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Corporate Governance

Background
On November 22, 2001, the Joint Committee on Corporate Governance
chaired by Guylaine Saucier released its final report entitled Beyond
Compliance: Building a Governance Culture. The mandate of the Committee
was to review the current state of corporate governance in Canada and
make recommendations on how it might be improved. The Report was
sponsored by The Toronto Stock Exchange (TSE), the Canadian Venture
Exchange (CDNX) and the Canadian Institute of Chartered Accountants
(CICA).
The Committee revisits the work of a previous committee chaired by
Peter Dey and sponsored by the TSE which released a report (the Dey
Report) entitled Where Were the Directors? — Guidelines for Improved Corporate
Governance in Canada in December 1994. As a result of the recommendations
in the Dey Report, in February 1995 the TSE introduced corporate
governance disclosure requirements (the TSE Guidelines) which all
Canadian companies listed on the TSE are required to comply with. The TSE
Guidelines require that all Canadian TSE-listed issuers disclose, on an
annual basis, a “Statement of Corporate Governance Practices” which
includes “a complete description of the company’s system of corporate
governance with respect to each of the guidelines”. The Saucier Report
recommends that the TSE Guidelines be revised in order to improve
corporate governance of Canadian public companies. The TSE is reviewing
the recommendations but has not indicated its views on implementation.

The Report
The Report focuses on three key issues that the Committee felt were
fundamental to building a healthy corporate governance culture:
• measures that can be taken to strengthen the capacity of the board to
engage in a mature and constructive relationship with management one that is grounded in a mutual understanding of respective roles and
the ability of the board to act independently in fulfilling its responsibilities;
• the critical role that the board must play in choosing the Chief
Executive Officer of a company and in contributing to and continually
assessing a company’s strategic direction; and
• particular issues that independent directors must face in corporations
that have significant shareholders.
All but one of the Committee’s recommendations focus on disclosure as
a means of encouraging compliance. One of the recommendations, however, if implemented by the TSE, would create an additional TSE listing
requirement. The Committee has recommended that it be a condition of listing on the TSE that an issuer’s board of directors have a designated
“Independent Board Leader”. The concept of an Independent Board Leader
is aimed at ensuring that boards possess strong, independent leaders and
have the capacity to act independently in fulfilling their responsibilities.
While the Committee clearly expresses its preference for a non-executive
chairman of the board, the concept of an Independent Board Leader was
recommended as a less intrusive alternative.
An Independent Board Leader would be a director who is chosen by
the full board and who is an outside and unrelated director (independent of
management and free from any other relationship with the issuer that could
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reasonably be perceived to materially interfere with the
director’s independence from management). For
companies with a Chairman who is already an outside
and unrelated director, the Committee recommends
that the Chairman be the Independent Board Leader. It
is recommended that an Independent Board Leader be
accountable to the board for ensuring that a number of
essential corporate governance functions are carried out
including: (i) assessing the performance of the Chief
Executive Officer; (ii) assessing the effectiveness of the
board (both individuals and committees); (iii) succession planning and (iv) holding regular meetings of
outside board members without management present
chaired by the Independent Board Leader.
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The CDNX should introduce, for Tier 1 companies,
a disclosure requirement and guidelines similar to
those applicable to TSE-listed companies.
Boards’ involvement in strategic planning must
recognize that the role of directors is not to manage
but to supervise management. The board should
oversee and monitor systems for managing
business risk and should regularly review the
strategic plan with management.
Audit committees should:
• Be composed solely of outside directors who
are also unrelated.
• Be composed of “financially literate” members, at least one whom should have accounting or
related financial expertise.
• Adopt a formal written mandate that is
approved by the full board and that sets out the
scope of the committee’s responsibilities and
against which it should be regularly assessed. The
mandate should set out explicitly the role and
responsibility of the audit committee with respect
to: (i) its relationship with and expectations of the
external auditors; (ii) its relationship with and
expectations of the internal auditor function; (iii) its
oversight of internal control; and (iv) disclosure of
financial and related information.
The OSC should revise its rules to make it clear
that either the audit committee or the board should
review quarterly financial reports and related
financial documents before any public disclosure
of the information. Audit committees, as a matter
of best practice, should ask external auditors to
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