civil
Law)

items of the rules of
procedure of the board
committee

aswell as the names of
the members, 3) The
supervisory board must
disclose whether it has

discussed., 3)

The auditor agreement
and the auditor’s fee
should be agreed between
the company’s
supervisory board and the
auditor

adopt an overall, general
framework

for the auditor’s
provision of non-audit
services with aview to
ensuring the auditor’s
independence
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auditor

chosen to use board
committeesin 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 bea
majority of independent
board members on all
board committees where
thereisapotential 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 criteriafor 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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auditor

(Both One and Two-Tier
Systems)
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mandate and duties external auditor independence auditor
Finland 1) The audit committee 1) The board shall define | A proposal for the 1) The company shall
shall be established, if the | theduties of the audit election of external report the fees of the

HEX Pic, 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)

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 beindependent
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

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; ¢) handling
of internal audit plans
and reports; d) evaluation
of compliance with laws
and regulations; €)
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

auditor prepared by the
board or the audit
committee shall be
disclosed in the invitation
to the general meeting

external auditor during
thefinancial 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 areinseparable
from those of the Board
... which isresponsible
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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mandate and duties external auditor independence auditor

The Corporate corporate accounts and consistency of tender offer supervised not affect independence,
Governance of Listed for preparing the accounting by the audit committee 2) The duration of the
Companies consolidated accounts, 2) | methods used in drawing term of office [of the

Approving the accounts up the corporation's auditor] also helps ensure
October, 2003 isthe main occasion on consolidated and their independence, 3)

which the Board assumes | corporate accounts; b) to rotation of the statutory
(Single-Tier System, two of its essential ensure in-house auditors termis
Civil Law) duties: ... verification of procedures for the especially desirable, 4)

thereliability and clarity | collection and review of the statutory auditing

of the information to be information, 3) The assignment should be

provided to the central concernisto exclusive of any other, 5)

shareholders and the assess the reliability of the statutory auditing

market, 3) Thereview of | the systemswhereby the assignment should be

accounts, the monitoring | accounts are exclusive of any other, 6)

of internal auditing, and drawn up and the validity subject to prior approval

the selection of statutory of methods selected to from the audit

auditors should be account for material committee, services that

subject to preparatory transactions, rather than are accessoryor directly

work by specialized to go into details of the complementary to

committees of the Board, | accounts, 4) Asregards auditing may be

4) The proportion of internal audit and risk performed

independent directorson | review, the committee

the audit committee should review the

should be raised to two- material risks

thirds and the committee | and off-balance-sheet

should not include any commitments, interview

corporate officer, 5) the person in charge of

When extension of the internal audit,

term of office of theaudit | issuean opinion

committee's chairman is regarding that

proposed by the department's

appointments committee, | organization, and be

it should be specially informed of its

reviewed by the Board, programme of work, 5)

6) Oneshould avoidthe | Ruleslaying down the

appointment to a duties and mode of

corporation A's audit operation should be

committee of a director drafted by the audit

from a company of committee

whose similar committee | and approved by the

adirector from Board

corporation A isa

member
Germany 1) The Supervisory The ... Audit Committee | The Supervisory Board Prior to submitting a

Board shall set up an

handles issues of

commissions the auditor

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,
theissuing 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
aformer 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
Governancein 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 includein 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 Directorsto whichitis
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 theinternal
(independent) and
external auditors of

the corporation with the
purpose of achieving a
settlement of all
unresolved issuesin 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 bein the spirit of
therules 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) assessthe
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
directorson its activity
and the adequacy

of the internal control
system at least once
every six months;

€) 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 isrecommended that
the collegia 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,
whereit isnot 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) Itis
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, itis
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, itis
recommended that the
audit inspector in charge
of the company’s audit
should be

changed at least oncein
five years

Malta

Working Group of the
Malta Stock Exchange

The Code of Principles of
Good Corporate
Governance

October, 2001

1) It isgood 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 anon-
executive Director to
chair the Audit
Committee, for a
majority of the members
of thiscommittee 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 purposeisto
protect the interests of
the company’s
shareholders and assist
the Directorsin
conducting their role
effectively, 3) TheBoard
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 Directorsin
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

Best Practices
Committee of the
Corporate
Governance Forum

Best Practicesin Public
Companiesin 2002

2002

(Two-tier System, Civil
Law)

When choosing an entity
which isto 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 committeeis
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
requirea“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 sdlecting the
auditor

Portugal

National Commission on
the Securities Market

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

The function of
committees should be
informative and
consultative, since they
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Recommendations on

which there are potential
situations of conflict of

are not supposed to
replace the board

Corporate Governance interests, such asthe in decision taking but
nomination of directors rather provide
February, 2000 and managers, the information, advice and
analysis of the proposals
remuneration policy and
assessment of the
corporate structure and
governance
Romania
International Center for
Entrepreneurial Studies,
University of Bucharest
Corporate Governance
Initiative For
Economic Democracy In
Romania
June, 2000
Russia 1) Tt is 1) The main functions 1) The audit committee The board of directors, is
o recommended that vested_lnth_eaudlt shou_ld evalu_aﬁeemh prlma_nly interested in the
Federal Commission for committee is to develop nominee auditor of the selection of an
the Securities Market the board of recommendations company, 2) The audit independent audit
directors should for the board of directors | committee should organization
Corporate Governance create committees on selection of an evaluate whether the
Code independent audit auditismadein

(Two-tier System, Civil
Law)

for preliminary
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) itis
advisable that the board
approves a by-law

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

accordance with the
established procedure
and whether the
independent audit
organization (auditor)
omitted

any mattersin carrying
out the audit, 3) In this
connection, the opinion
of the independent audit
organization (auditor)
should be presented for
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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

providing procedures for
establishment and
operations, committees of
the board of directorsare
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,
thisisimpossible, 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 isnot advisable that
persons holding official
positions with the
company or alegal entity
competing with the
company should be
members of the audit
committee

evaluation by the audit
committee of the
company beforeitis
presented to
shareholders at a general
shareholders meeting
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Audit committees Audit committee Relationship with Ensuring auditor Audit standards Private meetings with the
mandate and duties external auditor independence auditor
Slovak Republic 1) It should be regarded The executive and The duties of the audit The audit should be
as best practice that the supervisory boards committee should include | carried out to the highest
companies listed on the should establish formal keeping under review the | international accounting
Financial Market Bratislava Stock_ _ and transparent independence and standards
Authority Exchange establish audit, arrangements for objectivity of the auditors
committees, which over a maintaining an
Corporate Governance 5—year_period ae appropriate relationship
Code Based on the compri sed of amajority wi th the company’s
OECD Principles of independent members, auditors
2) et least three
independent members of
September, 2002 the supervisory board
: - with written terms of
(L;Vx/()) tier System, Civil 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
Slovenia 1) The Supervisory The committees of the 1) The Supervisory 1) The candidate for Auditing must be
Board may appoint an Supervisory Board may Board must endeavor to auditing services should conducted in line with

Ljubljana Stock
Exchange,

Corporate Governance
Code

March 2004

(Two-tier System, Civil
Law)

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

not take any decisionin
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

propose an independent
auditor whoisina
position to perform the
auditing independently,
objectively and in
compliance with auditing
standards, 2) The
appointed auditor shall be
present at a General
Meseting of Shareholders,
3) If thereisno 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

not come from an
auditing company that
aready performs
advisory services for the
company

or when these auditing
services represent 30% or
more of the auditing
company’stotal 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 morethan 5

professional and ethical
principles and standards,
applied in the

Republic of Slovenia
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Audit committees

Audit committee

Relationship with

Ensuring auditor

Audit standards

Private meetings with the

mandate and duties external auditor independence auditor
system of internal control | successiveyears
and risk management are
taken
Spain 1)The Law of Measures 1) Preparation of an 1) The power to report on
to Reform the Financial annual report on the and propose the
Report By The System requires listed activities of the Audit selection, appointment,
; o] companiesto have an and Control Commission | reappointment and
”Sfp ccial Commission Audit Commission, the which must be included removal of the external
o Foster appointment of the Audit | in the directors report, 2) | auditor, and the
Transparency And and Control Expressing itsopinion on | conditions of his’her
Security In Commission’s members the annual accounts and engagement, 2) That
The Markets And In correspondsto the Board | quarterly and half-yearly | power cannot be
Listed Companies of Directors, 2) Those accounts that must be delegated to the
members should all be delivered to the markets management or to any
January, 2003 external directorsand the | regulatory or supervisory | other company body
proportion of domanial bodies, disclosing the
(One-tier System, Civil and independent directors | internal control systems,
Law) should be similar tothat | the monitoring and
on the Board itsdlf., 3) compliance through
The Audit Commission’s | internal auditsand, if
chairman should be an appropriate, the
independent director accounting criteria
applied, 2) The
Commission must also
inform the Board about
changes in accounting
criteriaand about on- and
off-balance sheet risks
Turkey An audit committeein 1) The audit committee 1) The committee should | 1) Appointment of the

Capital Markets Board of
Turkey

Corporate Governance
Principles

June, 2003

charge of supervision of
thefinancial and
operational activities of
the company should be
established.

