
Why is corporate 
governance important?

Good Corporate Governance con-

sists of a system of structuring,

operating and controlling a com-

pany in order to achieve the fol-

lowing objectives:

● To fulfill the long term strategic

goals of the owners, which may

consist of building the share-

holder value or establishing a

dominant market share or main-

taining a market lead in a cho-

sen sphere;

● To consider and care for the

interest of the employees, past,

present and future, including

planning future needs, recruit-

ment, training and working

environment, severance and

retirement procedures through

to looking after pensioners;

● To maintain good relations with

customers and suppliers, in mat-

ters such as quality of service,

considerate ordering and

account settlement procedures;

● To take account of needs of the

environment and the local com-

Can Corporate Governance
Audit campaign help corporates
remain resilient to pressures?

In today’s fast-paced business environ-
ment, shifting economic conditions,
volatile capital markets and rising
demands for corporate accountability
and transparency in light of recent business
failures, the key challenge Boards face is
finding the right level of involvement and
the right approach in defining the compa-
ny’s strategic direction and fostering long
term share holder value growth
while ensuring that companies
remain resilient to both internal
and external pressures. In meeting
this challenge, it is of course the
responsibility of the entire board to ensure that
appropriate compliance policies are laid down
and reasonable audit and assurance mecha-
nisms are put in place and regularly monitored

and the failure to do so being recognized as
default by the entire board and all directors.
In reality, responsibility for adequacy of a

control system is spread throughout a com-
pany, with theoretical responsibility resting in
the Board of Directors and practical responsibil-
ity sitting squarely on the shoulders of the
financial and senior managers. Simply comply-
ing with the laws and regulations is not

enough. Rather, today’s corporate also needs
to maintain highest ethical standards,

take its role as a good corporate citizen,
perform with integrity, strive to pro-

vide the right environment, feel socially
responsible, and contribute ultimately to the
nation’s overall wealth and welfare. The article
analyses associated aspects on corporate gover-
nance  with the help of an audit approach.
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munity, in terms of the physical

effects of the company’s opera-

tion on the surrounding area and

the economic and cultural inter-

action with the local population.

● To maintain proper compliance

with all the applicable legal and

regulatory requirements under

which the company is carrying

out its activities.  

While it is the responsibility of

the entire board and all its directors

to ensure compliance with applica-

ble law and regulation, it is neces-

sary to distinguish between man-

agerial or executive defaults from

supervisory and oversight default.

In other words, It is of course the

responsibility of the entire board to

ensure that appropriate compli-

ance policies are laid down and

reasonable audit and assurance

mechanisms are put in place and

regularly monitored, failure to do

so being recognized as default by

the entire board and all directors,

non-executive category included.

The primary responsibilities

and duties of the Board and its direc-

tors’ as well, may cover the general

principles by which directors are

bound, and deal with topics such as

obeying the constitution and other

lawful decisions by the company,

promotion of company objectives,

delegation and independence of

Judgment, care, skill and diligence,

transactions involving conflict of

interest, personal use of company

property, information or opportu-

nity, and benefits from third parties.

To identify potential strength

and weaknesses in governance

arrangements, it is to be ascertained:

✎ Has the governing body estab-

lished:

Clear channels of communica-

tion with the stakeholders on the

entity’s mission, roles, objec-

tives and performance?

Appropriate processes to ensure

that such channels operate

effectively in practice?

✎ Has the governing body made

an explicit commitment to

openness and transparency in all

the activities of the entity?

✎ Does the governing body:

Report publicly the processes

for making appointments to the

governing body?

Make publicly available the

names of all governing body

members, together with their

relevant other interests?

✎ Is there a clearly defined division

of responsibilities at the head of

the body to ensure a balance of

power and responsibility?

✎ Does the governing body:

Meet regularly?

Effectively lead and exercise

control over the entity?

Monitor the executive manage-

ment?

✎ Do members of the governing

body receive induction training

on the first occasion of appoint-

ment to the governing body, and

subsequently as necessary?

