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Corporate entities

The most common corporate entities used in Israel for business are public and private limited liability companies. A public company (“Public Company”) is a company whose shares are listed for trading on a recognized stock exchange (Israeli or non-Israeli) or have been offered to the general public pursuant to a prospectus. A private company (“Private Company”) is a non-Public Company.

Legal framework

What is the regulatory framework for corporate governance and directors' duties? 

Corporate governance and directors' duties are regulated by:

· Statute:

· The Companies Law, 5759-1999, and the regulations promulgated pursuant thereto (“Companies Law”) are the primary legal source regulating corporate governance and directors' duties, refer, among other, to:

· the Articles of Association ("Articles");

· the organs of a corporation, the allocation of duties and responsibilities among them and their liabilities in the event of breach thereof;

· rights and duties of shareholders;

· approval process of interested parties’ transactions;

· derivative actions and class actions.

· The Securities Law, 5728-1968, and the regulations promulgated pursuant thereto (“Securities Law”), which apply principally to Public Companies, refer, among other, to:
· the offering of securities to the general public;
· reporting requirements for Public Companies;

· limitation of use of “inside information”;

· Case law, particularly rulings of the Supreme Court of Israel whose rulings are binding.

· A company's constitution, namely the Articles and the Memorandum of Association (with respect to companies incorporated before February 1, 2000).
· Directives of the Israel Securities Authority, which apply primarily to Public Companies. Though such directives are non-binding on companies, it is customary for companies to abide by them.

Board composition and remuneration of directors

What is the management/board structure of a company? In particular:

· Is there a unitary or two-tiered board structure? 

· Who manages a company and what name is given to these managers?

· Who sits on the board(s)? 

· Do employees have a right to board representation?

· Is there a minimum or maximum number of directors or members of the managerial and supervisory bodies? 

· Structure. The general model of corporate governance used in Israel is a one-tiered/unitary board structure. As such, the board serves as the supreme executive body and as the supervisory organ with respect to the management of the company. 
· Management. The board has ultimate responsibility for the management of the company and sets the company's business strategy. Public Companies must appoint at least one general manager who is responsible for day-to-day management of the company, subject to the supervision of the board. Private Companies may appoint one or more general managers. Where no general manager is appointed, the daily affairs of a company are managed by its board.
· Board members. The board is comprised of the company's directors, who are 
typically elected by the company's shareholders. A corporation may serve as a director, and in such case it must appoint a person qualified to serve as a director to act on its behalf. A board is generally composed of executive and non-executive directors. The board of Public Companies must consist of at least two “external directors”. The board of certain companies which are controlled by the government (“Governmental Company”) should have appropriate representation to both genders and the Arab community.  
· Employees' representation. Employees, as such, are not represented in the board. As to Governmental Companies, the relevant minister may decide that an employee will serve as a director on behalf of the government. 
· Number of directors or members. Private Companies must have at least one director; Public Companies must have at least four directors (two of which must be external directors). There is no mandatory maximum number of directors. Subject to the said requirements, a company may determine in its Articles the minimum and maximum number of directors. 
Are there any age or nationality restrictions on the identity of directors?

Age restrictions

A director must be at least eighteen years of age. There is no retirement age for directors prescribed under Israeli law, however, a company may set a retirement age in its Articles.  
Nationality restrictions 

There are no nationality restrictions on directors of a Private Company and non-external directors of a Public Company. An external director, however, must be an Israeli resident; however, with respect to a Public Company whose shares have been offered to the public outside Israel or are traded on a non-Israeli stock market, an external director can also be a non-Israeli resident.
The identity of directors in certain Governmental Companies which are of national security and certain companies acting under governmental licenses (such as electric and gas operators), may be restricted.
In relation to non-executive, supervisory or independent directors:

· Are they recognised?

· Does a part of the board have to consist of them? If so, what proportion?

· Do non-executive or supervisory directors have to be independent of the company? If so, what is the test for independence or what makes a director not independent?

· What is the scope of their duties and potential liability to the company, shareholders and third parties?