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
declareits opinion to the
board in writing upon
receiving the opinion of
the independent

audit firm, 2) The audit
committee should
convene at least oncein
three months and submit

be entitled to

invite any executive,
internal and external
auditors to the committee
meetings

and to obtain their
opinions, 2) The internal
auditor also reportsto the
audit committee

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
thefinancial 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
recommendationsto the
board, for their approval
in general mesting, 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 Relationship with Ensuring auditor Audit standards Private meetings with the
mandate and duties external auditor independence auditor
to tasks where thereisa and that external auditors | objective assuranceto the
April, 2004 potential for conflict of are appointed either by board and shareholders
interest, 2) When that committee/body or that the financial
(One and Two-tier committees of the board by the shareholders’ statements fairly
Systems, both Civil and are established, their meeting directly can be represent the financial
Common Law) mandate, composition regarded as good practice | position and
and working procedures sinceit clarifiesthat the performance of the
should be well defined external auditor should company in all material
and disclosed by the be accountable to the respects
board, 3) It is shareholders, 2) In order
increasingly common for | to evaluate the merits of
external auditorsto be board committeesitis
recommended by an therefore important that
independent audit the market receives afull
committee of the board and clear picture of their
or an equivalent body purpose, duties and
and to be composition, 3) Such
appointed either by that information is
committee/body or by particularly important in
shareholders directly 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
Internal Control, Related Partiesand Conflicts of Interest, and Other
Ownership and Related party Conflicts of interest Share trading and Internal control Remuneration Provision of
control transactions insider trading information to
directors
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Ownership and Related party Conflicts of interest Share trading and Internal control Remuneration Provision of
control transactions insider trading information to
directors
Austria Required, 1) Required disclosure Required disclosure 1) Required for Reportsto
company discloses to the supervisory to the supervisory management and management board
Austrian Working any changesin the board board: 1) if a supervisory board not the supervisory
Group on Corporate shareholder structure, supervisory board has | members within 7 board
Governance at threshold aconflict of interest, days of the
multiples of 5 they disclose thisto transaction, 2)
Austrian Code of percent, 2) disclose the chairperson of the | exempt bellow
Corporate the shareholder supervisory board, 2) | 10,000 Euros
Governance structure by if the chairperson of
geographical origin the supervisory board
November, 2002 and type of investor, has a conflict of
any cross-holdings, interest, they shall
(Two-tier System, the existence of disclose thisto their
Civil Law) syndicate agreements, deputy
restrictions on voting
rights, and registered
shares
Belgium Information about the 1) The total amount Accessto
relevant interests of of the non-executives | informationisin
directors should be directors’ particular the
Belgian Commission _di sclosed remunerati on reﬁponsi bility of the
for Corporate in the annual report separately in the chai rman, who may
Governance annual report and be assisted by the
both thefixed and the | secretary to
Corporate variable p_art of the the board
Governance for ret_"nu_neratlon 2) the
Belgian Listed principles u_nderlylng
Companies the calculation of the
variable part should
be disclosed
December, 1998 3) The membership of
: the remuneration
g&?ﬂ:,v)syﬂem’ committee should be
disclosed inthe
annual report
Brazil The board of
directors should
Comissao de Vaores ensure that

Mohiliérios

CVM
Recommendations on
Corporate
Governance

transactions among
related parties are
clearly reflected in
the financial
statements
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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

June, 2002

(Two-tier System,
Civil Law)

Brazil

Brazilian Institute of
Corporate
Governance

Code of Best Practice

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

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

of Corporate members and clarifications and
Governance directors detailed information
April, 2001
(Two-tier System,
Civil Law)
Bulgaria An obligation to
declare before the
Corporate other board members
Governance Initiative the possible existence
for Bulgaria of aconflict of
interest
Corporate
Governance
Guidelines
2001
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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) Wherea
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

Guiddlines for

Improved Corporate
Governance

(Dey Report)
1994

(One-tier System,
Common Law)

1) ltisthe
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
theinternal ... auditor
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Ownership and Related party Conflicts of interest Share trading and Internal control Remuneration Provision of
control transactions insider trading information to
directors
Commonweslth Full and timely The board should 1) It should also
disclosure of any implement aformal adopt efficient and
conflict, or potential internal audit function timely methods for
Commonwealth conflict, must be im_‘or_ming and
Association of made known to the briefing _
Corporate board board rr_lembers prior
Governance to meetings, 2) The
information needs of
CACG Guiddines the board should be
Principles for well defined and
Corporate regularly monitored.,
Governance in the 3) Each board
Commonwealth member_ h_a_s a
responsibility to be
November, 1999 satisfied that,
objectively, they have
; been furnished with
(One-tier System, )
all the material facts
Common Law) before making a
decision
Cyprus Directors and Directors and 1) Directors should 1) The Board of
executive directors executive directors annually review the Directors should
Corporate should announce should announce effectiveness of submit an annual
Governance Code immediately to the immediately to the internal controls, and | Remunerations
Board and Board and procedures which Report to
September, 2002 as shareholders through shareholders through confirm the accuracy, | shareholders, 2) The
amended in the annual financial the annua financia completeness and Company’ s report on
November, 2003 statements regarding statements any other validity of corporate governance
any material interest conflict of interests information that is should contain a
(One-tier System, that might arisefrom | with those of the giventoinvestorsand | statement on

Civil Law)

transactions of the
company

company or related to
it companies, that
arises from the
exercise of their
duties

certify thisin the
report on corporate
governance,2) The
review should cover
all systems of internal
control, including
financial, operational
aswell as compliance
and risk
management,3)
Companies without
Internal Contral,
should examine
annually the need and

remuneration policy
and related criteriaas
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 jugtify in
the report on
Corporate
Governance,

4) The Board
should also certify
in the report on
Corporate
Governance that
to the best of
their knowledge,
no violation has
been notified to
them regarding
Exchange

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
interestsin
transactions...
affecting the
company

Members of the board
and managers should
be required to
disclose any material
interestsin ... 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
shareholderson
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 afully informed
bass
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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

one

Denmark

Report on Corporate
Governancein
Denmark

The Copenhagen
Stock Exchange
Committee on
Corporate
Governance
(Norby Committee)
December, 2003

(Two-tier System,

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
aswell asthe
management’s
guidelines for and
monitoring of such

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

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

Civil Law) systems
Europe 1) Disclosures should | 1) Disclosuresshould | Conflicts of interest 1) Internal controls Material elements of It should be the

cover: significant cover: relations with should be avoided should provide for the | non-executive board Chairman’s
European Association | shareholdersif known | the company where and where they can integrity of corporate | members responsibility that
of Securities Dealers including cash-flow relevant and material, | not, must be properly data, 2) Disclosures remuneration adequate and timely
(EASD) rights, voting power, and directorshipsin managed and should cover: internal | including their information is

diagrams of other companies disclosed, 2) controls, material participation in provided to board
Corporate ownership and mentioning where Disclosures should foreseeablerisk pension members ahead of
Governance control cascades, they arereciprocal, 2) | cover: relationswith factors and their arrangements, stock- meetings, and where
Principles and crossshareholdings Disclosures should the company where monitoring option plans or necessary in between
Recommendations and guarantees, cover: related party relevant and material, procedures incentive schemes of

shareholder transactions and directorshipsin whatever nature
May, 2000 agreements, special other companies should be

voting rights, 2) mentioning where meaningfully
(Both One and Two- Disclosures should they are reciprocal, 3) disclosed at least in
Tier Systems) cover: its board Where material the aggregate

members and key conflicts of interest

executives, their occur, they should be

characteristics, terms disclosed

of office, a at least to the

remuneration and board; b. where

shareholdings in the significant, to the

company shareholders (viaa

shareholder
statement)

Europe apolicy of disclosure | 1) apolicy of Disclosure policy
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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

EBRD

Sound Business
Standards and
Corporate Practices:
A Set of Guidelines

of personal financial
interest of Board
members in company
related transactions as
well asapoalicy of
non-involvement of
Directorswith a
personal interest in

disclosure of personal
financial interest of
Board membersin
conflict-of interest
situationsaswell asa
policy of non-
involvement of
Directors with a

should encompass:
competent internal
audit and compliance
officers reporting to
the Board of the
company, with
responsibility for
auditing the

