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Professional Certificate in Corporate Governance and Business Law

Legal Framework for Corporate Governance

Corporate governance is the system of rules, practices, and processes by which a company is directed and
controlled. The legal framework for corporate governance refers to the laws, regulations, and listing
requirements that establish the rights and responsibilities of various stakeholders in a corporation, including
shareholders, directors, officers, and employees. In this explanation, we will discuss some of the key terms
and vocabulary related to the legal framework for corporate governance.

1. Shareholders: Shareholders are the owners of a corporation, who invest their money in the company by
purchasing shares of stock. They have the right to vote on certain matters, such as the election of directors,
and to receive dividends if the company declares them. Shareholders are generally entitled to limited
liability, which means that their personal assets are protected if the company goes bankrupt.

2. Directors: Directors are elected by the shareholders to oversee the management of the corporation. They
have a fiduciary duty to act in the best interests of the company and its shareholders, and are responsible
for setting strategic goals, approving major transactions, and monitoring management performance.
Directors are typically compensated with cash and equity awards, and may also be entitled to certain
benefits and perquisites.

3. Officers: Officers are appointed by the board of directors to manage the day-to-day operations of the
corporation. They include the CEO, CFO, COO, and other senior executives. Officers have a duty to act in
good faith and in the best interests of the company, and are responsible for implementing the strategic
plans and policies established by the board.

4. Fiduciary duty: Fiduciary duty is the legal obligation of a director or officer to act in the best interests of
the company and its shareholders. This duty requires directors and officers to avoid conflicts of interest, to
disclose any potential conflicts, and to act with care, skill, and diligence. Fiduciary duty is a fundamental
principle of corporate governance, and violations of this duty can result in personal liability for the directors
and officers involved.

5. Corporate governance principles: Corporate governance principles are the general guidelines that shape
the behavior of a corporation and its stakeholders. These principles include transparency, accountability,
fairness, and responsibility. They are intended to promote trust and confidence in the corporation, and to
align the interests of shareholders, directors, officers, and employees.

6. Independent directors: Independent directors are directors who are not affiliated with the company or its
management, and who do not have a significant financial interest in the company. Independent directors
are intended to provide objective oversight and to represent the interests of the shareholders. They are
typically required to meet certain independence standards, such as not having been an employee or
consultant of the company within the past few years, and not having a family member who is a senior
executive of the company.

7. Audit committee: The audit committee is a committee of the board of directors that is responsible for
overseeing the financial reporting process, internal controls, and audit functions of the company. The audit
committee is typically composed of independent directors, and is responsible for hiring and overseeing the
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work of the external auditor.

8. Whistleblower policies: Whistleblower policies are policies that encourage employees to report suspected
violations of law or company policies. Whistleblower policies typically provide protections for employees
who report suspected violations, such as confidentiality and non-retaliation. Whistleblower policies are
intended to promote compliance with laws and regulations, and to prevent fraud and other misconduct.

9. Related party transactions: Related party transactions are transactions between a corporation and a
related party, such as a director, officer, or significant shareholder. Related party transactions are subject to
scrutiny because of the potential for conflicts of interest and self-dealing. Corporations are required to
disclose related party transactions in their financial statements, and to obtain board approval for certain
types of transactions.

10. Say-on-pay: Say-on-pay is a non-binding shareholder vote on the compensation of the company's
executives. Say-on-pay votes are intended to provide shareholders with an opportunity to express their
views on executive compensation, and to encourage companies to align executive compensation with long-
term performance.

11. Proxy access: Proxy access is the right of shareholders to include their own nominees for election to the
board of directors in the company's proxy
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