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Ethics Programs

A Clear Trend: Board Involvement Grows
Since its first survey of company ethics programs in 1987,
The Conference Board has documented a steady increase in
board involvement and concern with ethics issues. Between
1987 and 1998, the percentage of survey participants that
said their company’s directors participated in the drafting
of the company’s code of ethics increased from 21 percent
to 78 percent. During this 11-year period, the survey
participation of non-U.S. companies also increased. Most
of the 1987 respondents were U.S. companies, but fewer
than half of the 1998 respondents were U.S. businesses.

Country and Regional Differences
Reason for Board Focus
Responses to the 2003 survey suggest that recent scandals
and Sarbanes-Oxley legislation may have been a strong
motivating factor for boards in the United States. U.S.
respondents cited “general legal developments” as the
key reason for greater board scrutiny of ethics programs.

However, general legal developments and governance
considerations were less important to U.K., Indian, and
Western European participants. They cited “enhancement
of reputation” more often than “legal change” as the most
relevant factor in engaging the board’s involvement
in ethics programs. And for Japanese companies, the

“laws, regulation and/or rules relevant to business” 
were deemed to be most important.

And for non-U.S. companies listed on U.S. exchanges,
focus on general legal developments and mandatory
governance requirements is already a fact of life.

Board Oversight of Ethics Programs: 
Roles Vary Worldwide
Ethics or compliance programs1 (as they are often called)
utilize internal policies and procedures to prevent and
detect violations of law, regulations, and rules, and to
promote ethical behavior by and within the company.
Common elements of such programs include:

• codes of conduct;

• communication of standards through training;

• methods to encourage employees to report possible

violations to management;

• enforcement mechanisms through investigation and

discipline; and

• oversight and review to achieve ongoing improvement.

Since 1987, when The Conference Board first examined company ethics
programs and the role of the board in their design, implementation, and
monitoring for effectiveness, the percentage of boards engaged and their degree
of involvement has steadily increased. Whether in the recently scandal-plagued
United States or elsewhere, director interest and involvement in company ethics
programs is not a narrow, reactive phenomenon. Through the development
of compliance systems in responding companies, ethics programs have
institutional roots. Board efforts in leading companies are now beginning
to focus on issues involved in director and board practice.

The Role of the Board: A Global Study

1 Of course, some companies’ programs focus more on ethical issues

while others focus on compliance issues. This report does not seek to

distinguish among the various types of programs.



Virtually all participants (97 percent) in the 2003
Conference Board survey said that their company had
such a program in place. Even among the 14 companies
not listed on a stock exchange, the prevalence of such
programs is very high (93 percent). However, depending
on the region or country, the board’s role in developing,
implementing, or monitoring the program differs greatly.

The Board’s Institutional Role
in Establishing the Program
Outside of the United States and Western Europe, where
the percentages were somewhat lower (66 and 74 percent,
respectively), nearly all company ethics programs in other
regions were established by board resolution.

A Defined Program Oversight
Role for the Board
In all countries and regions except Japan, most boards have
a defined role in overseeing the ethics program. Survey
responses indicate that in their delegation of responsibilities,
board or committee charters can vary considerably.

Allocation of Powers between
Board and Committee
Outside of the United Kingdom and Western Europe,
where the practice is also prevalent (69 and 74 percent,
respectively), nearly all boards delegate program oversight
responsibility to a committee.

Shared oversight
Some respondents report that oversight is shared by more
than one board committee. For example, in one company,
the audit committee reviews conflict-of-interest issues
while the governance committee has oversight
responsibility for general code-of-compliance issues.

There are at least two possible benefits from committee
delegation. First, it allows those with oversight responsibility
to develop experience and expertise—akin to the financial
acumen expected and increasingly required of audit
members. In addition, committee review permits more time
than the full board would have for deliberation of current
problems and forward-looking discussion of potentially
sensitive and complex issues.
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Director Independence
Few elements of board practice have as much regional
variation as the director independence requirement.

“Independence” defined
In the United States, until recently, directors who were
not company employees and had no actual or potential
conflicts of interest (e.g., contracts with the company,
employment or board membership with competitors) 
were deemed to be independent.

A recent Delaware case raises doubts as to whether that
narrow and potentially mechanistic test will continue to be
sufficient. The company’s directors have appointed a
special litigation committee (SLC) to determine whether to
terminate derivative litigation involving claims that several
directors and executives, including the CEO, engaged in
insider trading. The SLC included two Stanford professors.

The SLC investigation, which included 70 witnesses and a
1,100-page report, concluded it was not in the company’s best
interest to pursue litigation against the defendant. Nonetheless,
the Court concluded that the institutional ties between
Stanford and those members of the board being investigated
must be considered in assessing the SLC’s impartiality.2

Nonetheless, director independence remains very much a
fixed idea in the United States, and there also are director
independence requirements in the United Kingdom’s
Combined Code. Elsewhere, it remains a sticking point
in the effort to harmonize global governance standards.

Executive Session
A board’s capacity for independent action may result as
much or more from the resources allocated to it and its
processes as to the adherence to formalistic requirements
for independence in the choice of its directors.

The use of executive session varies considerably among
participating companies by region and country. The greater
reliance of U.S. and U.K. companies on director-employee
exchange in executive session may reflect the onset of
Sarbanes-Oxley requirements and the need to have
mechanisms in place for dealing with the anticipated
demands of the U.K.’s Combined Code.

Which Executive Is Principally Responsible
for Reporting to the Board?
In nearly half the U.S. participating companies, the general
counsel is the executive with principal responsibility for
reporting to the board on ethics or compliance issues. In the
United Kingdom, India, and Western Europe, CEOs are more
likely to take the lead in discussing ethics and compliance
matters with the board. In Indian and Western European
companies, the task may also be assigned to the internal auditor.