September, 1997 mattersto bedecided | personal interestin compliance with
matters to be decided, internal procedures
(Both One and Two- 2) internal controls aswell asfor
Tier Systems) should include: monitoring all aspects
procedures to identify of legal compliance,
and report to the professional good
Board and, where conduct and good
appropriate, to business practice, 2)
shareholders internal controls
situations of conflict should include:
of interest affecting procedures to identify
Directors, managers and report to the
or other senior Board and, where
employees of the appropriate, to
company shareholders
situations of conflict
of interest affecting
Directors, managers
or other senior
employees of the
company
Europe Members of theboard | Members of the board
should berequiredto | should be required to
Euroshareholders disclose their interests | disclose their interests
intransactions ... in ... matters
Euroshareholders affecting the affecting the
Corporate company company
Governance
Guidelines 2000
February, 2000
(Both One and Two-
Tier Systems)
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Ownership and Related party Conflicts of interest Share trading and Internal control Remuneration Provision of
control transactions insider trading information to
directors
Finland The company shall 1) Theinformationon | 1) Theinformationon | ...informationonthe | 1) Thecompany shall | 1) The company shall | The company shall

HEX Pic, the Centra
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)

report the following
information on
directors....
shareholdingsin the
company, holdings
and rights based on a
share-related
compensation system
of the company

the board members
and their holdings
permitsthe
shareholders to
evaluate the operating
capabilities of board
members and their
relationshipsto the
company, 2) The
company shall report
thefollowing
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 higher
qualifications and
independence

the board members
and their holdings
permitsthe
shareholdersto
evaluate the operating
capabilities of board
members and their
relationshipsto 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

insder administration
procedures permits
the shareholders to
evaluate theinsider
administration of the
company

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

describethe criteria
for compensation of
the members of the
supervisory board, 2)
Theinformation of
the ... compensation
criteriaof the
supervisory board
permitsthe
shareholders to
evaluate the
effectiveness of the
operations of the
supervisory board, 3)
The company shall
report the fees and
other benefits of the
directorsfor 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
ashare-related
compensation system,
6) The company shall
report the number of
shares and share-
related rights granted
tothedirectorsin
compensation during
the reporting year, 7)
The company shall
describethe criteria

provide sufficient
information of the
operations of the
company to the
directors
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Ownership and Related party Conflicts of interest Share trading and Internal control Remuneration Provision of
control transactions insider trading information to
directors
and decision-making
procedure concerning
the compensation
system covering the
managing director
and other executives.
France Itisalso desirable, at Itisalso desirable, at | Directors must 1) Each listed 1) TheBoard ...
the time of review of the time of review of disclose transactions corporation should should be
the accounts, for the the accounts, for the entered into in the have reliable internal informed in atimely
MEDEE. AFEP- [audi_t] committ_ee to [audi_t] commi tt(_ae to corpo_r_aIion‘ S procedures to_ identify fashion c_)f the
AGREE ' consider the major consider the major securities and evaluate its corporation's cash
transactionsin transactionsin commitments and position, 2)
connection with connection with risks, and provide Corporations are
The Corporate yvhi ch conflicts of yvhi ch conflicts of sharehol der_s and b_ound to provide ...
Governance of Listed interest could have interest could have investors with directorsthe
Companies arisen arisen relevant information information required
in this respect, 2) the for effective
annual report should participation in
October, 2003 specify the internal proceedings of the
] ] procedures set up to Board, 3) ... should
((?\;;Iglf au)er System, identify and monitor also include any
off-balance-sheet- relevant information,
commitments, and to including criticism,
evaluate the relating to the
corporation's material corporation, such as
risks, 3) methods articlesin the press
used for informing and financial
shareholders and analysts reports, 4)
investors regarding Conversely, the
off-balance-sheet directors are bound to
commitments request the
and material risks appropriate
should be developed information that they
and clarified consider as necessary
to perform their
duties
Germany Notes on the Initsreport, the The purchase or sale The Consolidated Providing sufficient
relationships with Supervisory Board of sharesin the Financial Statements | information to the
Government shareholders shall inform the company or of related shall contain Supervisory Board is
Commission considered to be General Meeting of purchase or sale information on stock the joint
"related parties’ any conflicts of rights (e.g. options) option programmes responsibility of the
German Corporate pursuant to the interest which have and of rights directly and similar securitiess | Management Board

Governance Code

applicable accounting
regulations shall be

occurred together
with their treatment

dependent on the
stock market price of

based incentive
systems of the

and Supervisory
Board
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Ownership and Related party Conflicts of interest Share trading and Internal control Remuneration Provision of
control transactions insider trading information to
directors
May, 2003 provided in the the company by company
Consolidated members of the
(Two-Tier System, Financial Statements management board
Civil Law) and supervisory board
of the company or its
parent company and
by related parties
shall be reported
without delay to the
company
Greece Members of the Members of the Actions and Internal auditors Internal audit
Board of Directors Board of Directors transactionsbased on | should be subject to procedures should be
Committee on and executive and executive insder information or | oversightina established ensuring
Corporate managers should be managers should be undertaken for private | satisfactory manner that all members of
Governancein required to disclose required to benefit the Board have
Greece under the co- information on any disclose information should be prohibited timely, full and
ordination of the private material on any private equitable accessto all
Capital Market interest involved in material interest information required
Commission transactions or other involved in for the exercise of
matters affecting the transactions or other their duties
Principleson corporation matters affecting the
Corporate corporation
Governancein
Greece,
Recommendations for
its Competitive
Transformation
October, 1999
Italy 1) ... the board of 1) Directors who 1) The board of The chairman shall
directors should have an interest, even directors is call the meetings of
Committee for the establish guidelines if only potential or . the board and shall
Corporate and criteriafor indirect, in a responﬂble for take steps to ensure
Governance of Listed identifying such transaction with the internal that the members of
Companies transactions, 2) The related parties shall: control system; it the board are
information provided | promptly inform the shall lay down the provided reasonably
Corporate to the shareholders board in detail of the uidelines for the in advance of the date
Governance Code meeting shall be existence of the & of the meeting
sufficiently detailed, interest and of the system, (except in cases of
(Preda Code) so asto alow the related circumstances; petriodically check necessity and asa
advantages the abandon the board that it is adequate matter of urgency)
July, 2002 transactions offer the | meeting when the with the

company to be
understood, 3) The

issueisdiscussed, 2)
Directors

and working
propetly, and

documentation and
information needed
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bodies with delegated | independence shall be verify that the for the board to
powers shall also periodically assessed main risks facing express an informed
provide adequate by the board of view on the mattersit
information on directors on the basis The company are is required to examine
transactions that are of the information identified and and approve
atypical, unusual or provided by each managed
with related parties interested party, 3) appropriately, 2)
whose examination Theresults of shall anpoint one
and approval are not assessments shall be pp
reserved to theboard | communicated to the Of MOre persons
of directors market, 4) Every year to run
the board shall collect it and provide them
data on the positions with appropriate
held by directors on resources, 3) the
the boards of internal control
directors or auditors system shall not be
of other listed placed hierarchically
companies and of under aperson
companies of the responsible for
other categories operationsand
. . shall report on their
specified in the activity to the
text and pubhsh mana] ng directors
the and to the internal
resultsin the report control committee
on operations and the members of
the board of auditors
Lithuania It is recommended Theinternal rules The collegial body Itisalso The chairperson
that information should contain a elected by the general | recommended that should ensure that
National Stock about the members provision stipulating shareholders information about the | information about the
Exchange of professional the obligation of the meeting ... should amount of meeting being
Lithuania background, members of the ensure integrity and remuneration convened and its
qualifications, and company's transparency of the received from the agendaare
The Corporate potential conflicts supervisory and company's ... control | company and other communicated to all
Governance code for of interest that may management system. income should be members of the body,
the Companies Listed have an effect on the bodies and the disclosed withregard | 2) To enablethe
on the National Stock members’ decisions company’'s to members of the collegial body
Exchange of should be disclosed, employees, who company's members to discharge
Lithuania 2) amember of the enjoy access to supervisory and their duties
company’'s insdeinformation, to management bodies, effectively, the
2004 supervisory and immediately disclose 2) Determination of company should
management body information about the remuneration for furnish them with the
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should, within said transactions with the members of the relevant, accurate and
reasonable time, the securities issued company’'s timely information
inform other by the company to supervisory and
members of thesame | the company and its management bodies
collegial body or the shareholders. should be based on
company’s body that trangparent and clear
has elected principles and
him/her, or to the procedures
company’'s
shareholders about a
situation of a conflict
of interest, indicate
the nature of the
conflict and value,
where possible
Malta The Company should | In certain It isthe Directors The Board should 1) Companies 1) Directors should
consider making circumstancesit may | responsibility not to regularly review [remuneration ensure that they have
Working Group of available for be appropriate for the | makeimproper useof | processes and committees] should sufficient and
the Malta Stock ingpection to its Board todiscloseina | information acquired procedures to ensure set out aformal and adequate information
Exchange shareholders for a public document that | by them by virtue of the effectiveness of transparent procedure | about the Company.
period not less than an actual conflict or their position asa itsinternal systemsof | for developing policy | 2)The Board should
The Code of 15 days particularsof | potential for conflict Director control, so that its on executive set up internal and
Principles of Good service contracts and of interest has arisen decision-making remuneration and for external reporting
Corporate particulars of any capability and the fixing the systems so that the
Governance contract in which a accurecy of its remuneration Board is supplied, in
Director of the reporting and packages of atimely manner, with
October, 2001 Company is financial resultsare individual Director, information in aform
materially interested maintained at a high 2) The Annual Report | and of aquality
and whichis level at al times should contain a appropriate to enable
significant in relation report by the the Board to
to the business of the Remuneration discharge its duties

