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Is there a need for good governance in the Corporate Legal Function?
The legal environment for corporations, especially for listed ones, has completely changed within the last
ten years. Globalization and digitalization, the financial and the subsequent corporate confidence crisis as
well as increased regulation and enforcement of the law have significantly changed the legal landscape.
Good corporate governance, strict compliance with the law and effective risk management have become
key elements of diligent and sustainable corporate management.
Should companies, as a result of the important changes, review and adjust their legal and compliance
functions to the new challenges? Is there a need to think about good governance of the corporate legal
function (as well)? In our opinion, the effectiveness of the corporate legal (and of the corporate
compliance) function depends first of all on a best practice governance framework. Without this
foundation, companies’ legal management systems will be incomplete and only to some extent effective.
What guidance do Corporate Governance Codes, such as the New York Stock Exchange Listed
Company Manual, the UK Corporate Governance Code or the German and the Swiss Code give on best
practice corporate legal and compliance management? Unfortunately, none of the codes systematically
addresses the governance principles of the legal and the compliance function. The only common principle
regarding legal and compliance management is that the board of directors bears ultimate responsibility for
effective internal controls, risk management and compliance. And since the financial crisis, most codes
require arrangements by which staff of the company can, anonymously and in confidence, raise concerns
about possible improprieties.
If the governance codes (and, besides, also statutory law, for instance EU law) do not establish
governance principles for the corporate legal and the corporate compliance function, what are these
principles? Based on our in-house experience and from an independent external point of view, we have
established five governance principles of the corporate legal function.
1st Governance Principle – The Board’s Role and its Relation to the Legal Function
The board of directors supervises the effectiveness of the legal function and takes action, if necessary.
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Non-executive board members who are lawyers do only provide legal advice to the board and do not
interfere with operational legal management of the company. General Counsel who are executive board
members regularly report to the board on content and effectiveness of their legal management.
The principle underlines the board’s ultimate responsibility for effective legal management. The board
warrants that the corporate legal function is operatively independent from individual (lawyer) board
members. In case the General Counsel is an executive board member, the General Counsel shall report
to and be supervised by the entire board. In essence, the principle requires companies to define the roles
and responsibilities of the board and the General Counsel regarding legal management.
2nd Governance Principle – The Place at the Table
The General Counsel at Group, Division and Country level are, as a rule, a member of the respective
management committee. They are systematically involved in all important decision taking processes; they
co-decide and bear full responsibility.
Many, if not to say most, corporate legal accidents are a result of non- or late involvement of the General
Counsel in top-level decision-making processes. The General Counsel can only fulfil her/his role if she/he
is systematically and from the beginning on involved in all important steps of the corporate decision
making process. Not having the General Counsel at the table is – if the company is in luck – inefficient
and (only) costs money or – if things go wrong – highly damaging to the reputation, the assets and the
freedom of the company and its managers.
3rd Governance Principle – Independence of the Legal Function
The General Counsel is a business partner and a guardian to the company. She/he reports to the CEO
and – in matters of strategic importance – to the chairman of the board of directors. The chairman of the
board approves her/his appointment and termination.
The General Counsel has a dual role: She/he is a business partner who assists management in achieving
the operational goals of the company. At the same time, the General Counsel is a guardian to the
company. If a conflict between both roles arises, the interests of the company must prevail. The guardian
role of the General Counsel is an important element of the checks and balances of a company. The
General Counsel can only be a guardian to the company, if she/he is independent. The key elements of
organizational independence of the General Counsel are a direct (solid) reporting line to the CEO and a
(dotted) strategic reporting line to the board. The dotted reporting line to the board and the Chairman’s
approval of the General Counsel’s appointment and termination are key organizational measures for an
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effective independent legal function.
4th Governance Principle – Appropriate Resources of the Legal Function
The General Counsel and the legal department have appropriate authority and resources to fulfil the
assigned tasks. The board verifies and records this annually.
The General Counsel’s and the legal function’s roles and responsibilities should be noted in writing
(organizational regulation, job profile etc.). The written profile of the legal function will determine the
internal authority and the resources required for achieving the goals of the company. Diligent legal
management requires adequate internal authority and appropriate resources of the legal function. It is the
board’s ultimate responsibility to assure itself that the legal function possesses the required financial and
human resources, infrastructure and tools. As a rule of thumb, the budget of the legal function should at
least amount to 0.3 to 0.5% of the company’s turnover/gross earnings.
5th Governance Principle – Remuneration
The salary of employees who are exercising control functions (e.g. employees in the legal, compliance,
internal audit, regulatory and risk management functions) should be commensurate with their
responsibilities and qualifications and on par with other senior executives of the company. Their
compensation should correspond to an increased fixed salary or to an adequate base salary and a bonus
which is not tied to the financial results of the company.
For reasons of independence and for the avoidance of conflicts of interest, the remuneration of in-house
counsel (and any other control function) should not depend on the achievement of financial results.
Ideally, in-house counsel should be compensated by an increased fixed salary. The internal remuneration
and promotion process should not in fact stimulate or reward legal leniency.
Summary
Effective corporate legal management depends first of all on good corporate governance. The General
Counsel can only fulfil her/his role as a business partner and a guardian to the company if the essential
governance elements are in place. Companies should therefore verify the organizational independence of
the General Counsel function and the allocation of adequate authority and appropriate resources. Diligent
management of any company requires a best practice governance framework for the corporate legal
function. The reward is an effective legal management system in the long run and sustainable success of
the company.
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(Summary of an article published in December 2012 in the Swiss journal GesKR, Gesellschafts- und
Kapitalmarktrecht)
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