Which Program Areas
Does the Board Review?
Board oversight entails the review of a program’s structure/
scope and its operations.

Structure/scope
U.S. and Western European boards are more likely to be
engaged in issues of program structure and scope than their
counterparts elsewhere. At the other end of the spectrum,
Japanese and U.K. company boards are less likely to
review structure or scope subjects—particularly questions
involving the inclusion of risk areas in the program and the
company operations covered.
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Operations
Auditing risk areas and summaries of audit results
The greater likelihood in the United States that the audit
committee will exercise program oversight may explain the
interest of U.S. boards in a program’s auditing operations.

Nearly 90 percent of U.S. boards review plans for auditing
risk areas. The percentage of U.S. boards that review
summaries of audit results (91 percent) is even higher.
In contrast, the figures for Japan are 38 percent for plan
reviews and 46 percent for review of audit results. The U.K.
percentages for board involvement in these audit-related
operations is also low—56 percent in each case—while the
percentages in the other regions are in the 70s and low 80s.

Program Components under
Board Review and Oversight
With the exception of Western European boards, which are
much less likely to do so (42 percent), 60 percent of the
participating boards in other countries exercise some kind
of oversight of ethics programs. Subjects reviewed include:

• resources devoted to the program;

• top management’s participation in program activity

(e.g., training);

• top management’s efforts to promote the program

(e.g., communications); and

• audits to determine whether the program is

functioning as intended.

Board Oversight of Policies/Procedures
to Encourage Whistleblowing
Most U.S. boards (86 percent) are engaged in some kind of
review of whistleblowing procedures, and the percentage of
U.K. boards involved with such issues is also high (63 percent).
In each case, the board activity may be due to legislation
protecting or encouraging whistleblowing activity or, as
in the case of Japan (58 percent), pending legislation.
Where there is no such legislation on the books or pending
(Western Europe and India), board interest is much lower.

Board Investigation of Possible Violations
Most participating U.S. boards (87 percent) review
investigations of potential breaches of law, regulation, or
company policy. Japanese (58 percent), U.K. (56 percent),
Indian (70 percent), and Western European (65 percent)
boards are more likely than not to do so, but the prevalence
of involvement is considerably lower.

Board Review of Discipline Policy 
and Descriptions of Individual Cases
More than half of the boards of participating companies review
their discipline policy and descriptions of individual cases.

• The percentage of responding U.S. and Japanese company

boards is considerably higher (71 and 63 percent, respectively).

Are Written Reports Part of Board Review?
With three notable exceptions—plans for auditing risk areas,
summaries of audit results and policies, and procedures to
encourage employee reporting of violations—U.S. boards
are less likely to be given written reports concerning both
ethics programs scope/structure and operations.

Whether it is a U.S. or non-US board, directors are less
likely to receive written reports if the general counsel is
the principal liaison to the board.

Board Involvement in Specific Ethics Cases
In contrast to the practice in the rest of the world, less
than one-quarter of U.S. boards discuss specific cases—
particularly when the incident involves fellow directors or
the company’s top managers. Boards in Japan (90 percent),
the United Kingdom (73 percent), India (60 percent), and
Western Europe (55 percent) discuss specific cases much
more often than their U.S. counterparts.
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Corporate Responsibility Issues
Boards in the United Kingdom and Western Europe are
more likely to discuss company conduct as opposed to
director or top management business conduct.

Director Role in Communicating
Compliance and Ethics Standards
To date, few of the boards of participating companies
(15 percent) have involved directors in communicating
compliance and ethics standards (the percentages in the
United Kingdom (25 percent) and India (20 percent) were
somewhat higher).

Ensuring the Board’s Ethical Conduct
Outside of Western Europe (42 percent), nearly three-
quarters of the responding companies believe that board
members should be trained in ethics/compliance issues,
yet only roughly 40 percent of the survey participants
have such programs.

Monitoring/Enforcement of
Director Ethics Standards
In the United States, there is a heavy, almost exclusive reliance
on questionnaires for this purpose. Nearly half of the Japanese
companies (48 percent) use questionnaires, but one-third said
they used other methods as well. In the United Kingdom
(15 percent) and Western Europe (23 percent), questionnaires
were used much less often than other procedures.

Careful director vetting was also cited as a means for
achieving high director ethics performance.

Factors Pushing Directors toward
Greater Ethics Program Involvement
Recent events and new standards have caused over 70 percent
of the boards of the participating companies to have greater
involvement with or oversight of the company’s ethics program.

Whistleblowing procedures
Establishing or improving procedures to receive employee
complaints regarding accounting, internal controls, and
auditing matters is the favored method for U.S. and U.K.
companies to increase board involvement, but they have
evoked considerably less enthusiasm in Japan, India, and
Western Europe.

Codes of conduct
Nearly half of the participating companies worldwide have
conducted a board review of their company’s codes of conduct
or other program-related communications. The percentages
of U.S. and U.K. respondents that have done so are higher
(53 and 63 percent, respectively) than other countries or regions.

Oversight Contributes to Program Success
Most of the respondents worldwide (84 percent) believe
that their board’s oversight has contributed to ethics/
compliance program success. Given recent events, it is
perhaps not surprising that the U.S. percentage—though
high (78 percent)—was the lowest of all responding
groups. For respondents, the important contributions to
ethics program effectiveness that director involvement 
can make include:

• reaffirming top management’s commitment

to the program;

• setting the tone at the top;

• reporting to the audit committee on program issues,

which ensures high-level, serious attention; and

• putting weight and emphasis on program importance.
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