Company and its
subsidiaries taken as
awhole

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

3)The Chairmanis
responsible primarily
for the working of the
Board and for
ensuring that all
relevant issues are on
the Agenda supported
by all available
information
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shareholders with
respect to their own
remuneration, 4) The
Company’s Annual
Report should contain
a statement made by
the Remuneration
Committee, or until
suchtimeasa
Remuneration
Committeeis 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 Information on A supervisory board The aggregate
personal, actual, and member should remuneration of all
Best Practices organizational inform the remaining members of the
; connections of a members of the board supervisory board
Committee of the supervisory board of any conflict of should bedisclosed in
Corporate member with agiven | interest that arises, the annual report
Governance shareholder, and, in and should refrain
Forum particular, with the from participating in
majority shareholder, | discussionsand from
Best Practicesin should be availableto | voting on passing a
Public Companiesin public resolution on the
2002 issue in which the
conflict of interest
2002 has arisen
(Two-tier System,
Civil Law)
Poland The company should The company should Members of the The company should Every year the The company should

Polish Corporate
Governance Forum

disclose up-to-date
information on its
current ownership

provide accessto
information about
members of its

management board
and the supervisory
board should be

regulate trading in its
securities by its
supervisory board

supervisory board
should present a
report to the

provide access to
information about
members of its
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and control supervisory board, obliged to disclose members, managers shareholderson... the | supervisory board,
The Corporate structures.... including... positions | any conflicts of and any other persons | company’ssystemof | including...the forms
Governance Code for held with other interest, 2) The who have privileged interna controls and and amount of
Polish Listed companies company should accessto information | information policy remuneration
Companies provide access to S0 as to prevent any
information about violation of the
June, 2002 members of its interests of
supervisory board, shareholders and
(Two-tier System, including...linksto investors, and in
Civil Law) the company or the particular the right of
controlling equal accessto
shareholder, positions | information
held with other
companies...
Portugal Shareholder It is recommended Information should be | It isrecommended Internal control The board should be
agreementsregarding | that, within the disclosed on the that, within the procedures, besides informed, at all times,

National Commission
on the Securities
Market

Recommendations on
Corporate
Governance

February, 2000

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.

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

actual functions of
each member of the
board of directors and
executive
management of the
company, aswell as
their positionsin
other companies, 2) It
is recommended that,
within theinternal
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 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

the possihility of
them having a
significant impact on
the level of corporate
efficiency, arethus
privileged meansto
guarantee transparent
corporate governance

of theissued under
discussion and
decisions taken by the
Executive Committee
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Romania The board may Whenever asituation | Where an executive 1) The board shall The annual incomeof | 1) The essentia
submit A report arises that could be officer isselling or provide the each Board member information to he
identifying those regarded asaconflict | buying the shares of shareholders, shall be disclosed by submitted to the
International Center family members of of i_nterest the person the_ company inwhich | gathered in_ ordinary a det_ai_led report, board shou_l dinclude:
for Entrepreneurial the board membe_rs subjec_t tothe _ h_e |swc_>rk| ng, or ex_traordl nary itemizing each The eﬂse_ntlal
Studies, University of anc_i of tht_—:‘ executive potential conflict either directly or meeting, areport element thereof information to he
Bucharest officers (including shall so notify the indirectly, he shall regarding the (monthly payments submitted to the
board members and other members of the | notify the secretariat effectiveness of the and meeting fees) board should include:
Corporate managers of a Board or the of the Board internal audit, 2) The i.Working plans and
Governance Initiative subsidiary or manager | shareholders regarding this auditor shall also annual budgets;
For of abranch of representative, 2) transaction analyze the practices ii.Capital, workforce
Economic the company)_ who The board may and procedures of the and cash flow budget
Democracy In are doing business submit_ areport [that] interna_\l control and _s_I_aIements;
Romania with the company shall disclose any of theinternal iii.Quarterly and
(e.g. suppliers, potential conflicts of auditors, and if he semi-annual
dealers) interest thinks that they are performance
June, 2000 not adequate, based indicators;
on written iv.Audit reports;
conclusions, he shall v.Notifications
make received from fiscal
recommendations to bodies;

the shareholders and
to the Board for their
improvement

vi.Incidents or serious
risks of accidents;
vii.Failure to pay
timely obligations;
viii.Failureto 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
athird party;
xii.Improvements to
the marketing policy;
xiii.Transactions
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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

involving substantial
payments to
customers or
suppliers;

xiv.Labour conflicts;
xv.Proposalsto
manage financial risk
by contractual clauses
or hedging
transactions, 2) This
information may also
be requested by
shareholders of the
Board

Russa

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
[aconflict 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
beincorporated into
the company’s
Regulation on
Information

Policy

1) The board of
directors should
approve...

internal control
procedures, 2)
approval of
internal control
procedures
should be
assigned to the
board of

directors of the
company, 3) one of
the important
functions of the board
of directors - the
guarantor of the
rights of shareholders
- isthe establishment
of arisk management
mechanism,
procedures should
provide for prompt
notification of the
board of directors of
all substantial
deficienciesin 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
directorg] 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 accessto all
information that

they need to properly
discharge their duties
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mechanisms
Slovak Republic Members of the board 1) The board should The managers of the
and managers should be accountable to the company have an
be required to shareholders and obligation to provide
Financial Market _discl oseany material ensure proper int_e_mal the executive board
Authority interestsin controls and auditing with appropriate and
transactions or procedures,2) The timely information.
Corporate matters affecting the executi_ve and However, information
Governance Code company and should supervisory boards volunteered by
Based on the OECD abst_al n fr_om _ should establish management is
Principles participating in any formal and unlikely to be enough
vote on such trangparent inall circumstances
September, 2002 transactions arrangements for and members of the
' considering how they executive board
(Two-tier System, ;hould apply ... shou[d_ make further
Civil Law) |n¥err_1a| control enquiries where
principles necessary
Slovenia Initsreport, the 1) Each member of 1) For protection of 1) Thetotal The Management
Supervisory Board the Supervisory shareholders compensation of the Board and the
Ljubljana Stock shall inform the Board is obliged to interests and the members of the Supervisory Board
Exchange, General Meeting of report to the company | company’s assets, the | Supervisory Board arejointly
Shareholders of any any changein his Management Board shall be reported in accountable for
Corporate conflicts of interest holdings of the shall provide for the Notes of the providing timely and
Governance Code which have occurred company's or group establishment and consolidated financial | comprehensive
together with their company'ssharesno | operation of a proper statements, 2) information
March 2004 treatment later thanin 24 hours | and effective system Compensation for
after thetransaction is | of interna control, 2) | each individual
(Two-tier System, concluded., 2) The The persons, member should be
Civil Law) company must responsible for the reported
publicly disclosethis | areaof internal
information. control shall be
directly accountable
to the Management
Board and impartial
in their work
Spain Full accessto the The Board and the

Report By The
Special
Commission To
Foster

internal audit and the
ability to expressits
opinion about the
selection,
appointment,
reappointment and

persons that comprise
it must have the
necessary information
in order to improve
their functions and
make them more
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Transparency removal of the efficient; it is their
And Security In internal audit _reﬁpo_nsi bility to
ol ety o
Listed Companies in setting hisrher
remuneration, and the
January, 2003 ahility to expressits
" opinion about this
g&?ﬂgﬁlaeﬂ’ department’s budget
Turkey The audit committee Under no conditions, 1) The board should In order to ensure that
should scrutinize full may the confidential establish an internal the board members
Capital Markets compliance with the information and control and risk perform their duties
Board of Turkey in-house regulations information that is management fully, they should be
and policies which not revealed to public | mechanisms,2) The provided with easy
Corporate aim to avoid any and/or that comprises | board also tekes all access to al kinds of
Governance possible conflicts of trade secrets be used necessary measures informationin a
Principles interests that may for the benefits of the | for sound functioning timely manner
arise among members | board members, their | of such mechanisms
June, 2003 of the board, the spouses and third implemented, 3) The
executives and other persons as per the audit committee
employees of the relevant legislation should teke all
company and to necessary measuresin
prevent abuse of order to ensure that
confidential internal ...auditing
information [is] carried out
adequately and
transparently
UK 1) The board should 1) There should bea The board should be
maintain a sound formal and suppliedin atimely
The Combined Code system of internal transparent procedure | manner with
on Corporate control to safeguard for developing information in
Governance shareholders policy on executive aformand of a
investment and the remuneration and for quality appropriate to
July, 2003 company’ s assets, 2) fixing the enableit to discharge
The board should, at remuneration its duties
(One-tier system, least annually, packages of

