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More rigorous corporate governance 
standards and greater transparency are 
driving significant foreign investment 
into Brazil with a subsequent surge in 
companies listing on the Sao Paolo 
Stock Exchange (BVSP).

The Novo Mercado – ‘New Market’  
– is the listing segment with the most 
demanding corporate governance 
standards within the BVSP, and is 
designed on the premise that stock 
valuation and liquidity are positively 
affected by shareholders’ rights and  
the quality of company information.  

With rules mirroring those in the US  
and Europe, it has proved a magnet  
for overseas investors who have  
bought up 74% of shares in the listing 
and now account for 30% of all 
exchange transactions in Brazil.

Over 100 companies have chosen  
to list on the Novo Mercado,  
with 75% of businesses going public 
last year opting to comply with its  
more demanding standards. Highlights 
of these include the requirement  
that companies must have one class  
of shares – voting shares; that  

company boards must have at least  
five members; and that at least 20%  
of directors must be independent.

These are a significant departure  
from a system where non-voting  
shares are commonly used to allow 
companies to raise capital while 
maintaining the voting power of the 
controlling shareholder. A major 
attraction of the Novo Mercado  
among foreign investors has been  
its greater protection for  
minority shareholders.

In terms of financial reporting,  
the listing also requires that the annual 
balance sheet be disclosed according  
to the standards of US Generally 
Accepted Accounting Principles  
(GAAP) or International Financial 
Reporting Standards (IFRS). In fact, 
Brazilian companies are expected to 
adopt IFRS by 2010, thus improving  
the understanding of financial 
information by foreign investors.

See www.bovespa.com.br/indexi.asp 
for more information
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Audit committees focus on risk
A series of Audit Committee Forums 
have been held across Australia by the 
leaders of the professional accounting 
bodies, major accounting firms, top 100 
company CFOs, the Commonwealth 
Treasury, and the Australian Securities 
and Investments Commission (ASIC). 

The purpose of the forums was to  
bring together audit committee 
chairmen and other key stakeholders  
to discuss frankly how corporate 
governance was working in Australia 
and the challenges facing members  
of audit committees. 

Each forum was organised around  
a panel session with a prominent  
audit committee chair, one or more 
advisers to audit committees, an 
external auditor and Lee White, chief 
accountant at ASIC.

The challenge of prioritising risks while 
managing so many matters was a hot 
topic for both the panel and attendees. 
Other key areas included:

Current financial market volatility•	

The approach to managing •	
continuous disclosure requirements

The role and responsibility of the •	
internal audit

How the audit committee deals with •	
myriad reports and recommendations 
on internal control issues

In relation to risk, discussion centred  
on the importance of prioritising and 
managing risk effectively, and whether 
audit committees should be responsible 
for risk. Quite diverse views were 
expressed, including that risk is the 
domain of the whole board, that having 

both audit and risk in one committee 
could mean insufficient time is given  
to relevant issues, and that having 
separate audit and risk committees 
could lead to a fragmented approach  
to important matters.

The type of industry and the size and 
sophistication of the company were 
generally considered to be relevant 
factors to working out whether a 
separate risk committee was needed. 
For some with separate committees, 
directors often sat on both committees 
and joint meetings were also held. 

‘The value of the forums was to bring 
relevant stakeholders together and  
get issues out in the open,’ said 
PricewaterhouseCoopers governance 
specialist Liz Stamford. ‘The challenge 
is to continue the momentum.’
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