✎ Has the governing body estab-

lished appropriate arrange-

ments to ensure that it has access

to all such relevant information,

advice and resources as are nec-

essary to enable it to carry out its

role effectively?

✎ Has the governing body estab-

lished a framework of strategic

control (or scheme of delegated

or reserved powers)?

✎ Does the governing body keep

the framework of strategic con-

trol up-to-date?

✎ Does the framework of strategic

control include a formal sched-

ule of those matters specifically

reserved for the collective deci-

sion of the governing body?

Should corporate 
governance extend
beyond Corporate Law?

Corporate Governance is the system

that looks into transparency, inte-

grity and social responsibility and

making the right decisions for vari-

ous activities to be taken under cor-

porate social responsibility (CSR).

A good governance model is free

from corruption, and built on a gov-

ernment by conviction, participa-

tion, transparency, equity, integrity

and social and environmental

responsibility to create awareness

amongst corporates, NGOs, civic

bodies, etc. of the value and impor-

tance of social responsibility to

bridge the gap between the rich and
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the poor, to focus on

how industry, com-

merce and globalisation

can improve the disad-

vantaged of the society

to facilitate and create

the environment for true

good partnership bet-

ween civil society and

business and the devel-

opment of skills for

social responsibility

and financing the social

agenda by corporates.

Corporate Gover-

nance extends beyond

Corporate Law.  Its fundamental

objective is not mere fulfillment of

the requirements of law, but in ensur-

ing commitment of the Board in

managing the company in a transpar-

ent manner for maximizing long-

term shareholder value.  Effecti-

veness of a system of corporate gov-

ernance cannot be legislated by law

nor can any system of corporate gov-

ernance be static.  In a dynamic envi-

ronment, systems of corporate gov-

ernance need to continually evolve.

There are several corporate gover-

nance structures available in the

developed world, but there is no one

structure, which can be singled out as

being better than the others. There is

no “one size fits all” structure for

corporate governance.

How Board of Directors
can best meet their
responsibilities?

In today’s faster- paced business

environment, shifting economic

conditions, volatile capital markets

and rising demands for corporate

accountability and transparency in

light of recent business failures, the

challenge Boards face is finding the

right level of involvement and the

right approach in defining the com-

pany’s strategic direction and fos-

tering long term share holder value

growth while ensuring companies

remain resilient to both internal and

external pressures. The new risks

associated with a global market

place, e-commerce and evolving

information technologies require

boards to be more involved, knowl-

edgeable and proactive. In meeting

this challenge, boards must decide:

❖ What is the optimum level and

nature of involvement in strate-

gic plans and implementation

process?

❖ What risks are on the horizon,

and how can the company man-

age them and seize the interest

opportunities?

❖ How can executive performance

best be motivated, measured and

monitored?

❖ How effective is the board? How

can it improve?

❖ Whether business goals and tar-

gets are in line with opportuni-

ties available?

❖ Whether the strategies being

pursued by the management

team are sound, and carrying the

appropriate amount of risk?

❖ Whether the business plans are

reflective of the strategy and the

opportunity or is there a discon-

nect somewhere?

❖ Whether the resourcing strategy for

both money and people is optimal

for what is set out to be achieved?

How Audit 
Committees
help corporates
build a contem-
porary culture?

The primary function

of the Audit Commi-

ttee is to assist the

Board of Directors in

fulfilling its oversight

responsibilities by

reviewing the financial

reports and other finan-

cial information pro-

vided by the corpora-

tion to any governmental body or

the public, the corporation’s system

of internal controls regarding

finance, accounting, legal compli-

ance and ethics that management

and the Board have established, and

the corporation’s auditing, account-

ing and financial reporting process

generally consistent with this func-

tion, the Audit Committee should

encourage continuous improve-

ment of and should foster adherence

to corporation’s policies, proce-

dures and practices at all levels.  The

Audit Committee’s primary duties

and responsibilities are to:

■ Serve as an independent and

objective party to monitor the

corporation’s financial report-

ing process and internal control

system.

■ Review and appraise the audit

efforts of the corporations inde-

pendent accountants and inter-

nal auditing department.