Common Law)

conduct areview of
the effectiveness

of the group’s system
of internal controls
and should report to
shareholders

individual directors,
2) No director should
beinvolved in
deciding his or her
own remuneration

91




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

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
discloseto 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 membersto act
on afully informed
basis
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Saucier Report
Contents of Gover nance Disclosure on the Board

The disclosure regarding a company’ s system of corporate governance should be
complete. While the disclosure may be relatively brief it should address at |east the following
points:

e Mandate of the board, which should set forth duties and objectives;

e The composition of the board, whether the board has a mgjority of unrelated
directors and the basis for this analysis;

e |If the company has a significant shareholder whether the company satisfies the
requirement for fairly reflecting the investment of minority shareholders

¢ Inthe corporation and the basis for thisanalysis,

e If the board does not have a chair separate from management, the structures and

Processes which are in place to facilitate the functioning of the board

independently of management;

Description of the board committees, their mandates and their activities;

Description of decisions requiring prior approval by the board;

Procedures in place for recruiting new directors and other performance-enhancing

Measures, such as assessment of board performance;

Measures for receiving shareholder feedback and measures for dealing with

Shareholder concerns; and

The board’ s expectations of management.
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UNCTAD Governance Disclosur e Checklist

l. Financial disclosure

In particular, the group stressed the importance of disclosure of the company’s financial
and operating results, related-party transactions and critical accounting policies.

1. Thegroup agreed that enterprises
should disclose all the financial
information necessary for
shareholders and other stakeholders
to properly understand the nature of
their business and how it was being
developed for the future. In
particular, any accounting policiesto
which the published results of the
enterprise are especially sensitive
should be disclosed, and the impact
of alternative accounting decisions
discussed.

2. The group recognized that enterprises
should disclose all related-party
transactions and in addition any
related-party relationships where
control exists. At a minimum,
disclosure should be made of the
nature, type and elements of the
related-party transactions. Even
related-party relationships where
control exists, irrespective of whether
there have been transactions with
parties under common control,
should be disclosed. The decision-
making process for approving
related-parties transactions should
also be disclosed. Members of the
board and managers should disclose
any material interestsin transactions
or other matters affecting the
company.

3. Critical accounting policiesthat are
key to the portrayal of an enterprise’s
financial condition and operating
results should be disclosed.
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Non-Financial Disclosures

A. Company Objectives

4. The ad hoc consultative group agreed

that the objectives of the enterprise
should be disclosed.

B. Ownership and

Shareholders’ Rights

The ad hoc group recognized that the
owner ship structure should be fully
disclosed to all shareholders. It was
also recognized that changesin the
shareholdings of substantial investors
should be disclosed to the market as
soon as a company became aware of
them.

The group took a view that disclosure
should be made of control structure
and of how shareholders or other
member s of the organization can
exercise their control rights through
voting or other means. It also
discussed that any arrangement

under which some shareholders may
have a degree of control
disproportionate to their equity

owner ship, whether through
differential voting rights, appointment
of directors or other mechanisms,
should be disclosed.

7.

The group agreed that rules and
procedures governing the acquisition
of corporate control in the capital
markets and extraordinary
transactions such as mergers and
sales of substantial portions of

cor por ate assets should be disclosed.
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C. Governance Structur es and Policies

The structure, role and functions of the board

8.

The group took the view that the
composition of the board should be
disclosed, in particular the balance of
executives and non-executive
directors. Where there might be
Issues that stakeholders might
perceive as challenging the
Independence of non-executive
directors, companies should disclose
why those issues are not significant
and do not impinge on the
independence of the directors.

9.

The group took the view that board’'s
role and functions must be fully
disclosed.

Board committees

10.

The 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 between the
interests of the directors and
management on the one side and
those of shareholders and other
stakeholders on the other.

11.

It was also agreed that the
composition and functions of any
such groups or committees should be
fully disclosed. Where any director
has taken on a specific role for the
board or within one of these
structures, this should be disclosed.
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D. Members of the Board and Key Executives

1. Dutiesand qualifications

12. The group recommended that the
duties of individual directors be
disclosed. It was agreed that the
number of directorships held by an
individual director should be
disclosed.

13. The experts took the view that there
should be sufficient disclosure of the
gualifications and biographical
information of all board membersto
assure shareholders and other
stakeholders that the members can
effectively fulfil their responsibilities.
There should also be disclosure of the
mechanisms which arein place to act
as*“ checks and balances’ on key
individualsin the enterprise.

14. There should be disclosure of the
types of development and training
that directors undergo at induction
and on an ongoing basis (continuing
education).

15. Therefore, the group suggested that
the board disclose facilities, which
may exist to provide members with
professional advice. The board
should also disclose whether that
facility has been used during the year
in question.

2. Evaluation mechanism

16. The ad hoc group agreed that the
board should disclose whether it has
a performance evaluation processin
place, either for the board as a whole
or for individual members.
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Disclosure should be made of how the
board has evaluated its performance
and how the results of the valuation
are being used.

Directors remuneration

17. The ad hoc consultative group took

the view that directors should
disclose a transparent and
accountable mechanism for setting
directors’ remuneration. Disclosure
should be as full as possible to
demonstrate to shareholders and
other stakeholdersthat pay istied to
the company’ s long-term
performance as measured by
recognized criteria. Information
regarding pay packages should
include salary, share options and
other associated benefits, financial or
otherwise, as well as reimbursed
expenses. Where share options are
used as incentives but are not treated
as expenses in the accounts, their cost
should be fully disclosed using a
widely accepted pricing model.

18. The group discussed that the length of

directors contracts aswell asthe
nature of compensation payable to
any director for cancellation of
service contract should be disclosed.
Soecific reference could be made to
any special arrangement that might
relate to severance payments to
directorsin the event of a takeover.

Succession planning

19. The group took the view that the

board should disclose whether it has
established a succession plan for key
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executives and other board members
to ensure that there is a strategy for
sustaining the business. It also
recognized that there might be
confidentiality issues and that the
details of any individual plan should
not necessarily be publicly disclosed.

Conflict of interest

20.

The group suggested that conflicts of
inter ests affecting members of the
board should, if they were not
avoidable, at least be disclosed. The
board of directors should disclose
whether it has a formal procedure for
addressing such situations, as well as
the hierarchy of obligations to which
directors are subject.

E. Material 1ssues Regarding Employees and Other Stakeholders

21.

The group recommended disclosure
of whether there was a mechanism
protecting the rights of other
stakeholdersin a business.

F. Environmental and Social Stewardship

22.

The group took the view that the
board should disclose its policy and
performance in connection with
environmental and social
responsibility and the impact of this
policy and performance on the firm's
sustainability.

G. M aterial Foreseeable Risk Factors

23.

The group took the view that the
board should give appropriate
disclosures and assurance regarding
its risk management objectives,
systems and activities. In particular,
it was agreed that the board should
disclose existing provisions for
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mitigating the possible negative
effects of risk-bearing activities. The
board should report on internal
control systems and their
effectiveness.

H. Independence of Auditors

24. The group agreed that the board

should disclose that it had confidence
that the auditors are independent and
their integrity had not been
compromised in any way. The process
for interaction with and appointment
of internal and external auditors
should be disclosed.

[11.Annual General Meetings

25. The group discussed the need for

disclosure of the process for holding
annual general meetings. Notification
of the agenda should be madein a
timely fashion, and the agenda should
be made 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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UK Combined Code
Terms of Reference - Audit Committee

The Combined Code on Corporate Governance (the Combined Code) states that:

“The Board 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” 8.

The Combined Code goes on to say that the main role and responsibilities of the Audit
Committee should be “set out in written terms of reference.” *° Such statements express a
clear need for an Audit Committee, the requirement for which is also supported by other
influential organisations such the Commonwealth Association for Corporate Governance and
the International Corporate Governance Network.

The Guidance on Audit Committees (The Smith Report) recognises that “Audit committee
arrangements need to be proportionate to the task, and will vary according to the size,

complexity and risk profile of the company” .

As with most aspects of corporate governance, the above principles make it clear that, not
only should companies go through a formal process of considering their internal audit and
control procedures and evaluating their relationship with their external auditor, but they must
be seen to be doing so in a fair and thorough manner. It is, therefore, essential that the Audit
Committeeis properly constituted with a clear remit and identified authority.

As regards the make up of the Committee, we have followed the Combined Code and
recommend a minimum of three independent non-executive directors (although two is
permissible for smaller companies™). The Board should satisfy itself that at least one
member of the Committee has recent and relevant financial experience. We have made
specific recommendations that others may be required to assist the Committee from time to
time, according to the particular items being considered and discussed.

