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both sides. This engagement can be particularly helpful in the planning and decision-making concern-
ing projects or other activities involving, for example, the intensive use of land or water, which could
significantly affect local communities.

Paragraph B.1 acknowledges an important emerging issue. It does not create new standards, nor does
it presume the development of new standards. It recognises that enterprises have interests which will be
affected and that their participation along with other stakeholders in discussion of the issues involved can
contribute to their ability and that of others to understand the issues and make a positive contribution.
It recognises that the issues may have a number of dimensions and emphasises that co-operation should
be pursued through appropriate fora. It is without prejudice to positions held by governments in the area
of electronic commerce at the World Trade Organisation (WTO). It is not intended to disregard other im-
portant public policy interests which may relate to the use of the internet which would need to be taken
into account® Finally, as is the case with the Guidelines in general, it is not intended to create conflicting
requirements for enterprises consistent with paragraphs 2 and 8 of the Concepts and Principles Chapter
of the Guidelines.

Finally, it is important to note that self-regulation and other initiatives in a similar vein, including the
Guidelines, should not unlawfully restrict competition, nor should they be considered a substitute for
effective law and regulation by governments. It is understood that MNEs should avoid potential trade
or investment distorting effects of codes and self-regulatory practices when they are being developed.

1.
DISCLOSURE

Enterprises should ensure that timely and accurate information is disclosed on all material matters regard-

ing their activities, structure, financial situation, performance, ownership and governance. This information

should be disclosed for the enterprise as a whole, and, where appropriate, along business lines or geo-
graphic areas. Disclosure policies of enterprises should be tailored to the nature, size and location of the
enterprise, with due regard taken of costs, business confidentiality and other competitive concerns.

Disclosure policies of enterprises should include, but not be limited to, material information on:

a) The financial and operating results of the enterprise;

b) Enterprise objectives;

c) Major share ownership and voting rights, including the structure of a group of enterprises and intra-
group relations, as well as control enhancing mechanisms;

d) Remuneration policy for members of the board and key executives, and information about board
members, including qualifications, the selection process, other enterprise directorships and whether
each board member is regarded as independent by the board;

e) Related party transactions;

f)  Foreseeable risk factors;

g) lIssues regarding workers and other stakeholders;

h) Governance structures and policies, in particular, the content of any corporate governance code or
policy and its implementation process.

Enterprises are encouraged to communicate additional information that could include:

a) value statements or statements of business conduct intended for public disclosure including, de-
pending on its relevance for the enterprise’s activities, information on the enterprise’s policies relat-
ing to matters covered by the Guidelines;

5. Some countries have referred to the 2005 Tunis Agenda for the Information Society in this regard.
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b) policies and other codes of conduct to which the enterprise subscribes, their date of adoption and
the countries and entities to which such statements apply;

c) its performance in relation to these statements and codes;

d) information on internal audit, risk management and legal compliance systems;

e) information on relationships with workers and other stakeholders.

Enterprises should apply high quality standards for accounting, and financial as well as non-financial dis-

closure, including environmental and social reporting where they exist. The standards or policies under

which information is compiled and published should be reported. An annual audit should be conducted

by an independent, competent and qualified auditor in order to provide an external and objective assur-

ance to the board and shareholders that the financial statements fairly represent the financial position

and performance of the enterprise in all material respects.

COMMENTARY ON DISCLOSURE
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The purpose of this chapter is to encourage improved understanding of the operations of multinational
enterprises. Clear and complete information on enterprises is important to a variety of users ranging
from shareholders and the financial community to other constituencies such as workers, local com-
munities, special interest groups, governments and society at large. To improve public understanding of
enterprises and their interaction with society and the environment, enterprises should be transparent
in their operations and responsive to the public’s increasingly sophisticated demands for information.
The information highlighted in this chapter addresses disclosure in two areas. The first set of disclosure
recommendations is identical to disclosure items outlined in the OECD Principles of Corporate Governance.
Their related annotations provide further guidance and the recommendations in the Guidelines should
be construed in relation to them. The first set of disclosure recommendations may be supplemented by
a second set of disclosure recommendations which enterprises are encouraged to follow. The disclosure
recommendations focus mainly on publicly traded enterprises. To the extent that they are deemed appli-
cable in light of the nature, size and location of enterprises, they should also be a useful tool to improve
corporate governance in non-traded enterprises; for example, privately held or State-owned enterprises.
Disclosure recommendations are not expected to place unreasonable administrative or cost burdens on
enterprises. Nor are enterprises expected to disclose information that may endanger their competitive
position unless disclosure is necessary to fully inform the investment decision and to avoid misleading
the investor. In order to determine what information should be disclosed at a minimum, the Guidelines
use the concept of materiality. Material information can be defined as information whose omission or
misstatement could influence the economic decisions taken by users of information.