■ Provide an open avenue of com-

munication among the indepen-

dent accountants, financial and

senior management, the internal

auditing department, and the

Board of Directors.

To fulfill its responsibilities and

duties the Audit Committee, in

addition to its routine charter, shall

✌ Review the range and cost of

THE  CHARTERED ACCOUNTANT 1727 JUNE  2005

CCOORRPPOORRAATTEE GGOOVVEERRNNAANNCCEE



audit and non-audit services

performed by the independent

accountants;

✌ Review the programs and poli-

cies of the company designed to

ensure compliance with applic-

able laws and regulations and

monitor the results of these

compliance efforts.

✌ Review with appropriate com-

pany personnel the actions

taken to ensure compliance with

the company’s code of conduct

and the results of confirmations

and violations of such code.

✌ Conduct or authorise investiga-

tion into any matters within the

Audit Committee’s scope of

responsibilities and be empow-

ered to retain independent coun-

sel, accountants or others to

assist it in the conduct of any

investigation.

✌ In consultation with the inde-

pendent accountants and the

internal auditors, review the

integrity of the organisation’s

financial reporting processes,

both internal and external.

✌ Periodically consult with the inde-

pendent accountants out of the

presence of management about

internal controls and the fullness

and accuracy of the organisation’s

financial statements.

✌ Consider the independent acco-

untant’s judgements about the

quality and appropriateness of

the corporation’s accounting

principles as applied to its

financial reporting.

✌ Review with the organisation’s

counsel, legal compliance mat-

ters including corporate securi-

ties trading policies, or any legal

matter that could have a signifi-

cant impact on the organiza-

tions’ financial statements.

✌ Establish regular and separate

systems of reporting to the Audit

Committee by each of manage-

ment, the independent accoun-

tants and the internal auditors

regarding any significant judg-

ments made in management’s

preparation of financial statem-

ents and the view of each as to

appropriateness of such judg-

ments.  

Who are responsible for
internal controls?

Historically, the reason a company

places emphasis on its internal con-

trol systems is to keep fraud from

occurring.  Although reducing fraud

losses is still a valid concern, inter-

nal controls are used not only to

combat fraud but also to monitor the

consistency and completion speed

of transactions.  The discussion may

range from responsibility for creat-

ing and maintaining such systems to

determining which controls to

implement and which to delete.  The

various positions within a company

that are responsible for internal con-

trols, as well as the extent of their

responsibility are noted as follows

in descending order by position:

Board of Directors – This group is

ultimately responsible for a compa-

ny’s control systems as it is respon-

sible for total company perfor-

mance.

Senior Management – Although

the Board of Directors is theoreti-

cally responsible for the adequacy

of controls, it is senior management

that actually has the responsibility

from a practical perspective.

Senior management must:

✜ Assume responsibility to share-

holders for the accuracy of

financial reporting.

✜ Create and maintain a properly

documented internal control

system.

✜ Create and maintain the proper

environment to enforce the nec-

essary controls.  This may

require the use of policies, pro-

cedures and statement of ethical

standards to enforce.

✜ Identify the risks inherent in the

business and the potential for

errors and irregularities in vari-

ous parts of the transaction pro-

cessing systems.  

Financial Management -Though

other members of management

have responsibility for the ade-

quacy of controls, the majority of

control points are typically

installed in areas that are under the

direct control of the financial man-

agers.  Consequently, from a practi-

cal perspective, these employees

have the bulk of the real responsi-

bility for controls.  The financial

management team must:

■ Know the technical require-

ments of a sound financial con-

trol system and how to create

such a system based on the

nuances of the existing business. 

■ Verify that a sufficient number of

controls are installed and that they

operate in a satisfactory manner.

■ Enforce conformance to all con-

trols, as noted in policies and

procedures.

■ Assume direct responsibility, for the

accuracy of the information con-

tained in periodic financial state-

ments and accompanying notes.