Although not a provision in the Code, the Higgs Review, states as good practice, in its Non-
Code Recommendations, that the Company Secretary (or their designee) should act as
Secretary to the Committee”. The Smith Report states that the Company Secretary should
attend the Audit Committee. It is the Company Secretary’s responsibility to ensure that the
Board and its Committees are properly constituted and advised. There aso needsto be a clear

18 The Combined Code on Corporate Governance July 2003, C.3.

1% The Combined Code on Corporate Governance July 2003, C.3.2

20 Audit Committees - Combined Code Guidance January 2003 1.4 Note that references are to the original version published
in January 2003 A dlightly modified version of the Smith Guidance, with a different numbering sequence, was appended to
the Combined Code published in July 2003

2L A smaller company is defined as one which is below the FTSE 350 throughout the year immediately before the reporting
year.

“2 Review of the role and effectiveness of non-executive directors, January 2003 para 11.30
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co-ordination between the main Board and the various Committees where the Company
Secretary would normally act as a valued intermediary. In addition, athough the
responsibility for internal controls clearly remains with the Board as a whole, the Company
Secretary would normally have the day-to-day task of reviewing the internal control
procedures of the company and responsibility for drafting the governance report.

The frequency with which the Committee needs to meet will vary from company to company
and may change from time to time. As a general rule, most Audit Committees would be
expected to meet quarterly — the Combined Code provides that the Committee should meet at
least three times a year.

The list of duties we have proposed are those which we believe al Audit Committees should
consider. Some companies may wish to add to this list and some smaller companies may need
to modify it in other ways. The Combined Code includes a provision for areport on the Audit
Committee to be included in the company’s Annual Report®. Such report will need to
disclose the following:

¢ Role and main responsibilities of the Audit committee;
e Composition of committee, including relevant qualifications and experience; the
appointment process; and any fees paid in respect of membership;
e Number of meetings and attendance levels;
e A description of the main activities of the year to:
0 Monitor theintegrity of the financia statements;
0 Review the integrity of the internal financial control and risk management
systems,
0 Review the independence of the external auditors, and the provision of non
audit services;
0 Describe the oversight of the external audit process, and how its effectiveness
was assessed;
0 Explain the recommendation to the Board on the appointment of auditors.

The Chairman of the Committee should attend the AGM prepared to respond to any questions
that may be raised by shareholders on matters within the Committee's area of responsibility?.
The Combined Code aso requires that the terms of reference of the Audit Committee,
explaining its role and the authority delegated to it by the Board, be made available on request
and placed on the company’ s website. >

There is clearly a need for there to be a guiding document for the effective operation of the
Audit Committee. This has led the ICSA to produce this Guidance Note proposing model
terms of reference for an Audit Committee. The document draws on the experience of senior

% The Combined Code on Corporate Governance — July 2003 C.3.3 and
Audit Committees - Combined Code Guidance 6.1, 6.2

? The Combined Code on Corporate Governance — July 2003 D.2.3 and

Audit Committees - Combined Code Guidance 6.3

% The Combined Code on Corporate Governance — July 2003 C.3.3
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Company Secretaries and best practice as carried out in some of the country’s leading
companies.

Companies which have a US listing may need to amend these terms in light of the
requirements of the recently introduced rules following the Sarbanes Oxley Act.

The Combined Code also requires that the terms of reference of the Audit Committee,
explaining its role and the authority delegated to it by the Board, be made available on request
and placed on the company’ s website®™.

While this Guidance Note is aimed primarily at the corporate sector, the doctrine of good
governance, including the introduction of Audit Committees, is increasingly being recognised
and adopted by other organisations particularly in the public and not for profit sectors. The
principles underlying the content of this Guidance Note are applicable regardless of the size
or type of organisation and we trust that it will be useful across all sectors.

Reference to “ the Committee” shall mean the Audit Committee.

Reference to “ the Board” shall mean the Board of Directors.

The square brackets contain recommendations which are in line with best practice but which
may need to be changed to suit the circumstances of the particular organisation.

1. Membership

1.1. Members of the Committee shall be appointed by the Board, on the
recommendation of the Nomination Committee in consultation with the Chairman
of the Audit Committee. The Committee shall be made up of at least [3]
members.

1.2.  All members of the Committee shall be independent non-executive directors™” at
least one of whom shall have recent and relevant financia experience. The
Chairman of the Board shall not be amember of the Committee®®,

1.3. Only members of the Committee have the right to attend Committee meetings.
However, other individuals such as the Chairman of the Board, Chief Executive,
Finance Director, other directors, the heads of risk, compliance and internal audit
and representatives from the finance function may be invited to attend all or part
of any meeting as and when appropriate.

1.4. The externa auditors will be invited to attend meetings of the Committee on a
regular basis.

% The Combined Code on Corporate Governance A.4.1

2" An independent non-executive director is defined in Combined Code provision A.3.1

%8 Except on appointment, the Chairman of the Company is not considered to meet the test of independence.
Combined Code provision A.3.1

103



1.5.  Appointments to the Committee shall be for a period of up to three years, which
may be extended for two further three year periods, provided the director remains
independent.

1.6. The Board shall appoint the Committee Chairman who shall be an independent
non-executive director. In the absence of the Committee Chairman and/or an
appointed deputy, the remaining members present shall elect one of themselves to
chair the meeting.

2. Secretary

21. The Company Secretary or their nominee shall act as the Secretary of the
Committee.

3. Quorum

3.1.  The quorum necessary for the transaction of business shall be [2] members. A
duly convened meeting of the Committee at which a quorum is present shal be
competent to exercise al or any of the authorities, powers and discretions vested
in or exercisable by the Committee.

4. Frequency of Meetings

4.1. The Committee shall meet [at least three times a year at appropriate times in the
reporting and audit cycle] [quarterly on the first Wednesday in each of January,
April, July and October] and otherwise as required %°.

5. Notice of Meetings

5.1. Meetings of the Committee shall be summoned by the Secretary of the Committee
a the request of any of its members or at the request of external or internal
auditorsif they consider it necessary.

5.2.  Unless otherwise agreed, notice of each meeting confirming the venue, time and
date together with an agenda of items to be discussed, shall be forwarded to each
member of the Committee, any other person required to attend and all other non-
executive directors, no later than [5] working days before the date of the meeting.
Supporting papers shall be sent to Committee members and to other attendees as
appropriate, at the same time.

6. Minutesof Meetings

! The frequency and timing of meetings will differ according to the needs of the company. Meetings should be organised so
that attendance is maximised (for example by timetabling them to coincide with Board meetings).
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6.1. The Secretary shall minute the proceedings and resolutions of all meetings of the
Committee, including recording the names of those present and in attendance.

6.2. The Secretary shall ascertain, at the beginning of each meeting, the existence of
any conflicts of interest and minute them accordingly.

6.3.  Minutes of Committee meetings shall be circulated promptly to all members of
the Committee and, once agreed, to all members of the Board.

7. Annual General Meeting

7.1. The Chairman of the Committee shall attend the Annual General Meeting
prepared to respond to any shareholder questions on the Committee’ s activities.

8. Duties

The Committee should carry out the duties below for the parent company, major subsidiary
undertakings and the group as awhole, as appropriate.

8.1. Financial Reporting

8.1.1. The Committee shall monitor the integrity of the financial statements of the
company, including its annual and interim reports, preliminary results
announcements and any other formal announcement relating to its financial
performance, reviewing significant financial reporting issues and judgements
which they contain. The Committee shall also review summary financial
statements, significant financia returns to regulators and any financial
information contained in certain other documents, such as announcements of a
price sensitive nature.

8.1.2. The Committee shall review and challenge where necessary:

8121

8.1.2.2

8.1.2.3

8.1.24

8.1.2.5

the consistency of, and any changes to, accounting policies both on
ayear on year basis and across the company/group;

the methods used to account for significant or unusual transactions
where different approaches are possible;

whether the company has followed appropriate accounting
standards and made appropriate estimates and judgements, taking
into account the views of the external auditor;

the clarity of disclosure in the company’s financial reports and the
context in which statements are made; and

all material information presented with the financial statements,
such as the operating and financial review and the corporate
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8.2.

8.3.

8.4.

governance statement (insofar as it relates to the audit and risk
management);

8.1.3. The Committee shall review the annual financia statements of the pension
funds where not reviewed by the Board as a whole.

Internal Controlsand Risk Management Systems
The Committee shall:

8.2.1. keep under review the effectiveness of the company’s internal controls and risk
management systems; and

8.2.2. review and approve the statements to be included in the Annua Report
concerning internal controls and risk management .

Whistleblowing

The Committee shall review the company’ s arrangements for its employeesto raise
concerns, in confidence, about possible wrongdoing in financial reporting or other
matters. The Committee shall ensure that these arrangements allow proportionate
and independent investigation of such matters and appropriate follow up action.

