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1 Preface
Good corporate governance relates to the managerial framework in which a company operates,
about the role and responsibilities of the owner, the Board of Directors and of the Management
Team, and not least the interplay between these levels of control. Good corporate governance
must be adopted by the stakeholders of the company in order to ensure that the company does
its utmost to achieve the objectives for which it was established.
In 2016, the Danish Water and Wastewater Association (DANVA) took the initiative to develop a
set of principles that focused on municipally-owned utilities organised as limited companies.
Please note that a number of recommendations will be relevant in a broader, organisational context.
The utilities sector is changing more rapidly than ever before and new solutions are being created and conceived, which result in even greater efficiency and low prices at a local level, and
which support Denmark’s leading position in the world within the areas of district heating, waste
management and water management. It is therefore of vital importance that the necessary
competences are in place in the various links of the governance chain, just as the individual
links in the chain must be able to collaborate as professionally and smoothly as possible. Not
the least if we want to maintain the lofty goals and the high pace of innovation.1
The principles are based in particular on the most recent revision of the Danish publication Recommendations on Good Corporate Governance 20142 and Statens ejerskabspolitik 2015 (The
National Ownership Policy 2015).3 It is also presumed that the requirements from relevant company legislation and specific sectoral legislation and regulations are being followed without these
requirements being repeated as recommendations. The principles are also in accordance with
OECD’s Principles on Water Governance - 12 principles of good governance applicable to the water sector.4
With the establishment of the principles, the members of the DANVA have been involved via
questionnaires, whilst selected representatives from the Boards of Directors and Management
Teams of the utilities, relevant governmental ministries5 and other utility organisations6 have
been active in a working group. The working group has received expert support from the analysis and management consulting company PLUSS, throughout the entire process.
An initial version of recommendations has been drafted, and the expectation is that developments within the industry will lead to a natural need to update the recommendations on a regular basis.

1

Corporate Governance is about the system that is used to lead and control a company through ownership, Board struc-

ture, remuneration systems, company legislation, etc. This is a collective term for approaches and rules regarding the overall management of a company, which includes both the structure and the individual processes. Corporate Governance focuses on the relationship between the owners, the Board and the general management, but also concerns the company’s
relationship with its stakeholders, for example.
2
Committee for Good Corporate Governance: Recommendations for Good Corporate Governance, May 2013, last updated
November 2014.
3

Ministry of Finance: National Ownership Policy 2015, April 2015

4

http://www.oecd.org/governance/oecd-principles-on-water-governance.htm

5

Representatives from Ministry of Finance and Ministry of Energy, Supply and Climate

6

Representatives from Local Government Denmark, Danish District Heating Organisation and Danish Solid Waste Organisa-

tion

2 Introduction
2.1

Target group

The recommendations are targeted at municipally-owned utilities. The recommendations can
also serve as inspiration, either wholly or partially, for other (Danish) utilities in different sectors, whether these are privately-owned or owned by consumers.

2.2

Soft law and its significance

The recommendations for good corporate governance are a “soft law.” That is to say that they
concern recommendations that can and should be complied with, but where there may also be
reasons to deviate in specific situations, which are then explained (the “comply or explain” principle). Where the legislation most often stipulates a minimum standard, the recommendations in
these principles are instead to be considered as “best practice” within corporate governance.
The advantage of operating with a soft law is that any future amendments do not necessitate
going through an extensive, bureaucratic legislative process, but recommendations for good
corporate governance can be amended relatively quickly as new insights and experience are
gained as to what work best for governance.

2.3

Comply or explain

The recommendations are relevant for all utilities. The companies are very different, including
as regards ownership, size and number of types of supply. The “comply or explain” principle is a
flexible tool that caters exactly for the different starting positions of the companies. The expectation is that all companies will provide an account of their approach to good corporate governance every year, for example, in conjunction with the submission of annual reports or via their
websites. A form can be drawn up with the aim to be used for this account. The account should
specifically relate to the recommendation and specify whether a recommendation is being complied with, or a explanation be provided as to why it is not being complied with and what course
of action has instead been decided to pursue.
BOX 2.1
Account of good corporate governance
 It is recommended that all utilities provide an account of good corporate governance
every year and publish this account, for example, in conjunction with the submission of their
annual reports or on their websites.

