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TRANSATLANTIC CORPORATE GOVERNANCE

Time to identify regulatory common ground 
On the big issue of promoting global 
peace and prosperity, international 
co-operation on corporate governance 
regulation and integration of capital 
markets is just as important as foreign 
diplomacy. Such was the opening 
gambit of Christopher Cox, chairman of 
the US Securities and Exchange 
Commission (SEC) in his keynote 
speech at the fourth conference on 
Transatlantic Corporate Governance 
Dialogue in Washington.

Sponsored by the European Corporate 
Governance Institute (ECGI) and the 
American Law Institute (ALI), the event 
in October focused on ‘corporate 
governance standards and capital 
market competitiveness’.

He went on to add that while ‘regulation 
is not the fuel that drives our markets,  
it undoubtedly is the oil that greases  
the gears’. Regulators need to strike  
a balance, he told delegates, between 
‘under-regulation, which carries with  
it the risk of fraud, abuse, and a loss  
of investor confidence, and over-
regulation, which saps the economic 
vitality of otherwise vibrant markets’.

He added that variations in national 
regulatory systems can be 
accommodated, the disparities often 

stemming from historic backgrounds. It 
is up to the regulators to diagnose and 
deal with the different situations arising 
from different market structures. ‘Just 
because capital now flows across 
borders more easily, and businesses 
routinely operate on a worldwide basis, 
it doesn’t mean that a one-size-fits-all 
approach to securities regulation is 
wise,’ he said.

As markets evolve, regions find that  
they have more in common than they 
used to. The fact that one country’s 
regulators work with another’s to resolve 
problems that have arisen in the market 
show that regulatory objectives have 
much in common.

Ensuring that investors are properly 
informed is central to the trans-Atlantic 
dialogue, Mr Cox continued, highlighting 
disclosure, transparency, and the cost  
of obtaining and processing information 
required by corporate governance 
regulations as the key elements.  
The costs of obtaining such information 
can be a barrier, and this is one of the 
reasons why the SEC is looking at 
improving financial reporting through 
interactive data, such as eXtensible 
Business Reporting Language (XBRL). 
International Financial Reporting 
Standards (IFRS) are another initiative 

that moves towards consistency of 
information for investors. But, to be 
successful, IFRS must be ‘applied 
faithfully and consistently across 
jurisdictions,’ he added. 

‘Many of us, as securities regulators,  
are similarly like-minded and we share 
common regulatory objectives. We 
should relentlessly seek to make 
common ground…[and] work closely 
together to eliminate unnecessary and 
redundant regulations, to recognise how 
different regulatory approaches may 
achieve our shared objectives, and to 
learn from each other about what works 
and what doesn’t.’

For more information, visit www.ecgi.org 

UK

Consultation on Smith Guidance for audit committees
Guidance for audit committees in the 
UK could change this year following 
the Financial Reporting Council’s 
(FRC) consultation on the Smith 
Guidance for Audit Committees. 

Amendments are proposed to the  
Smith Guidance for two reasons.  
The first is to reflect any consequential 
changes that might arise from the FRC’s 
recent review of the Combined Code. 
This included a recommendation that, 
for smaller companies, the company 
chairman may be a member of, but not 
chair of the audit committee, as long  
as he or she was independent on 
appointment. However, his or her 
membership must be in addition to the 
minimum number of independent 
non-executive directors.

This follows hot on the heels of 
recommendations by the Market 
Participants Group (MPG), which  
was set up by the FRC over a year  
ago to advise on possible actions that 
market participants could take to 
mitigate the risks arising from the 
structure of the audit market in the UK. 
This is the second reason for proposed 
changes to the guidance. 

In relation to audit committees, these 
MPG recommendations included:

A requirement for disclosure of •	
information in the annual report on the 
auditor selection decision. This would 
involve disclosing any contractual 
obligations to appoint certain types of 
audit firms.

Reviewing the independence  •	
section of the Smith Guidance  
to ensure that it is consistent  
with the relevant ethical standards  
for auditors.

A requirement for the audit committees •	
of major public interest entities to 
assess periodically the risks associated 
with the possible withdrawal of their 
external auditor from the market and to 
consider whether any mitigating action 
is appropriate.

A revised version of the Smith Guidance 
is expected later this year.

The FRC proposals on the Smith 
Guidance are available on the FRC’s 
website www.frc.org.uk.
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