· Recognition. The Companies Law does not expressly recognize directors in the capacity of non-executive directors or independent directors. 
The Companies Law recognizes “external directors” in Public Companies. At least one of the external directors is required to have “accounting and financial expertise” and any other external director is required to have “accounting and financial expertise” or “professional qualification” (such as an academic degree in business, economics, accounting or law). Furthermore, the board of a Public Company must determine the minimum number of members that are required to have a financial and accounting expertise, taking into account, inter alia, the scope of activity of the company and its complexity. Once such number is determined and published the board must always include the minimum number of such expert directors. 
· Board composition. At least two external directors must serve on the board of a Public Company. All external directors must be members of such company's audit committee, and at least one external director must serve on each board subcommittee that possesses any of the board's powers. If at the time an external director is appointed to the board all current members of the board are of the same gender, then that external director must be of the other gender. 
· Independence. An external director (and his relative, partner, employer or any entity under his control) must not have at the time of appointment or within the two years preceding the appointment, any affiliation with the company or any entity controlling, controlled by or under common control with the company. In addition, an external director may not have any affiliation with the company for two years following the termination of his office.  The term “affiliation” is defined as an employment relationship, a business or professional association maintained regularly, control or serving as an office holder. 


Furthermore, an individual cannot be appointed as an external director if any other position or business of his might give rise to a conflict of interest with his role as an external director, or if it might limit his ability to act as an external director.

· Duties and liabilities. External directors are subject to the same duties, responsibilities and roles of non-external directors. External directors are also members of the audit committee which is responsible for supervising interested parties’ transactions and discovering flaws in the business management of the company and the proposed amendments thereof. 
Are the roles of individual board members restricted? For example, can one person be the chairman and chief executive?

In Private Companies a person may serve both as general manager of the company and as its chairman of the board. In Public Companies, a person may not act as a general manager and as chairman without prior shareholder's consent to be adopted subject to special majority requirements, which may not exceed three years, but may be extended by additional three years period each time. 
The chairman, any director employed by the company or otherwise regularly rendering services to the company and a controlling shareholder or any of its relatives, may not serve on the audit committee. An external director may not serve as chairman of the board.
How are directors appointed and removed? Is shareholder approval required?

Appointment of directors 

The initial directors of the company are elected by the founders of the company, and cease to hold office at the first annual general meeting (“AGM”), unless otherwise provided in the Articles. In Private Companies the directors are elected by the shareholders, unless the Articles stipulate otherwise. In Public Companies the directors are elected by the shareholders. Companies may empower the board to appoint directors and to fill vacancies in the board, and such directors are appointed until the next AGM.  
External directors are appointed by the general meeting, provided: (i) at least one-third of the majority vote of the shareholders present at the meeting are not the company's controlling shareholders; or (ii) the opposing votes are not greater than 1% of the total voting rights in the company.

Removal of directors

The Companies Law prescribes that a director's term will immediately terminate upon any of the following circumstances:

· resignation or removal;
· conviction of certain criminal offenses;
· a court's decision that the director is unable to fulfil his function on a full time basis; 
· the director is declared bankrupt, or if the directors is a corporation, it has resolved to voluntarily liquidate or it has been ordered to wind up.

A company may add in its Articles additional causes for removal of a director. 
Additionally, the general meeting may, at any time, remove a non-external director, unless otherwise provided by the Articles, provided that the director is given an opportunity to present his case before the general meeting. However, if the Articles provide an alternative method for appointing a director, such a director may only be removed by the person that appointed him and in the manner provided for in the Articles, unless the Articles provide otherwise.
An external director may be removed by a court decision or by a decision of board and the general meeting (passed by the same majority as is required for his appointment), and only if the external director:  
· ceased to fulfil the conditions required for his appointment; or
· breached his fiduciary duty to the company; or
· is permanently unable to fulfil his duties.
In addition, the court may remove an external director after being convicted of certain criminal offences.

Are there any restrictions on a director's term of appointment?

Directors appointed by the AGM cease to hold office at the next AGM, unless the Articles provide otherwise. An external director's term of appointment is for three years which may be extended for only one more term of three years.

Do directors have to be employees of the company? Can shareholders inspect directors' service contracts?

Directors employed by the company

There is no legal requirement for a director to be employed by the company. 
Shareholders' inspection

See Question 10 (Disclosure).
Are directors allowed or required to own shares in the company?

Directors are not required to own shares in the company, but are permitted to do so. Certain restrictions apply to granting shares to external directors. 
How is directors' remuneration determined? Is its disclosure necessary? Is shareholder approval required?

