
BEST PRACTICES AND GOOD GOVERNANCE
Sarbanes-Oxley and the Privately-Held Company

It ha s  be e n a lm os t thre e  ye a rs  s inc e  the  pa s s a ge
of the  S a rba ne s -O xle y A c t (S O X ) a nd,  a lthough
m os t of its  provis ions  a pply by la w only to public ly-
tra ded com pa nies ,  s ta te  a c c ounting regula tory
a genc ies  a nd profes s iona l a s s oc ia tions  a re
c ons ide ring a dopting c e rta in provis ions  a nd m a k-
ing the m  a pplic a ble  to priva te ly-he ld c om pa nie s  a s
we ll.   In the  inte rim ,  m a ny priva te ly-owne d
c om pa nie s ,   inc luding not-for-profit orga niza tions ,
a re  volunta rily a dopting a nd a da pting s ome  S O X
c orpora te  gove rna nc e  s tipula tions .   

W hy?   S im ply be c a us e the y m a ke  good bus ine s s
s e ns e .   T his  is  e s pe c ia lly true  in the  c a s e  whe re  a
priva te  c om pa ny ha s  outs ide  pa rtne rs  or inve s tors ,
or a n orga niza tion re c e ive s  c ontributions  for
c ha rita ble  work .   L e nding ins titutions ,  a s  we ll a s
ins ura nc e  provide rs ,  m a y a ls o look to a n
orga niz a tion’s  c orpora te  gove rna nc e  whe n
e va lua ting the m  for loa ns  a nd s e tting pre m ium s .
B e ing a  “good c orpora te  c itize n” ma y re a p be ne fits
for the  c om pa ny.

L is te d be low a re  a  fe w “be s t pra c tic e s ” a nd s om e
“good gove rna nc e ” ide a s  tha t your priva te ly-he ld
c om pa ny or not-for-profit orga niza tion m a y wis h to
put into pla c e  if it ha s  not a lre a dy done  s o.

A u d it C o m m itte e

• E s ta blis h a n A udit C om m ittee  from  m em be rs
of your B oa rd a nd form ula te  a  c ha rte r.   

• C ons ide r re quiring tha t a ll or a  m a jority of  the
m e m be rs  of the  C om m ittee  be  inde pe nde nt,
i.e . ,  not rec ipie nts  of a ny c ompe ns a tion from
the  c om pa ny othe r tha n for s e rvic e  a s  a
m e m be r of your B oa rd.   

• A t le a s t one  m e m be r of the  A udit C om m itte e
s hould ha ve  a  fina nc ia l ba c kground.   

• T he  A udit C om m itte e  s hould be  re s pons ible
for,  a mong othe r things ,  the  a ppointm e nt a nd
ove rs ight of your outs ide  a uditors ,  a nd
ove rs e e ing the  inte grity of your fina nc ia l
a c c ounting proc e s s  a nd s ys te m s  of inte rna l
c ontrol with re s pe c t to fina nc e ,  a c c ounting
a nd the  us e  of a s s e ts .

M a n a g e m e n t 

 
• If the  C E O ,  C F O ,  C ontrolle r,  C hie f

A c c ounting O ffic e r or a ny pe rs on in a n
e quiva le nt pos ition wa s  e m ploye d by your
c om pa ny’s  a udit firm  during the  one -ye a r
pe riod pre c e ding the  a udit,  tha t pe rs on
s hould not be  pla c ed in a  s itua tion whe re
he /s he  c ould e xe rt undue  influe nc e  on the
outs ide  a uditors  s ervic ing your a c c ount.   

• Y our C E O  a nd C F O  s hould c e rtify to the
B oa rd tha t the  fina nc ia l s ta te m e nts  a nd
dis c los ure s  c onta ine d in the  fina nc ia l
s ta te m e nts  fa irly pre s e nt,  in a ll m a te ria l
re s pe c ts ,  the  ope ra tions  a nd fina nc ia l
c ondition of your orga niza tion.

• M a na gem e nt s hould be re s pons ible  for
e s ta blis hing a nd m a inta ining a n a de qua te
in te rn a l c o n tro l s tru c tu r e ,  in c lu din g
proc e dure s  for fina nc ia l re porting.

• Y our C E O  a nd C F O  s hould re vie w the
c om pa ny’s  ta x  re turns  before  filing.

• T he  c om pa ny s hould not e xte nd c re dit to a ny
direc tor or exec utive  offic er.

R e c o rd s  R e te n tio n

• E s ta blis h guide line s  for the  re te ntion of
a ppropria te  re c ords  a nd routine ly m onitor
c om plia nc e .  

• T he s e  guide lines  s hould ta k e  into
c ons ide ra tion F edera l,  s ta te  a nd indus try
re quire m e nts  a nd s hould be  c ons is te ntly
a pplie d within your orga niza tion.

• R e ga rdle s s  of whe the r your c om pa ny is
public  or priva te ,  it is  a  c rim e  to inte ntiona lly
a lte r,  fa ls ify or de s troy a ny doc um e nts  to
pre ve nt the ir us e  in a n offic ia l proc e e ding,
e .g.  a  ba nkruptc y,  a  fe de ra l inve s tiga tion,  e tc .



Code of Conduct

• Draft and distribute firmwide a compre-

hensive Code of Conduct on corporate

behavior to ensure:

- honest and ethical conduct, including the

handling of actual or apparent conflicts of

in te res t  be tw een  p e rs o n a l  a n d

professional relationships 

- full, accurate and timely financial reports

- compliance with governmental laws, rules

and regulations.

• Develop formal procedures for handling and

investigating employee complaints and

com m unicate throughout the  entire

organization that misconduct at any level will

not be tolerated.

• Demonstrate through your actions your

commitment to the Code.

Your Outside Audit Firm

• Your outside audit firm should not also

contem poraneously provide non-audit

services to your company, such as

bookkeeping, financial information systems

design and im plementation, actuarial

services, etc.  (Generally, tax compliance

services are permitted under SOX.) 

• Your audit firm should remain independent in

both appearance and fact.

• If your audit firm is registered by the Public

Company Accounting Oversight Board

(PCAOB), it will be inspected annually if it

audits 100 or more issuers or triennially if it

audits fewer than 100 issuers.  The PCAOB

will inspect the firm’s SEC practice only.

• As members of the American Institute of

Certified Public Accountants (AICPA), your

audit firm will also continue to participate in

the AICPA triennial peer review program with

respect to their non-SEC clients.

In the Words of ...

In March 2002, the Federal Reserve Chairman,

Alan Greenspan, gave a noteworthy speech on

corporate governance at New York University.

The speech was rich in business historical

perspective and economic observation.  Two

memorable lines stand out:

Capital employed on the basis of

misinformation is likely to be capital

misused.

and

... rules cannot substitute for character.  In

virtually all transactions, whether with

customers or colleagues, we rely on the

word of those with whom we do business.

vvvvv

THE “BEST PRACTICES” OUTLINED ABOVE ARE

INTENDED FOR THE CONSIDERATION OF THE OW NERS

AND MANAGERS OF PRIVATELY-HELD COMPANIES AND

N O T -F O R  P R O F IT  O R G A N IZ A T IO N S .   P U B L IC

COMPANIES, AS DEFINED BY SOX, ARE REQUIRED TO

FOLLOW  THE RULES AND REGULATIONS OF THE

PCAOB AND THE SECURITIES AND EXCHANGE

COMMISSION (SEC).

Items in this publication should not be considered official

statements of position, nor advice for individuals or organizations

without consulting financial and legal professionals.  For more

information, please contact John Haslbauer, Henry Freire or Tom

Sorrentino.
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