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· The growing gap between executive management, which is becoming increasingly professional, and ownership of companies highlights the need for reflection on the management tools available to their shareholders.  This is particularly applicable in the case of institutional investors, whose role and importance are rapidly escalating in all capital markets.

· In most capitalist countries, the shareholder has two management tools at its disposal: the Board of Directors and Management.  In Brazil, there is also the Shareholder Appointed Audit Board, which is very clearly defined in article 161 and subsequent articles of the country’s Corporation Law.  Unfortunately, due to ignorance of this Board’s scope and benefits, the Audit Board either does not exist or is incorrectly utilized by the shareholders of many organizations.

· Company growth inevitably leads to increased operational complexity. This is usually resolved by professionalizing executive management, whereby its shareholders or their representatives take over management of the company, via the Board of Directors.  This is, without doubt, the most valuable, efficient, and versatile shareholder management mechanism.  In turn, the Audit Board only begins to be used as a management tool when the number of shareholders grows, particularly minority shareholders that are not part of the controlling shareholder group.

· So, what is the true importance of an Audit Board, as compared with a company’s other management bodies, the Board of Directors and Management?   The answer lies partly in the system for electing its members and in the nature and scope of their duties.  While company Executive Officers are elected by the Board of Directors, the members of the other two corporate bodies, the Board of Directors and the Audit Board, are elected by the shareholders in a General Meeting, to be their representatives in managing the company.  Hierarchically, both bodies report to the Shareholders’ General Meeting.  And here lies one favorable difference for the Audit Board in the context of its importance: since members of the Board of Directors are required to render account of their actions to the Shareholders’ General Meeting, they must make the same report to the Audit Board.  Furthermore, several topics must be discussed in joint meetings of the Board of Directors and the Audit Board, prior to being proposed for final shareholder approval.  Lastly, the Audit Board has powers to summon general meetings and the duty to denounce errors, fraud, or crimes, in addition to “suggesting actions of interest to the company” to the Board of Directors.  

· The Audit Board is frequently regarded as a body that should restrict its actions to accounting matters, such as analyzing the quarterly trial balances and each year’s financial statements, issuing a formal opinion on the latter.  However, the prime and, in fact, most important duty established in the legal article defining the role of the Audit Board is “to monitor the acts of a company’s administrators (board members and managers) and verify their compliance with their legal and statutory duties”.  The acts of a company’s administrators are deemed to be any act of management performed, regardless of whether carried out by the actual administrator, or by delegation of authority, by any company employee.  Attention should also be given to another important Audit Board duty: To give an opinion on Board of Directors proposals to be submitted for the approval of the Shareholders’ General Meeting. In fact, a closer examination of these legal requirements – changes in company capital, debenture issues, investment plans, dividend policy, etc. – shows them to be more of a financial rather than accounting nature, and this alone greatly extends the legal scope of action of the Audit Board.  However, on comparing the role of the external auditors with that of the Audit Board, one reaches the conclusion that the latter’s responsibilities are further reaching than those of the former whose routine work is limited to issuing a report on the accuracy of the financial statements prepared under the responsibility of company management.  The Audit Board has broader and more independent responsibilities than any Audit Committee, a familiar presence in US companies and in some Brazilian organizations, since these committees report to the Board of Directors and not to the Shareholders’ General Meeting.

· What type of shareholder would be interested in the role of an Audit Board?  The general thinking is that only minority shareholders rate the Audit Boards as important when, in fact, an efficient Audit Board can be a highly effective tool for majority shareholders, regardless of whether or not they are part of their companies’ senior management.  It is a fact that the Brazilian Government is working with the appropriate official bodies, to reinforce the role of the Audit Board as a legal defense mechanism for minority shareholders.  Examples are the recent CVM (similar to the US Securities and Exchange Commission) Instruction 324 establishing a  “scale that, based on the company’s capital, reduces the minimal share investment percentages required to request the induction of an Audit Board” in a publicly traded corporation, and the modification of the Corporation Law currently under examination.  However, despite guaranteeing to the majority shareholder the right to elect the majority of the Audit Board’s members, current legislation also grants audit board members elected by the minority shareholders, the unlimited right to monitor and freely state their opinions.  This is because the opinions and judgments of its members may be individually stated, regardless of the collegiate nature of the Board. 

· Lastly, the answer to a key question: What makes an Audit Board effective?  The best answer seems to be that the effectiveness of any Audit Board is directly related to how it works (the company’s specific business plan, availability of adequate information material, frequent and productive meetings, etc.), the scope of its monitoring role, and chiefly, the qualifications, competence, and seniority of its members, none of which should ever be inferior to the qualifications, competence, and seniority of the individuals monitored. 

· Although the Board of Directors is and will always be the shareholders’ management instrument par excellence, an effective Audit Board represents one more corporate governance tool available in Brazilian companies. 
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