Determination of directors' remuneration

A director's remuneration, including insurance undertakings and indemnification by the company, require the approval of the audit committee (mandatory in Public Companies and required only if exists in Private Companies), board and the general meeting. 
There is no cap under Israeli law on the level of remuneration for non-external directors. An external director's remuneration is set out in the Companies Regulations (Rules for the Payment of Remuneration and Expenses of External Directors), 5760- 2000 (“Compensation Regulations”). All external directors must receive the same remuneration, and are entitled to receive annual remuneration and remuneration for board or subcommittee meetings attended in the amounts stated in the Compensation Regulations. The Compensation Regulations set forth minimum, maximum and fixed remuneration, the level of which is dependent on the company's shareholders equity. If an external director receives the fixed remuneration, only a board's approval is necessary. Under certain conditions, instead of the pre-determined remuneration, the company may provide all its external directors remuneration in proportion to the remuneration offered to non-external directors. In addition, under certain circumstances, the company may grant options and/or shares to its external directors.   

Disclosure

Since shareholder's approval is required for directors' remuneration, shareholders are entitled to review any remuneration agreements with directors. Once a director's remuneration is approved, a Public Company is required to publish a public report which details, inter alia, the level of remuneration to the director and all elements that comprise the remuneration. 
The board of a Private Company shall, on a good faith demand of a shareholder holding at least 1% of the company's voting power, provide such shareholder with a statement verified by the company’s auditor, containing full details of all payments and payment obligations by the company to each of its directors in the last three years in which the company has prepared financial statements. The statement shall detail all payments to the directors as an office holder in any of the company's subsidiaries. 
Shareholder approval

See Question 10 (Determination of directors' remuneration).

Management rules and authority

How is a company's internal management regulated? For example, what is the length of notice and quorum for board meetings, and the voting requirements to pass resolutions at them? 

The internal management of a company is regulated by the Companies Law and by the Articles, as long as these do not contravene minimal legal requirements. For example, the Companies Law forbids certain responsibilities of the general meeting and the board to be delegated, and delineates the approval process of interested parties’ transactions.  

A Private Company's board is required to convene at least once a year, while a Public Company's board is required to convene at least once every three months. Notice of a board's meeting is to be delivered to its members at a reasonable time prior to the date of the meeting, unless the Articles prescribe time of delivery. There is no statutory provision on the quorum for board meetings; however, unanimous resolution of the board is required for passing a resolution in writing.
Can directors exercise all the powers of the company or are some powers reserved to the supervisory board (if any) or a general meeting? Can the powers of directors be restricted and are such restrictions enforceable against third parties?

Directors' powers

The Companies Law outlines the powers of a company's organs:
· Board: responsible for setting the company's' overall policy and for supervising the performance of general manager, including examining the company’s financial status, setting the company's credit limits and its employee's compensation policy. The board may exercise any power of the company not granted to any other organ of the company by the Companies Law or by the Articles, except the Residual Executive Powers (as defined below). If the general manager does not comply with the board's instructions or is unable to perform his duties, the board may exercise his powers.
· General Manager: responsible for day-to-day affairs of the company, within the scope determined by the board. In Private Companies, if a general manger is not appointed all his powers are vested in the board. All managerial and executive powers not granted by the Companies Law or by the Articles to any other organ of the company, are vested in the general manager (“Residual Executive Powers”). 
· Shareholders: among other, have authority to amend the Articles, voluntary winding up, merger resolutions and appointment of the company’s auditor. If the board is precluded from exercising its powers, and the exercise of its powers is essential for the proper management of the company, the general meeting may exercise the board's powers.
Restrictions

The minimal roles and duties of the board delineated in the Companies Law may not be restricted.
Can the board delegate responsibility for specific issues to individual directors or a committee of directors? Is the board required to delegate some responsibilities, for example for audit, appointment or directors' remuneration?

Unless prohibited by the Articles and subject to certain restrictions provided by the Companies Law, the board may form subcommittees and delegate its powers. 
Public Companies are required to form an audit committee which has specific responsibilities: 

· identification of flaws in management of the company and proposing methods to correct such flaws; and
· approval of interested parties’ transactions and director's remuneration. However, the approval of the board for such matters is also required.  

14.
Duties and liabilities of directors
What is the scope of a director's duties and personal liability to the company, shareholders and third parties? Please distinguish between civil and criminal liability under each of the following (if relevant): 

· General duties.

· Theft and fraud.

· Securities law. 

· Insolvency law.

· Health and safety. 

· Environment.

· Anti-trust.

· Other.   

· General duties. Directors are subject to two main duties toward the company:
· Duty of care: a director is required to perform his duties at the degree of skill that is reasonably anticipated of a director in the same position and under the same circumstances; this includes taking reasonable steps to obtain information regarding the economic worthiness of a transaction submitted for the board's approval. A breach of duty of care is considered, among other, a negligent act by the director toward the company.