The Guidelines also generally note that information should be prepared and disclosed in accordance
with high quality standards of accounting and financial and non-financial disclosure. This significantly
improves the ability of investors to monitor the enterprise by providing increased reliability and compa-
rability of reporting, and improved insight into its performance. The annual independent audit recom-
mended by the Guidelines should contribute to an improved control and compliance by the enterprise.
Disclosure is addressed in two areas. The first set of disclosure recommendations calls for timely and
accurate disclosure on all material matters regarding the corporation, including the financial situation,
performance, ownership and governance of the company. Companies are also expected to disclose
sufficient information on the remuneration of board members and key executives (either individually or
in the aggregate) for investors to properly assess the costs and benefits of remuneration plans and the
contribution of incentive schemes, such as stock option schemes, to performance. Related party transac-
tions and material foreseeable risk factors are additional relevant information that should be disclosed,
as well as material issues regarding workers and other stakeholders.

The Guidelines also encourage a second set of disclosure or communication practices in areas where
reporting standards are still evolving such as, for example, social, environmental and risk reporting. This
is particularly the case with greenhouse gas emissions, as the scope of their monitoring is expanding to
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cover direct and indirect, current and future, corporate and product emissions; biodiversity is another
example. Many enterprises provide information on a broader set of topics than financial performance
and consider disclosure of such information a method by which they can demonstrate a commitment to
socially acceptable practices. In some cases, this second type of disclosure - or communication with the
public and with other parties directly affected by the enterprise’s activities - may pertain to entities that
extend beyond those covered in the enterprise’s financial accounts. For example, it may also cover infor-
mation on the activities of subcontractors and suppliers or of joint venture partners. This is particularly
appropriate to monitor the transfer of environmentally harmful activities to partners.

Many enterprises have adopted measures designed to help them comply with the law and standards
of business conduct, and to enhance the transparency of their operations. A growing number of firms
have issued voluntary codes of corporate conduct, which are expressions of commitments to ethical
values in such areas as environment, human rights, labour standards, consumer protection, or taxation.
Specialised management systems have been or are being developed and continue to evolve with the aim
of helping them respect these commitments - these involve information systems, operating procedures
and training requirements. Enterprises are cooperating with NGOs and intergovernmental organisations
in developing reporting standards that enhance enterprises’ ability to communicate how their activities
influence sustainable development outcomes (for example, the Global Reporting Initiative).

Enterprises are encouraged to provide easy and economical access to published information and to
consider making use of information technologies to meet this goal. Information that is made available to
users in home markets should also be available to all interested users. Enterprises may take special steps
to make information available to communities that do not have access to printed media (for example,
poorer communities that are directly affected by the enterprise’s activities).

V.
HUMAN RIGHTS

States have the duty to protect human rights. Enterprises should, within the framework of internationally
recognised human rights, the international human rights obligations of the countries in which they operate
as well as relevant domestic laws and regulations:

1.

Respect human rights, which means they should avoid infringing on the human rights of others and
should address adverse human rights impacts with which they are involved.

Within the context of their own activities, avoid causing or contributing to adverse human rights impacts
and address such impacts when they occur.

Seek ways to prevent or mitigate adverse human rights impacts that are directly linked to their business
operations, products or services by a business relationship, even if they do not contribute to those impacts.
Have a policy commitment to respect human rights.

Carry out human rights due diligence as appropriate to their size, the nature and context of operations
and the severity of the risks of adverse human rights impacts.

Provide for or co-operate through legitimate processes in the remediation of adverse human rights im-
pacts where they identify that they have caused or contributed to these impacts.

COMMENTARY ON HUMAN RIGHTS

36.

This chapter opens with a chapeau that sets out the framework for the specific recommendations
concerning enterprises’ respect for human rights. It draws upon the United Nations Framework for Busi-
ness and Human Rights “Protect, Respect and Remedy” and is in line with the Guiding Principles for its
Implementation.