2.4

Creation of the current version of the principles

The main document that forms the basis for the current mini version has been established
based on six main parts:
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Framework for exercising of ownership



Active exercise of rights of ownership in the utilities



Interplay between companies and owner municipalities



Structure of the Board of Directors



Interplay between the Board of Directors and the Management Team



Other matters.

Specific recommendations for good corporate governance are to be devised under each general
topic. In the present version of the principles, it has been decided to attach importance to the
specific recommendations taking into account the desire for a swift introduction of the main
messages of the principles.
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3 Framework for the exercising of ownership
Formally speaking, it is the general arrangement of the Danish Companies Act that forms the
basis for the exercising of rights of ownership, which is consistent with the utilities being organised as limited companies. That is to say, inter alia, that the Board of Directors (irrespective of
owner) is expected to act on the basis of what is in the best interests of the company. There is
therefore a requirement for the maintenance of an “arms length” policy between owners and
companies.
The exercising of rights of ownership on the part of the municipalities is based on the following
overall principles:


Credibility and legitimacy It is vital for credibility and legitimacy to exist in the exercising of the municipalities’ role as owner, in order for all parties to have confidence in
that this ownership is being exercised in a professional and objective manner. This also
applies for the other roles that the municipalities have vis-à-vis the companies, whether
this is their statutory duties or the purchasing of services.



Openness and transparency The municipalities’ exercising of ownership is based on
principles of openness and transparency regarding their ownership of the utilities.



Respect for the authority of the Board of Directors The ownership rights of the
municipality is to be exercised with respect for the authority of the Board of Directors,
where the municipality must exercise its ownership in accordance with the Danish Companies Act and the “arms length” principle between owner and Board of Directors.



Active ownership The municipalities should exercise active ownership. Whilst it is the
professional management of the utilities that have the responsibility for running the
companies, the municipality needs to establish goals with active ownership for the value
creation of the utilities and consider the overall strategic framework.

The recommendations are based on an overall tri-partition of responsibilities and roles for the
companies:
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Division of responsibilities
Owner municipality:


Shall ensure that there is a composition of the membership of Board of Directors
that is appropriate in relation to the business activities and particular circumstances
of the company which also pays due regard to the Articles of Association.



Has an obligation to maintain an overall supervision and to express is views concerning developments within the company.



Has an obligation to act should the developments within the company so dictate.



Shall consider the overall strategic framework for the company.

The Board of Directors:


Has the overall responsibility for decisions regarding operations and investments.



Shall exercise strategic management, i.e. actively participate in the preparation of
the company’s overall strategy and goals and reach decisions concerning matters
that extend beyond daily operations.



Is responsible for being a sparring partner for and to attend to the supervision of the
Management Team.



Has an obligation to support the general supervision conducted by the municipality
and actively exercise ownership in order to ensure, inter alia, that the owner municipality receives the relevant information.

Management Team:


Has the responsibility for the overall general management of the company.



Has an obligation to support the strategic management of the Board of Directors by
continually and at an appropriate level providing information on circumstances in the
company and include the Board of Directors in decisions of an unusual nature or of
great importance for the company.