· Fiduciary duty: a director must act in good faith toward the company and for the benefit of the company, including:


· refraining from any act involving a conflict of interest between his role as a director and any other role or his own personal affairs;
· refraining from any competition with the company;
· refraining from taking advantage of a business opportunity of the company for his personal benefit or for the benefit of any other person;
· disclosing to the company any information or documentation relating to the company obtained by him in his capacity as director.

A breach of a fiduciary duty is deemed a breach by the director of his agreement with the company.     
· Theft and fraud. A director may be criminally liable under the general laws of theft and fraud, including for acts of false accounting. 
· Securities law. Directors may be held civilly and criminally liable for misleading statements of the company made to the public. A director who approved the company's prospectus is liable toward the purchasers and sellers of the company's securities who incurred a loss due to their reliance on inaccurate statements made in the prospectus. The sole defense available to the director is to demonstrate that he took all appropriate measures to ensure that the prospectus would not contain a misleading statement and he believed that no such statement was included in the prospectus.    

· Insolvency law. A director may be liable for payment of company debts and subject to criminal proceedings, if, on the company's liquidation, a court determines that the company intentionally defrauded its creditors and the director was knowingly involved in the company's management. Also, a director may be criminally liable for:
· giving a company asset as a gift with the intention of defrauding its creditors. 
· misusing or withholding information from the company's liquidator.

· failure of the company to properly book keep during the two year period prior to its liquidation, provided the director knowingly was involved in such act.
· Health and safety. The Israeli Work Safety Ordinance, 5730-1970, stipulates that a manager, partner and supervisor in a company are criminally and civilly liable for breach by the company of its safety obligations, unless such breach occurred without their knowledge and they took all reasonable measures to prevent such breach. 
· Environment. An office holder in a company may face a fine and criminal charges if the company breaches environmental laws, unless he shows that he took all possible measures to prevent such breach.  
· Anti-trust. Any active manager in a company at the time a violation by the company of antitrust laws occurred may be civilly and criminally liable, unless he proves that the offence was committed without his knowledge and that he took all reasonable actions to ensure the company's compliance with the antitrust laws. 
· Other. In case of a prohibited distribution of dividends, any director at the time of such distribution is considered in breach of his fiduciary duty, unless he proves either:

· that he objected to the distribution and took all reasonable steps to prevent it;
· that he reasonably and in good faith relied on information that, but for its being misleading, would have made the distribution permissible;
· that in the circumstances of the case, he did not know nor should have known of the distribution.
Can a director's liability be restricted or limited? Is it possible for the company to indemnify a director against liabilities?  

A company may not exempt a director from liability for breach of his fiduciary duty. A company may, if permitted by its Articles, and approved by the audit committee (in a Private Company to the extent such committee exists), the board and the shareholders, exempt in advance a director from liability for breach of duty of care, except in connection with distribution of company profits. 
A company may, if permitted by its Articles, and approved by the audit committee, the board and the shareholders, indemnify a director for:

· reasonable monetary obligations toward a third party in connection with court ruling, provided such indemnification is limited to events which are deemed by the board to be foreseeable;   

· reasonable expenses incurred by the director in connection with investigations or proceedings against him, subject to certain exceptions.
Can a director obtain insurance against personal liability? If so, can the company pay the insurance premium?

A director may obtain insurance against personal liability. A company may, if permitted by its Articles, and approved by the audit committee, the board and the shareholders obtain liability insurance against acts performed by the director, which resulted in: 
· breach of the duty of care towards the company or another person; or

· breach of the fiduciary duty towards the company, provided the director acted in good faith and had reasonable grounds to presume that the act would not harm the company; or

· monetary liability toward a third person.
Can a third party (such as a parent company or controlling shareholder) be liable as a de facto director (even though such person has not been formally appointed as a director)? 

A director, according to the Companies Law, is also an individual who de-facto acts as a director (whatever his title may be), and, as such, he is subject to all the duties of a director. If the shareholders exercise powers of the board, they are subject to the same liabilities and responsibilities as directors.  
Transactions with directors and conflicts

Are there general rules relating to conflicts of interest between a director and the company? 

A director has an absolute fiduciary duty towards the company, which mandates, among other, the refraining from any act conflicting with the fulfilment of his role as a director. A director may be personally liable toward the company if he acted in conflict of interests. A company may, under certain terms, approve a director's act which conflicts with the company's interests.

Are there restrictions on particular transactions between a company and its directors?