Internal Audit
The Committee shall:

8.4.1. monitor and review the effectiveness of the company’s internal audit function
in the context of the company’s overall risk management system 3%

8.4.2. approve the appointment and removal of the head of the internal audit function;

8.4.3. consider and approve the remit of the internal audit function and ensure it has
adequate resources and appropriate access to information to enable it to
perform its function effectively and in accordance with the relevant
professional standards. The Committee shall aso ensure the function has
adequate standing and is free from management or other restrictions;

8.4.4. review and assess the annual internal audit plan;

8.4.5. review promptly al reports on the company from the internal auditors;

2 Unlessthisis done by the Board as awhole.
3L |f the company does not have an internal audit function, the Committee should consider annually whether there should be
one and make recommendation to the Board accordingly. The absence of such afunction should be explained in the Annual

Report.
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8.4.6. review and monitor management’s responsiveness to the findings and
recommendations of the internal auditor; and

8.4.7. meet the head of internal audit at least once a year, without management being
present, to discuss their remit 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 Chairman of the Board and to the Committee.

8.5. External Audit
The Committee shall:

8.5.1. consider and make recommendations to the Board, to be put to shareholders for
approval at the AGM, in relation to the appointment, re-appointment and
removal of the company’s external auditor. The Committee shall oversee the
selection process for new auditors and if an auditor resigns the Committee shall
investigate the issues leading to this and decide whether any action is required,;

8.5.2. overseethe relationship with the external auditor including (but not limited to):

8.5.2.1.approval of their remuneration, whether 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 terms of engagement, including any engagement 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 [UK] professional and regulatory requirements and the
relationship with the auditor as awhole, including the provision of any non
audit services;

8.5.24.satisfying itself that there are no reationships (such as family,
employment, investment, financial or business) between the auditor and
the company (other than in the ordinary course of business);

8.5.2.5.agreeing with the Board a policy on the employment of former employees
of the company’s auditor, then monitoring the implementation of this

policy;

8.5.2.6.monitoring the auditor’s compliance with relevant ethical and professional
guidance on the rotation of audit partners, the level of fees paid by the
company compared to the overal fee income of the firm, office and
partner and other related requirements; and
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8.5.2.7.assessing annually their qualifications, expertise and resources and the

8.5.3.

8.5.4.

8.5.5.

effectiveness of the audit process which shall include a report from the
external auditor on their own internal quality procedures;

meet regularly with the external auditor, including once at the planning stage
before the audit and once after the audit at the reporting stage. The Committee
shall meet the external auditor at least once a year, without management being
present, to discuss their remit and any issues arising from the audit;

review and approve the annual audit plan and ensure that it is consistent with
the scope of the audit engagement;

review the findings of the audit with the external auditor. This shall include
but not be limited to, the following;

8.5.5.1.adiscussion of any major issues which arose during the audit,
8.5.5.2.any accounting and audit judgements, and
8.5.5.3.levels of errorsidentified during the audit.

The Committee shall also review the effectiveness of the audit.

8.5.6.

8.5.7.

8.5.8.

review any representation letter(s) requested by the external auditor before they
are signed by management;

review the management letter and management’s response to the auditor’s
findings and recommendations; and

develop and implement a policy on the supply of non audit services by the
external auditor, taking into account any relevant ethical guidance on the
matter.

8.6. Reporting Responsibilities

8.6.1.

8.6.2.

8.6.3.

The Committee Chairman shall report formally to the Board on its proceedings
after each meeting on all matters within its duties and responsibilities.

The Committee shall make whatever recommendations to the Board it deems
appropriate on any area within its remit where action or improvement is
needed.

The Committee shall compile a report to shareholders on its activities to be
included in the company’ s Annual Report.

8.7. Other Matters

The Committee shall:
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8.7.1. have access to sufficient resources in order to carry out its duties, including

access to the company secretariat for assistance as required,;

8.7.2. be provided with appropriate and timely training, both in the form of an

induction programme for new members and on an ongoing basis for all
members,

8.7.3. give due consideration to laws and regulations, the provisions of the Combined

Code and the requirements of the UK Listing Authority’s Listing Rules as
appropriate;

8.7.4. beresponsible for co-ordination of the internal and external auditors;

8.7.5. oversee any investigation of activities which are within its terms of reference

and act as a court of the last resort; and

8.7.6. a least once a year, review its own performance, constitution and terms of

reference to ensure it is operating at maximum effectiveness and recommend
any changes it considers necessary to the Board for approval.

9. Authority

The Committee is authorised:

9.1.

9.2.

9.3.

to seek any information it requires from any employee of the company in order to
perform its duties,

to obtain, at the company’s expense, outside legal or other professional advice on
any matter within its terms of reference; and

to call any employee to be questioned at a meeting of the Committee as and when
required.

Perpetua Board Disclosure Policy

Our Investor Relations Policy

The board is committed to ensuring that shareholders are fully informed of all materia
matters that affect the position and prospects of the group. It seeks to accomplish this
through:

The annual report distributed in August each year;

The chairman's and managing director's addresses to the annual general meeting,
which are mailed to shareholders;

Letters from the chairman to all shareholders in February (on the release of the
half yearly financia results), in May each year, and whenever significant
developments occur; and
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e Posting significant information on Perpetual’s internet site as soon as it is
disclosed to the market.

Perpetual aso has a market disclosure policy to ensure compliance with the continuous
disclosure obligations under ASX Listing Rule 3.1 and Corporations Act. The managing
director, chief financia officer and company secretary are members of the continuous
disclosure committee responsible for deciding what information is required to be
disclosed to the ASX. Perpetua ensuresthat all senior executives give regular sign-offs as
to whether there are matters that require disclosure to the ASX. The board also fully
recognises its disclosure obligations, and this is a standing agenda item at each scheduled
board meeting. Copies of magjor announcements lodged with the ASX in the past year can
be found on the company’s website.
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Principles of Auditor Independence and the
Role of Corporate Governancein Monitoring an
Auditor’s Independence

A Statement of the Technical Committee
of the
International Organization of Securities Commissions

October 2002

I ntroduction

1. The International Organization of Securities Commissions Objectives and Principles
of Securities Regulation recognize that issuers should make full, accurate and timely
disclosure of financial results and other information that is material to investors
decisions. The principles aso recognize that accounting and auditing standards of a
high and internationally acceptable quality contribute to promoting relevant and
reliable financial information useful to awide range of users for decision-making
purposes. Specificaly, the principles note that, among other things, regulation
should be intended to ensure:

» An independent verification of financial statements and compliance with
accounting principles through professional external auditing.

» Any audit is conducted pursuant to well-defined and internationally acceptable
standards.

* Rules designed to ensure the independence of the auditor.

» A mechanism for enforcing compliance with accounting and auditing standards.

2. The purpose of this Statement is to build on these principles by setting forth the
views of the IOSCO Technical Committee on the principles that should govern
independence of auditors of financial statements of listed entities. It reflects the
interest of securities regulatorsin ensuring that auditor independence requirements
contribute to promoting investor confidence in published financial statements,
irrespective of whether such requirements are the responsibility of securities
regulatorsin their jurisdictions. The Technical Committee recognizes that, while
regulations on auditor independence exist in many individual jurisdictions, these
regulations may differ in approach, scope, terminology and substance. Accordingly,
the Statement al so sets forth principles relating to the oversight of an externad
auditor’ s independence by a body or bodies within an entity’ s corporate governance
structure. For ease of reference, this Statement uses the term “audit committee” to
refer to such a governance body or bodies. The Technical Committee believes these
principles and the supporting guidance are relevant regardless of the specific auditor
independence regulations that exist in a particular jurisdiction.

3. The principles and supporting guidance relating to audit committees and similar
governance bodies address such abody’ s role in relation to auditor independence
only; they do not describe other significant functions that may be performed in
overseeing the quality and integrity of an entity’s financial reporting.

111



Principles of auditor independence

4. The external auditor plays acritical rolein lending independent credibility to
published financial statements used by investors, creditors and other stakeholders as
abasis for making capital allocation decisions. Indeed, the public’s perception of the
credibility of financia reporting by listed entities is influenced significantly by the
perceived effectiveness of external auditorsin examining and reporting on financial
statements. While any consideration of the effectiveness of external audits involves
awide variety of issues, it is fundamental to public confidence in the reliability of
financia statements that external auditors operate, and are seen to operate, in an
environment that supports objective decision-making on key issues having a material
effect on financial statements. In other words, the auditor must be independent in
both fact and appearance.

5. The importance of auditor independence standards that are reasonable and yet
comprehensive, rigorous, robust and enforceable has been underlined by several
significant corporate failures in which gquestions have been raised about the quality of
financial reporting and, in particular, the independence of the auditor. The Technical
Committee therefore encourages national and international professional accounting
bodies to continue to work with regulators to strengthen existing national and
international standards governing independence. Strengthened independence
standards that, to the extent possible within the constraints of national laws, are
consistent internationally, are a necessary element in reassuring the investing public
that auditors are in a position to exercise objective judgment in concluding on
management’ s representations in an entity’ s financial statements.

