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Give special emphasis in the notes to the Sarbanes-Oxley Act of 2002. 

Different countries have issued different corporate governance principles. However, the 

codes linked to stock exchange listing requirements may have a coercive effect. For example, 

companies quoted on the London and Toronto Stock Exchanges formally need not follow the 

recommendations of their respective national codes. 

Corporate governance guidelines and best practices have evolved over a period of time. The 

Cadbury Report on the financial aspects of corporate governance, published in the United 

Kingdom in 1992, was a landmark. It led to the publication of the Viénot Report in France in 

1995. This report boldly advocated the removal of cross-shareholdings that had formed the 

bedrock of French capitalism for decades. Further, The General Motors Board of Directors 

Guidelines in the United States and the Dey Report in Canada proved to be influential in the 

evolution of other guidelines and codes across the world. Over the past decade, various 

countries have issued recommendations for corporate governance. Compliance with these is 

generally not mandated by law, although codes that are linked to stock exchanges sometimes 

have a mandatory content. 

One of the most influential guidelines on corporate governance has been the 1999 OECD 

(Organisation of Economic Co-operation and Development) Principles of Corporate 

Governance which was revised in 2004. The OECD remains a proponent of corporate 

governance principles throughout the world. 

The Sarbanes-Oxley Act, which was signed by the U.S. President George W. Bush into law 

in July 2002, has brought about sweeping changes in financial reporting. This is perceived to 

be the most significant change to federal securities law since the 1930s. Besides directors and 

auditors, the Act has also laid down new accountability standards for security analysts and 

legal counsels. 



The Higgs Report on non-executive directors and the Smith Report on audit committees, both 

published in January 2003, form part of the systematic review of corporate governance being 

undertaken in the U.K. and Europe. This is in light of recent corporate failures. The 

recommendations of these two reports are aimed at strengthening the existing framework for 

corporate governance in the U.K. 

Some World Developments 

A number of accounting and governance scandals have occurred worldwide particularly in 

the past decade that has eventually led to many legislative and regulatory initiatives in 

response to the outcry and concern that developed on the financial accountability and 

corporate governance standards and practices. In late 2001 the Enron Corp. of the USA 

erupted into bankruptcy and there were other scandals in companies like WorldCom, Tyco, 

Qwest, Adelphia, ImClone etc. Previously thee had been failures like Maxwell, BCCI, Poly 

Peck and Barings in the UK and in Europe there had been scandals in reputed companies like 

Credit Lyonaise, Metalgesellschaft and Schneider. In Japan, Australia and Canada there were 

high profile scandals as well. 

 

These failures confirmed the fear that financial reporting and other corporate governance 

measures prevalent were unreliable and in October 2002, the International Federation of 

Accountants established a Task Force on Rebuilding Confidence in Financial 

Reporting, which submitted its report in July, 2003. The role of the OECD under pressure 

from thirty member governments has already been mentioned. In the UK there were legal 

developments that made corporate crime manslaughter under English law and this was a huge 

step forward in making liabilities of a criminal nature that were previously mere civil 

liabilities. In July 2006 a new Corporate Homicide and Corporate Manslaughter Bill has 

been passed in the UK that has made many corporate crimes criminal offences.                  

On of the most important developments has been the passing of the the Sarbanes-Oxley 

Act of 2002(Pub. L. No. 107-204, 116 Stat. 745, also known as the Public Company 

Accounting Reform and Investor Protection Act of 2002 and commonly called SOX; July 

30, 2002) in the United States. Named after sponsors Senator Paul Sarbanes and 

Representative Michael G. Oxley, the legislation is wide ranging and establishes new or 

enhanced standards for all U.S. public company boards, management, and public accounting 

firms. The Act contains 11 titles, or sections, ranging from additional Corporate Board 



responsibilities to criminal penalties, and requires the Securities and Exchange Commission 

(SEC) to implement rulings on requirements to comply with the new law.  

The Sarbanes-Oxley Act's major provisions include: 

1. Creation of the Public Company Accounting Oversight Board (PCAOB) 

2. A requirement that public companies evaluate and disclose the effectiveness of their 

internal controls as they relate to financial reporting, and that independent auditors for 

such companies "attest" (i.e., agree, or qualify) to such disclosure 

3. Certification of financial reports by chief executive officers (CEOs) and chief financial 

officers (CFOs) 

4. Auditor independence, including outright bans on certain types of work for audit clients 

and pre-certification by the company's Audit Committee of all other non-audit work 

5. A requirement that companies listed on stock exchanges have fully independent audit 

committees that oversee the relationship between the company and its auditor 

6. Ban on most personal loans to any executive officer or director 

7. Accelerated reporting of trades by insiders 

8. Prohibition on insider trades during pension fund blackout periods 

9. Additional disclosure 

10. Enhanced criminal and civil penalties for violations of securities law 

11. Significantly longer maximum jail sentences and larger fines for corporate executives who 

knowingly and willfully misstate financial statements, although maximum sentences are 

largely irrelevant because judges generally follow the Federal Sentencing Guidelines in 

setting actual sentences 

12. Employee protections allowing those corporate fraud whistleblowers who file complaints 

with OSHA (Occupational Safety and Health Adminstration) within 90 days, to win 

reinstatement, back pay and benefits, compensatory damages, abatement orders, and 

reasonable attorney fees and costs. 

Also in July, 2002, President Bush of USA, by an Executive Order, created the 

Corporate Fraud Task Force. Headed by the Deputy Attorney General, the Task Force 

includes, among others, US Government Attorneys, the FBI (Federal Bureau of Investigation) 

and SEC (Securities and Exchange commission) to oversee the investigation and prosecution 

of financial fraud, accounting fraud and other corporate criminal activity, and to provide 

enhanced inter-agency coordination of regulatory and criminal investigations. 



There have been many model codes or desirable codes and guidelines of corporate 

governance that have been published round the world. Some of the most prominent one are 

the Euroshareholders Corporate Governance Guidelines 2000, US based The Conference 

Board’s recommendations and guidelines, the Commission on Public Trust and Private 

Enterprises in US’s recommendations and guidelines. The United Nations has also been 

running what it calls The United Nations Global Compact Program, which is also working to 

improve corporate accountability and governance standards worldwide. 

Some Indian Developments 

In India, the Confederation of Indian Industry (CII) framed a desirable code of corporate 

governance in April 1998. This was followed by the recommendations of the SEBI 

(Securities and Exchange Board of India) appointed Kumar Mangalam Birla Committee on 

Corporate Governance, which were accepted by SEBI in December 1999, and are now 

enshrined in Clause 49 of the Listing Agreement of every Indian stock exchange. SEBI also 

instituted a committee under the chairmanship of Mr. N. R. Narayana Murthy which 

recommended enhancements in corporate governance. SEBI incorporated the 

recommendations made by the Narayana Murthy Committee on Corporate Governance in 

Clause 49 of the Stock Exchange Listing Agreement for listed companies. The revised Clause 

49 has come into effect from January 1, 2006 after many delays. In addition, the Department 

of Company Affairs, Government of India, constituted a nine-member committee under the 

chairmanship of Mr. Naresh Chandra, former Indian ambassador to the U.S., to examine 

various corporate governance issues. 

Most of the codes and recommendations while differing in detail are focussed on three 

fundamental issues: 

(a)  The composition of the Boards of Directors of companies and the role of 

independent directors. 

(b)  The composition and role of the audit committees 

(c)  The communications to the shareholders including a management analysis and 

discussion statement 

 