A company may enter into a transaction with a director and into a transaction in which a director has personal interest, provided the director:

· acted in good faith;
· disclosed to the company in advance his personal interest in the transaction;
· the transaction is not damaging to the company's interests.
If the transaction is not an “extraordinary transaction” (e.g., a transaction not in the company's ordinary course of business or not in market conditions), it needs to be approved by the board, unless stipulated otherwise in its Articles. If the transaction is an “extraordinary transaction,” the approval of the audit committee is also required, and if a Private Company does not have an audit committee, the approval of the general meeting is also required.  
Are there restrictions on the purchase or sale by a director of the shares and other securities of the company he is a director of? 

It is a criminal offence for any person (particularly directors) to sell, buy or exchange securities of a company while in possession of inside information pertaining to the company. There is a rebuttable presumption that a director who acquires shares within three months of selling shares in the company, or sells shares within three months of acquiring them, made use of inside information.

Disclosure of information

Do directors have to disclose information about the company to shareholders, the public or regulatory bodies? 

A Private Company's board is required to present at the AGM the annual financial statements of the company (subject to certain exceptions) and the board's annual report which contains explanations regarding the company's business results in the pervious year (Public Company's report is more detailed).  

Public Companies are subject to extensive disclosure requirements to the public, including:
· detailed quarterly and annual reports;
· immediate reports regarding events that are not in the company's regular business and which may significantly affect the company, and events that may considerably influence the price of the company's securities. 

Company meetings

Does a company have to hold an annual shareholders' meeting? If so, when? What issues must be discussed and approved?

A company must hold an AGM at least once a year, no later than fifteen months following the previous AGM. A Private Company's Articles may provide that an AGM will not be held other than for appointment of its auditors (however, any shareholder or director may request the convention of an AGM). The agenda at the AGM must include a discussion on the company's annual financial statements and the board's annual report, and may include the appointment of directors, appointment of an auditor and any matter prescribed in the Articles. In addition, one or more shareholders holding together at least 1% of the company's voting rights may request an issue be added to the AGM's agenda, provided the issue is appropriate to be discussed in the AGM. 
Can shareholders call a meeting or propose a specific resolution for a meeting? If so, what level of shareholding is required to do this?

A special general meeting of a Private Company shall convene at the request of: 
· a director; or

· one or more shareholders holding at least 10% of the issued capital and at least 1% of the voting rights in the company; or

· one or more shareholders holding at least 10% of the voting rights in the company.
A special general meeting of a Public Company shall convene at the request of:
· two directors or one-quarter of the directors; or
· one or more shareholders holding at least 5%t of the issued share capital and at least 1% of the voting rights in the company; or

· one or more shareholders holding at least 5% of the voting rights in the company.

Minority shareholder action

What action, if any, can a minority shareholder take if it believes the company is being mismanaged and what level of shareholding is required to do this?

Where the company’s business prejudices all or part of its shareholders, or where there is material concern that such prejudice may transpire, any shareholder may request from the court to prevent or remove such prejudice. Courts are reluctant to interfere in a company's affairs, unless there is firm evidentiary basis demonstrating shareholders discrimination. 

If the company does not bring action against an office holder for mismanaging the company, any shareholder may file, with the approval of the court, a derivative action in the name of the company against such office holder. 
If permitted by its Articles, certain shareholders may convene a special general meeting and attempt to pass a resolution to assume powers conferred on any another organ of the company.
Internal controls, accounts and audit

Are there any formal requirements or guidelines relating to the internal control of business risks?  

The board of a Public Company is required to appoint an internal auditor who is responsible for monitoring the company's compliance with applicable law and proper business standards. The internal auditor must submit proposals for periodic or annual work plan for the approval of the board or the audit committee. The chairman of the board or the chairman of the audit committee may require the audit of matters not stipulated in the audit work plan which require urgent examination.  

In addition, the audit committee is responsible to identify flaws in the management of the company. 

What are the responsibilities and potential liabilities of directors in relation to the company's accounts?

The board must approve the company's annual financial statements and must prepare an annual report for the shareholders, giving a detailed review of the company's business in the previous year. 

In the event the company's financial statements or the board's annual report is misleading or untrue, every director who approved them is potentially criminally and civilly liable. Directors may also be deemed in breach of their duty of care and their fiduciary duty to the company and the shareholders, in case of inaccuracies in the company’s financial statements or the board's annual report. 

Do a company's accounts have to be audited?