6. Auditors of listed entities should be independent, both in fact and in appearance, of
the entity being audited.

7. Sandards of independence for auditors of listed entities should be designed to
promote an environment in which the auditor is free of any influence, interest or
relationship that might impair professional judgment or objectivity or, in the view of
a reasonable investor, might impair professional judgment or objectivity.

8. At present, the details of specific regulations and professional standards governing
auditor independence vary from jurisdiction to jurisdiction, sometimes significantly.
Differences relate to matters such as:

« the scope of persons and entities, both within and outside the audit firm, to whom
independence rules apply;

* the types of financial, business or other relationships that an audit firm or

individual within afirm may have with 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 implemented to protect against threats to
independence.

9. Despite these differences, the Technical Committee has noted a growing consensus
among securities regulators as to the nature of the threats to an auditor’s
independence and the limitations on the extent to which those threats can be
mitigated by voluntarily applied safeguards of various types. Further, there appears
to be a growing consensus among securities regul ators that a framework of principles

112



governing independence is not sufficient in itself to protect investors without the
greater clarity provided by specific prohibitions on activities and relationships
considered unacceptable regardless of any safeguards applied.

10. The Technical Committee believes there is aso a growing consensus that:

* establishment of standards governing auditor independence is not sufficient of
itself to provide assurance that auditors are in fact independent; the standards
must be supported by rigorous requirements for audit firms to establish and
maintain internal systems and processes for monitoring, identifying and
addressing threats to independence and ensuring compliance with the standards.

* the adequacy and effectiveness of audit firms' internal systems and processes
relating to independence must be assessed and evaluated by an external oversight
body (see IOSCO Technical Committee Statement on Principles for Auditor
Oversight, October 2002).

 agovernance body independent of management of an entity being audited should
oversee both the process of selection and appointment of the external auditor and
the conduct of the audit.

11. The Technical Committee has not in this Statement attempted to prescribe
comprehensive standards of auditor independence and nor isit endorsing any
particular existing set of auditor independence standards. The Committee notes,
however, that the Code of Ethics for Professional Accountants of the International
Federation of Accountants provides auseful analysis of potential threatsto an
auditor’ s independence under the following headings:

* Self-interest, where an auditor could benefit from afinancial or other form of
interest in or relationship with the company being audited, e.g., an investment in
the company or undue dependence on fees from assurance or non-assurance
services

* Self-review, e.g., performance of services for an audit client that result in the
audit firm auditing its own work

*» Advocacy, e.g., acting as an advocate for an audit client’s position in dealings
with third parties

 Familiarity, e.g., long association of an audit engagement partner or other key
engagement personnel with a particular client or arecent former partner or senior
staff member of an audit firm serving as CFO or in some other key management
role at an audit client

* Intimidation, e.g., threat of replacement of an auditor over a disagreement on the
application of accounting principles.

12. Standards of auditor independence should establish a framework of principles,
supported by a combination of prohibitions, restrictions, other policies and
procedures and disclosures, that addresses at |east the following threats to
independence:

* self-interest;

o self-review,

* advocacy;

* familiarity; and

* intimidation.

13. Sandards of auditor independence should identify appropriate safeguards that the
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auditor should implement in order to mitigate threats to independence that arise
from permissible activities and relationships.

14. Sandards of auditor independence should address specifically the need to ensure
appropriate rotation of the audit engagement team such that senior members of a
team do not remain in key decision-making 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 with the entity being audited that may have
preceded the appointment as auditor, and document how the auditor has applied
safeguards to mitigate those threats.

16. Securities market regulators should ensure that there is a systemin placeto require
prompt disclosure of information about the replacement of an auditor of a listed
entity.

17. In some jurisdictions, replacement of an auditor requires the prior approval of a
regulator. In other jurisdictions, when an entity replaces its auditor, it must disclose
whether within a defined period of time prior to the change there were any
disagreements with the former auditor on any matter relating to accounting principles
or practices, financial statement disclosure or auditing scope or procedure and
whether any disagreements were resolved to the former auditor’ s satisfaction. The
former auditor may be required to confirm assertions by the former client’s
management concerning any matters of disagreement.

The audit committee

18. The governance structure of an entity can play an important role in monitoring and
safeguarding the independence of its external auditor. The exact form of an entity’s
governance structure and the roles that any individual governance bodies performin
relation to the external auditor may vary depending on the requirements of national
laws. In some jurisdictions, a single body commonly known as an “audit committee”
oversees all mattersrelating to the external auditor. In other jurisdictions, more than
one body within the governance structure of alisted entity may assume this
responsibility. For ease of reference, this paper uses the term “audit committee” to
refer to any governance body or bodies with responsibilities for overseeing the
external auditor, regardless of whether they have that title.

19. The Technical Committee believes that, regardless of the particular legal structurein
ajurisdiction, a governance body that isin both appearance and fact independent of
management of the entity being audited and acts in the interests of investors should
oversee the process of selection and appointment of the external auditor and the
conduct of the audit.

20. While the auditor is accountable and commonly reports to the shareholders, he or she
does not in practice have a direct relationship with them. The audit committee

should therefore serve as a proxy for the shareholders.

21. The audit committee should be the key representative body with which the external
auditor interacts.

22. The audit committee should be established with a mandate that permitsit to carry
out its responsibilities free of any unreasonable restraints. Those responsibilities
should include matters such as evaluating whether the audit fees charged by the
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auditor appear adequate in relation to the work required to support an audit opinion
without regard to fees that might be paid to the auditor for other services.

23. The audit committee should on a regular and frequent basis meet with the auditor
without management present and discuss with the auditor any contentious issues that
have arisen with management during the course of the audit and whether they have
been resolved to the auditor’ s satisfaction.

24. When selecting an auditor to recommend for appointment or reappointment, the
audit committee should satisfy itself that the auditor isindependent in accordance
with applicable standards.

25. Examples of procedures the audit committee might 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 requirements

pertaining to objectivity and independence that apply to the auditor in the entity’s
home jurisdiction. When an entity’ s securities are offered or listed in one or

more foreign jurisdictions, the audit committee would also consider any

additional requirements that may apply in those foreign jurisdictions;

» considering all relationships between the auditor2 and management that might
affect the auditor’ s ability to act objectively, discussing those rel ationships with

the auditor and obtaining an understanding of how the auditor would guard

against any identified threats;

» seeking from the audit firm information about policies and processes for

mai ntai ning independence and monitoring compliance with relevant

requirements, including how its incentive and compensation policies for partners
and senior staff align with the interest of the audit committee in ensuring
independence;

« seeking from the audit firm information about how it monitors compliance with
independence requirements by foreign affiliated or unaffiliated firms that carry

out significant portions of the audit work required in order to permit the auditor

to express an opinion on the consolidated financial statements of the entity; and

« discussing with the audit firm the findings of quality control inspections of the
firm’s systems and processes for maintaining independence.

26. To monitor independence effectively, it is good practice for the audit committee to
discuss with the auditors, at least annually, matters relating to their independence,
including all significant threats to independence identified by the auditors and the
safeguards implemented. To provide support for such discussions, the audit
committee may wish to consider obtaining a written statement from the auditors:

« confirming that they are, and have been throughout the conduct of the audit
engagement, independent in accordance with the terms of all relevant professional
and regulatory requirements; and

» summarizing all significant services provided to the entity and its affiliates,
together with related fees, identifying separately audit services, other services
required to be provided by the entity’ s auditor, such asin connection with an
offering of securities, and other non-audit services grouped according to the

nature of the services provided.

27. The audit committee should over see establishment of the entity’ s policies governing
the circumstances in which contracts for the provision of permitted non-audit
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services can be entered into with the company’ s external auditors and the
procedures that must be followed before doing so. The audit committee should also
monitor compliance by management with those policies and procedures.

28. To ensure it is satisfied the auditor’ s independence will not be compromised, the
audit committee might consider, for example, the desirability of implementing a

policy that al material non-audit services to be provided by the auditor must be
approved in advance by the audit committee. The audit committee may also wish to
consider requiring an open tendering process for all contracts with the auditor in
excess of a specified monetary value. When the skills and expertise required to

provide a particular non-audit service are readily available on similar terms from
service-providers other than the entity’ s external auditor, even the appearance that
independence could be compromised may be sufficient to militate against engaging

the auditor.

29. The audit committee should establish policies relating to the hiring from an entity’s
audit firm of senior officersfor the entity, including the Chief Executive Officer and
the Chief Financial Officer.

30. In establishing such policies, the audit committee may wish to consider in particular
matters relating to the hiring of senior members of the audit engagement team and

the safeguards that could be put in place to mitigate any potential for compromising
the independence of the audit.

31. The audit committee 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 with applicable standards.

32. Such reports to shareholders should, inter alia, describe the policies and procedures
followed to establish that any contracts for non-audit services to be provided by the
auditor do not compromise the auditor’ s independence. The nature of any non-audit
service contracts entered into and the amount of the related fees should be disclosed.
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