Internal Audit Staff- This group

has a major impact on the presence of

adequate control systems.  It is

responsible for reviewing the exis-

tence and effectiveness of control

systems in a variety of areas, and

reports to management on the ade-

quacy of these controls, as well as

any deficiencies.  However, the audit

program followed by this group is

usually approved by the Audit

Committee, which is a subset of the
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Board of Directors.  If this program is

inadequate, the internal audit staff

will not conduct a sufficient number

of reviews to ensure the adequacy of

internal control systems.  Also, this

group is not empowered to change

any control systems, instead it only

reports on problems.  This limits the

effectiveness of the internal audit

staff in forcing necessary changes to

control systems.

Independent Auditors – As a part

of an outside auditor’s audit of a

company’s financial statements, it

is customary to determine the

strength of the underlying control

systems that support those state-

ments.  If weaknesses in the control

systems are discovered, the auditor

is in a unique position to report this

information to senior management

as well as the Board of Directors as

part of a management report that

frequently accompanies the audited

financial statements.  However, a

control review is considered only to

be part of the audit work for a full

audit, and not for a review or com-

pilation; so in these cases, the exter-

nal auditor has minimal impact on

or responsibility for the state of a

company’s control systems.

Responsibility for the adequacy

of a control system is spread

throughout a company, with theoret-

ical responsibility residing in the

Board of Directors and practical

responsibility sitting squarely on the

shoulders of the financial and senior

managers.  This group is assisted by

the internal and external auditors,

who can recommend changes to

existing controls but do not have the

authority to make any changes. 

As a matter of fact, the following

checklist may be of great help to eval-

uate appropriateness of the system:

➢ Has the governing body taken

steps to ensure that effective sys-

tems of risk management are

established as part of the frame-

work of internal control?

➢ Has the governing body taken

steps to ensure that an effective

internal audit function is estab-

lished as part of the framework

of internal control?

➢ Has the governing body taken

steps to ensure that an effective

framework of internal control:

Is established?

Operate in practice?

➢ Does the governing body include

in its annual report a statement on

the effectiveness of the body’s

framework of internal control?

➢ Has the governing body ensured

procedures are in place to ensure

effective and efficient budgeting

and financial management?

Can Legal Compliance
Management System
keep a manager out of
trouble?

A company manager has several

corporate laws to comply with.

Having a structured Legal

Compliance Management (LCM)

system in place could keep him out

of trouble. Companies are required

to comply with the corporate laws

and numerous other legislation and

regulations. Many company man-

agers are befuddled and burdened

by the complexity of all the regula-

tions. However, the risk of non-

compliance remains rather griev-

ous. A broad- based understanding

of all the applicable laws; along

with a structured LCM system will

mitigate non- compliance risks.

The corporate laws consider the

CEO/ CFO/ Directors/ others, as

applicable situationally, as man-

agers and hold the person responsi-

ble for all statutory compliance. For

example, the factory manager is

responsible for accidents and dan-

gerous occurrence within the fac-

tory and should notify the Inspector

of factories (the inspector) within

12 to 48 hours, depending on the

nature of the incident. The factory

manager is also responsible for

handling hazardous substances in

the factory and must submit a copy

of the material safety data sheet to

the inspector LCM addresses issues

that not only ensure compliance

with the Law but also concomi-

tantly enables protection of key

resources of the organization,

including the managers/ promoters.

Has Globalization really
helped corporate improve
efficiency? 

Globalization has led to more

choice and lower price for con-

sumers. It has forced firms to look

for ways of increasing efficiency.

Inefficient producers have gone out

of business. Many firms have

merged with foreign business to

make it easier to sell in foreign mar-

kets. This process of more and more

free trade does lead to some prob-

lems. Many workers, often in the

poorest countries, have lost their

jobs owing to globalization. Big for-

eign corporations can often produce

goods more cheaply and efficiently,

so other countries’ workers lose out.

As governments can no longer pro-

tect their own industries against for-

eign competition this process can

lead to serious social problems. If

so, mere compliance with regula-

tory rules may hardly serve the very

purpose of good governance. 

In meeting this challenge, one

should concentrate on:

➢ Has the governing body estab-

lished training programs to

ensure that staff are competent to

perform the task at hand?

➢ Does the governing body insti-

tutes and report relevant perfor-

mance measures? ■
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