All companies' accounts must be annually audited by an independent auditor, expect those Private Companies whose annual revenues are very low.
How are the company's auditors appointed? Is there a limit on the length of their appointment?

A company's auditors are appointed at the AGM, and typically serve until conclusion of the following AGM. The AGM, however, may, if permitted in the Articles, appoint auditors for up to three years period. There is no restriction on the number of terms an auditor can serve, provided that each renewed term is approved by the shareholders. 
Are there restrictions on who can be the company's auditors? 

Only certified accountants may serve as auditors. Auditors must be independent of the company, directly and indirectly. Regulations from 2003 list circumstances in which an auditor's independence is deemed to be affected or in which an auditor is seen to be in conflict of interests. Recently, new regulations were enacted, to be in full effect starting January 1, 2009, which broaden the instances in which an accountant will be prohibited to audit the accounts of a company. 
Are there restrictions on non-audit work that auditors can do for the company that they audit accounts for? 

There are no restrictions on non-audit work that auditors may perform for the company they audit (as long as it does not harm the auditor's independence). The fees of an auditor for non-audited services are set by the board, unless the Articles provide that such fees will be determined by the AGM. 
What is the potential liability of auditors to the company, its shareholders and third parties if the audited accounts are inaccurate? Can their liability be limited or excluded?

The auditor of a company is liable to the company and its shareholders for the contents of his opinion regarding the company's financial statements. The Accounting Law, 5755-1995, stipulates that an accounting company is liable for the acts and omissions of its employees, and the potential liability of each individual accountant in the company is not limited because the services are rendered via a company.
Corporate social responsibility
Is it common for companies to report on social, environmental and ethical issues? Please highlight, where relevant, any legal requirements or non-binding guidance/best practice on corporate social responsibility.
In its prospectus to the public, a company must disclose any material effects on the company of environmental directives, including on its capital investments, profits and the competitive position of the company. Additionally, the company is required to disclose its anticipated environmental expenses until the completion of the year in which the prospectus is filled, as well as for future periods.
Role of general counsel 

Is it common for the general counsel to be on the company's board or to have a formal role in corporate governance?

The general counsel advises the board on various legal issues and assists in supervising the corporate governance of the company and ensuring that corporate practices comply with the applicable law (although such duties do not derogate from the formal duties of the corporate organs). It is uncommon for the general counsel to serve on its board (but he may be present at the board meetings). In Public Companies, serving on the board may prevent counsel from rendering legal advice to the company due to ethical constraints.
Role of institutional investors and shareholder groups
How influential are institutional investors and other shareholder groups in monitoring and enforcing good corporate governance? Please list any such groups with significant influence in this area.

Shareholders, in general, have a key role in ensuring good corporate governance, among other, by granting them approval power in various transactions, and by being able to pursue derivative actions and class actions in the name of the company. In many instances, large institutional investors guarantee good corporate governance by having special voting rights and/or veto rights in certain matters. In addition, institutional investors are obligated to attend general meetings in which certain interested parties' transactions are to be approved.    
Whistleblowing
Is there statutory protection for whistleblowers (persons who disclose criminal activity or other serious malpractice within a company)?

Israeli law prohibits an employer to terminate an employee's employment, halt an employee’s promotion or worsen an employee's work conditions due to a suit brought by the employee in connection with the employer's breach of certain statutes. 
Reform
Please summarise any impending developments or proposals for reform.

In December 2006, the Israeli Securities Authority adopted the report submitted by The Committee for Examination of a Corporate Governance Code. The report includes extensive reform in the corporate governance of companies. The committee was headed by Zohar Goshen, who currently heads the Israeli Securities Authority. Although presently non-binding on companies, the Justice Department is in the process of including certain recommendations of the report in the Securities Law. 
The report sets a standard of “adopt or disclose”, such that company which decides not to conduct itself by the guidelines delineated in the report will disclose this fact to its shareholders. The report recommends, among other:

· the majority of a Public Company's board will be comprised of external and independent directors, unless there is a shareholder with at least 25% of the voting rights in the general meeting, in which case a third of board shall be comprised of external and independent directors.  
· the audit committee will be comprised of a majority of independent and external directors, and its chairman will be an external director. The majority members of the audit committee, including at least one external director, must have understanding in financial statements.
· the audit committee adopt procedures to safeguard employees who raise concerns relating to deficiencies in the company’s financial statements or other issues.  
· changes in the procedures for approving transactions with controlling shareholders. 

· the establishment of a court specializing in corporate and securities affairs. 

