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Abstract 

 

Standard & Poor (“S&P”) developed a methodology for analyzing corporate governance 

practices in countries and companies and generating a corporate governance score 

(“CGS”) that reflects S&P's assessment of a company’s corporate governance practices 

and policies and the extent to which these serve the interests of the company’s financial 

stakeholders, with an emphasis on shareholders’ interests.  When conducting country-

level analysis S&P recommended that inquiries focus on four main areas including legal 

infrastructure, regulation, information infrastructure and market infrastructure. 

 

Standard & Poor (“S&P”) developed a methodology for analyzing corporate governance 

practices in countries and companies and generating a corporate governance score 

(“CGS”) that “reflects Standard and Poor's assessment of a company’s corporate 

governance practices and policies and the extent to which these serve the interests of the 

company’s financial stakeholders, with an emphasis on shareholders’ interests”.
2
  S&P 

explained that it considered corporate governance to include “the interactions between a 

company’s management, its board of directors, shareholders and other financial 

stakeholders”.
3
  S&P assigned a CGS on a ten-point scale (“10” being the highest and “1” 

the lowest) and also generated scores on four components that, taken together, 
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  The material in this report is derived from material appearing in Business Counselor’s 

Guide to Organizational Management by Dr. Alan S. Gutterman and is presented with 

permission of Thomson Reuters/Westlaw.  Copyright 2013 Thomson Reuters/Westlaw.  

For more information or to order call 1-800-762-5272 or visit the Thomson Reuters Legal 
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 Standard & Poor’s Corporate Governance Scores: Criteria, Methodology and 

Definitions 5 (July 2002). 
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 Standard & Poor’s Corporate Governance Scores: Criteria, Methodology and 

Definitions 5 (July 2002).  S&P explained that “financial stakeholders” included both 
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company’s equity and distributions for its shareholders”.  Id. 
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contributed to the overall CGS: ownership structure and influence; financial stakeholder 

rights and relations; financial transparency and information disclosure; and board 

structure and process.
4
 

 

S&P noted that it did not produce CGS for individual countries and that the primary 

focus was on internal governance structure and processes at specific companies; however, 

S&P conceded that an overall assessment of the risks associated with governance 

practices of an individual company was not possible without some consideration of the 

legal, regulatory and market environment of the country in which the company was 

operating and S&P expected that as between “two companies with the same CGS, but 

domiciled in countries with contrasting legal, regulatory and market standards . . . [i]n the 

event of deterioration in governance standards at a particular company, investors and 

stakeholders are likely to receive better protection in a country with stronger and better-

enforced laws and regulations”.
5
  S&P indicated that prior to assigning a CGS to 

companies in a particular country it would undertake an informal review and analysis of 

the corporate governance laws, regulations, and practices that are prevalent in the country 

and explained that the goal of this review and analysis was to “clarify what stakeholder 

rights exist as defined by legislation and regulatory practice . . . [and evaluate] . . . the 

relevance of these rights in practice”.
6
  According to S&P the four main areas of focus of 

its country-level analysis included legal infrastructure, regulation, information 

infrastructure and market infrastructure.
7
 

 

Factors that S&P would consider when analyzing a country’s legal infrastructure 

included the following
8
: 

 

 What are the relevant laws that address corporate governance in the country and its 

various jurisdictions? 

 How are shareholder and other stakeholder rights defined? 

 What laws exist that govern insider trading, reporting and disclosure, duties and 

composition of boards of directors, shareholder registry and share depository, proxy 

rights at shareholder meetings, voting procedures (including cumulative), minority 

shareholder rights and rights of foreign creditors and shareholders? 

 How extensive are the laws referred to above? 

 Is a shareholder registry necessary to prove ownership? 
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 Standard & Poor’s Corporate Governance Scores: Criteria, Methodology and 

Definitions 7 (July 2002) (includes discussion of methodology used to collect 

information and develop and assign components of the CGS). 
5
 Standard & Poor’s Corporate Governance Scores: Criteria, Methodology and 

Definitions 6 (July 2002). 
6
 Standard & Poor’s Corporate Governance Scores: Criteria, Methodology and 

Definitions 12 (July 2002). 
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 For full discussion of each of these four main areas see Standard & Poor’s Corporate 

Governance Scores: Criteria, Methodology and Definitions 12-16 (July 2002). 
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 Are outside directors required? 

 Does a licensed registrar keep the shareholder registry? 

 What is the nature of the judicial system in law enforcement? 

 Is violation of the law a common occurrence? 

 Do examples exist that point to judicial success in promoting and enforcing corporate 

governance? 

 Are there examples of poor corporate governance where the law is not effective in 

principle or in practice? 

 Are investor lawsuits relating to corporate governance related disputes common?  

 How effective are the available legal remedies? 

 What is the track record of these legal processes and what is the time frame?  

 How does the legal system operate in practice? 

 

Factors that S&P would consider when analyzing a country’s regulatory environment 

included the following
9
: 

 

 What regulatory bodies exist and what is their purview? 

 Are there regulatory gaps or areas in which regulatory responsibility overlaps among 

bodies? 

 Do the different regulatory bodies work in co-operation or conflict with one another? 

 Do market participants view specific regulations as inappropriate? 

 Do SROs play a role that is relevant from the perspective of corporate governance? 

 What new legislation is on the regulatory agenda? 

 What are the information and timing requirements for public disclosure? 

 How effectively are securities and disclosure regulations followed and enforced? 

 Do regulators have sufficient resources and practical enforcement tools to achieve 

their mission? 

 Is there a securities regulator and, if so, how long has it been in place? 

 What is the relationship of securities and other regulators to stock exchanges? 

 What are examples of regulatory successes and failures? 

 

Factors that S&P would consider when analyzing a country’s informational infrastructure 

included the following
10

: 

 

 What are the number, quality and independence of public auditors? 

 Is there a requirement for independent financial audit? 

 How do local accounting standards compare to international accounting standards 

with respect to basis of consolidation, operating data in addition to financial data, 

financial position of subsidiaries whose health is material to the interests of the 

company and individual shareholders, segment data (i.e., financial performance of 

                                                 
9
 Standard & Poor’s Corporate Governance Scores: Criteria, Methodology and 
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individual business or business units), methods of asset valuation, definitions of key 

financial measures (i.e., revenues, expenses, profits and losses), cash flow (i.e., 

sources and uses of funds), all real and contingent liabilities, evidence of transfer 

pricing (including hidden transfers or subsidies) and arrears with related companies? 

 What is the required timing of disclosure? 

 Is there ease of access to independently audited financial statements? 

 

Factors that S&P would consider when analyzing a country’s market infrastructure 

included the following
11

: 

 

 What is the prevalence of listed companies or significant private ownership? 

 What is the prevalence of state ownership? 

 Is there ease of access to public exchanges? 

 For transition economies and other countries with state-owned enterprises: what 

methods of privatization exist and what impact do these have on ownership 

structures? 

 What is the importance of institutional investors (mutual funds, pension funds, 

insurance companies, etc.)? 

 Is there a universal banking system versus separation between commercial and 

investment banking? 

 Do banks commonly hold significant equity stakes in industrial companies? 

 Are financial-industrial groups prevalent and, if so, what is the degree of transparency 

in their intercompany relationships? 

 Do market distortions exist in the form of uncompetitive industry structures or 

government protection of individual companies or sectors? 

 Are there signs of macroeconomic stability or stress? 

 What is the nature of the political environment and is this relevant to the practice of 

corporate governance in the country? 

 

 

                                                 
11

 Standard & Poor’s Corporate Governance Scores: Criteria, Methodology and 

Definitions 15-16 (July 2002). 