BOX 3.1
Organisation of the roles of the owner municipality
 It is recommended that matters that relate to the ownership of the company are addressed in an administrative department which
is separate to, for example, administrative departments that exercise authority or departments that are in a customer/supplier relationship with the utility.
 It is recommended that the overall policy-related service levels and objectives should as
a rule be addressed by sector plans (water supply plans, wastewater plans, etc.) and be
specified in the owner strategy.
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BOX 3.2
Several owners
 It is recommended that all members of the Board of Directors participate on an equal
footing, irrespective of the size of the ownership interests for the designated owner.
 It is recommended that where there are several owners, the focus should be ensuring
that the inter-municipal dialogue is kept separate from the work of the Board of Directors.
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4 Active exercising of ownership of the utilities
The central consideration of the active exercising of ownership is to ensure that the objective of
ownership is achieved. It follows logically from this that it is of central importance to describe
why the owner municipality owns a company, what the objectives of ownership are and the
owner’s strategic goals for the company.
It is recommended that the municipality considers the background to the ownership of a specific
company. There could be a number of rationales for the municipality owning companies and for
each company one or more of these rationales could be cited. The owner’s rationales could relate to: Control of critical infrastructure, security of supply, protection of the environment, nature and climate, and/or supporting local commercial interests via partner companies.
This can be summarised in a governance hierarchy that also forms a substantive guideline for
the drawing up of an ownership document for the exercising of ownership, see Figure 1.
Figure 1: Governance hierarchy for the exercising of ownership

Rationale for the ownership

Goals and objectives for the company

Ownership document /
owner strategy

Overall strategic framework for the company

BOX 4.1
Ownership document - owner strategy
 It is recommended that the municipality or municipalities draw up an ownership document that summarises their views on the rationale, objectives and overall strategic framework of ownership.
 It is recommended that the ownership document forms the basis for the monitoring of
the company by the owner and that the document is therefore continually developed and updated.
 It is recommended that the ownership document is made publicly available.
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5 Interplay between companies and owner
municipalities
There is continual communication between the owner municipalities and the utilities, and at
many different levels, see Figure 2. It is important that this close interplay is able to continue
without there being any doubt as to the observance of the principles on which the active exercising of ownership by the municipalities are based, see Paragraph 3.
Figure 2: Levels of contact between companies and owner municipalities

Board of Directors
Management Team
Employees

Generally, there are grounds to distinguish between communication that is owner-related and
communication that is public authority or operationally-related.
An essential basis for exercising active ownership is the knowledge and insight into the conditions of the utilities.
The purpose of the communication between the owner municipalities and the companies includes ensuring continual supervision and verification of the developments within the companies
and to reconcile the expectations between the owner municipalities and the companies regarding the conditions, development and strategy of the companies.
It is important that the communication is of a nature and an intensity where the companies are
able to act strategically and where the arms-length between the owner municipalities and the
companies is maintained. It is also important in establishing the dialogue that focus on the division of responsibilities between owner, Board of Directors and Management Team is maintained.
However, at the same time, the fact that a smooth dialogue and the ability to act quickly in certain situations may require flexibility must be taken into account, for example so that an owner
and Management Team are able to have an immediate dialogue taking due consideration to
subsequently inform the Chairman of the Board of Directors.
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BOX 5.1
Owner-related interplay and communication between owner municipalities and
companies
 It is recommended that a set of guidelines is drawn up for communication and interplay
between the owner municipalities and the utilities based on the division of responsibilities
between owner, Board of Directors and Management Team.
 It is recommended that the Board of Directors of the company draws up specific goals
for the development of the company on the basis of a reconciliation of expectations with the
owner municipality.

BOX 5.2
Interplay and communication between the municipalities as authorities and the
companies
 It is recommended that a set of guidelines are drawn up for communication and interplay between the municipalities and the utilities that covers the operation and authority-related area.

BOX 5.3
Interplay and communication between owner municipalities and companies in customer/ supplier relationships
 It is recommended that a set of guidelines is drawn up for communication and interplay
between the owner municipalities and the utilities in customer/supplier relationship, including the transparency of any additional costs to the companies associated with compliance
with broader societal objectives.
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6 Structure of the Board of Directors
The utility companies are largely companies independent from the municipality/owner, where
the Board of Directors is given authorities and the strategic responsibility for the management
and operation of the companies. The selection of the members of the Board of Directors is
therefore a central responsibility for the owner municipalities.
BOX 6.1
The expertise and composition of the Board of Directors
 It is recommended that the Chairman of the Board of Directors takes the initiative to
draw up a comprehensive overview of the requirements concerning expertise for the Board of
Directors. The expertise requirements should, inter alia, reflect the objectives of the owner
strategy and the corporate strategy.
 It is recommended that the Chairman of the Board of Directors takes the initiative to establish a dialogue with the owner municipalities regarding the expertise requirements and together develop a strategy for how the necessary and supplementary competences can be ensured through appointment, recruitment and training.
 It is recommended that the Board of Directors takes stock of its overall composition of
expertise following the selection of Board members by the owner, consumers and employees,
and on the basis of this determine whether there is a need to bring in additional members.
Where appropriate, these additional members are to be subsequently approved by the Annual
General Meeting (AGM).
 It is recommended that where the Board of Directors needs additional members based on
particular expertise, two additional members should be recruited as a minimum.
 It is recommended that the Board of Directors strives for a balanced composition of men
and women, and as a means of achieving this establishes targets for the gender distribution.

BOX 6.2
The composition and independence of the Board of Directors
 It is recommended that the requirements of the Danish Companies Act regarding the
reaching of decisions on the terms of the company and independently of the owners and
other interested parties are emphasised for the appointed Board members from the owner
municipality.
 It is recommended that clear information is provided on any “dependencies” that each
Board member has and that the information is made available to the general public on the
company’s website, for example.
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BOX 6.3
Organisation of the Board of Directors
 It is recommended that the Chairman of the Board is elected directly at the AGM and that
the Board appoints a deputy chairman and any other posts.
 It is recommended that the Board of Directors discusses whether the circumstances of
the company are of such a complex nature that a Board Committee can be advantageously
appointed.

BOX 6.4
Size, term, evaluation and remuneration of the Board of Directors
 It is recommended that the Board of the utility companies consist of an operational size,
often with 6-11 members.
 It is recommended that members who are selected by the municipal council and members who are nominated by the Board of Directors should stand for election every two years.
Re-elections may take place.
 It is recommended that at least once every two years the Board of Directors conducts an
external evaluation.
 It is recommended that clarity is created regarding payments that are made to the Board
of Directors, for example, by means of a remuneration policy.
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7 Interplay between the Board of Directors
and the Management Team
The Board of Directors shall attend to the overall and strategic management of the companies
within the framework outlined by the legislation and the owner municipality and shall safeguard
the framework for the general management of the company. The Management Team shall attend to the general management of the company.

BOX 7.1
Interplay between the Board of Directors and the Management Team
 It is recommended that at least once a year the Board of Directors evaluates the work
and results of the Management Team in accordance with pre-established criteria.
 It is recommended that the Management Team and the Board of Directors continually
discuss the most significant risks and developments within the most important risk areas, including measures and action plans.
 It is recommended that the Board of Directors establishes a remuneration for the Management Team that is competitive without being salary leaders in terms of high levels of pay.
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8 Other matters
In extension of the rationale for public ownership, it is quite natural to take necessary account
of the general public’s understanding of and confidence in the company. This should be ensured
via a number of mechanisms associated with openness and transparency as well as reporting on
the company.

BOX 8.1
Openness and transparency
 It is recommended that the Board of Directors considers and reports in the management
report on the most significant strategic and commercial risks and on the company’s risk management.
 It is recommended that the company’s website as a minimum ensures access to the most
recent annual report, the most recent (if it exists) interim report, the owner strategy of the
owners, an account of the company’s management, the company’s Articles of Association, the
most recent invitation to attend the AGM, the material that was presented to the most recent
AGM and information on the management of the company (Board of Directors and Management Team).

BOX 8.2
Collaboration with auditor
 It is recommended that the Board of Directors ensures that audit assignments are offered
at appropriate intervals.
 It is recommended that the Board of Directors holds an annual meeting with the auditor.

BOX 8.3
Report on social responsibility
 It is recommended that the management of the company draws up relevant policies for
the company’s social responsibility in accordance with the owner strategy.
 It is recommended that the company provides an account of its work with social responsibility at least once a year and also in conjunction with the submission of the annual accounts/report.

BOX 8.4
Whistleblower scheme
 It is recommended that the Board of Directors considers whether a whistleblower scheme
should be established within the company in order to provide the opportunity for the appropriate and confidential reporting of any serious misconduct or suspicions in this regard.
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