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A new strategic direction for board directors 
‘A more worrying finding to emerge however, was an alternative view, with some 
respondents arguing that even very good HR directors are often excluded from the top 
table, because boards do not spend time on workforce-related issues.’

Helen Pitcher
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on different groups or stakeholders, and to factor that more fully into their decision-making 
process, then they need to think about it systematically.’

Chris Hodge
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Responsible financial reporting

‘Responsible financial reporting lies at the heart of 
responsible capitalism and, in today’s world, it is more than 
ever up to directors and, in particular, independent non-
executive directors to ensure they do the right thing as 
a board when it comes to making choices about how to 
present profits and other key financial data’, according to The 
Institute of Business Ethics (IBE) Board Briefing, Responsible 
Financial Reporting: doing the right thing. 

The Briefing looks at the challenges and threats to 
responsible reporting and identifies six ‘hallmarks’ of 
responsible financial reporting: truthfulness and integrity; fair 
presentation and freedom from bias; neutrality supported by 
prudence; consistency; completeness; and comprehensibility.

Truthfulness and integrity

Responsible financial statements show a true account of the 
company’s performance and financial position and need to 
have integrity. Independent non-executive directors  
(non-execs) have a responsibility to challenge management in 
order to satisfy themselves, individually as well as collectively, 
about the truthfulness of the information to be reported.

Fair presentation and freedom from bias

It is very important that the numbers reported are fairly 
presented and free from management and board bias and 
groupthink. Non-execs should always be alert to this and 
be prepared to speak up. It is the chairman’s responsibility 
to have a boardroom culture that encourages directors to 
speak openly.

Neutrality supported by prudence

Investors look to boards and audit committees to be vigilant 
with regard to valuation and measurement. Non-execs 
provide a very important check and balance and should have 
a natural disposition towards challenging and counteracting 
management’s optimism when fulfilling their responsibilities in 
approving the financial statements. That said, they must ensure 
that neutrality is not compromised and that prudence is not used 
as an excuse to over-provide materially for liabilities and costs.

Consistency

Preparing responsible financial statements requires consistency 
in the way that accounting standards are applied over time and 
the way in which information is presented. Non-execs have to 
be alert to the possibility that management may seek to enhance 
reported performance or the balance sheet position by proposing 
a change in accounting approach. In the event that a change is 
proposed and agreed by all directors, it is generally advisable to 
inform the market and shareholders in advance, so that it can be 
anticipated in an orderly way. Also, this helps to demonstrate that 
the changes were carefully considered rather than opportunistic.

Completeness

Responsible financial reports tell the whole truth. Ethically, 
it is not acceptable (in fact unlawful) for boards to leave out 
information that is material to the presentation of a true and 
fair view, nor is it acceptable for directors to omit information 
that would be useful to decisions by shareholders and other 
users, particularly challenging when dealing with disclosure of 
commercially-sensitive information. In this situation it is often 
useful, especially for non-execs, to have principles-based 
guidelines to help board decision-making.

Comprehensibility

Responsible financial statements must be capable of being 
understood by a wide range of stakeholders. Although 
financial statements may show a true and fair view and be 
compliant with all the other underlying concepts, they will not 
be responsible unless they can be understood by individual 
shareholders as well as their professional counterparts.

Implications for non-executive directors

Non-execs play a critical role in ensuring that companies report 
responsibly, providing an essential check and balance not only 
of the reporting process but also the implications of financial 
reporting. They must be constantly alert to performance 
relative to KPIs and maintain their objectivity; challenge 
accounting policies and how they are applied constructively 
and effectively; and challenge the accuracy and completeness 
of information received. They should be satisfied that all related 
parties with whom there have been transactions have been 
identified and that all the transactions have been properly 
accounted for. Feedback should be sought from shareholders 
about the quality of the company’s financial statements and 
non-execs should make a particular effort to understand the 
views of analysts, considering carefully any implications for 
improving the quality of future financial statements. 

They must take responsibility for ensuring that the company 
has a whistleblowing system operating to the highest 
standards of integrity and that cannot be overridden by 
management. They should meet regularly without the 
executive directors to discuss issues openly and share 
concerns and views and insist that the audit engagement 
partner attend and speak at board meeting when the financial 
statements are to be approved. Finally the board must keep 
company values at the heart of discussions and decision-
making and when approving financial statements reiterate the 
alignment of decisions and judgements with company values, 
reflected in disclosures made.

For the full report go to: www.ibe.org.uk/userassets/
pubsummaries/bb_%20respfinrep_summ.pdf

News

Responsible financial reporting
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International

Board director expectations and responsibilities

‘Over the past six decades, the evolution of capital markets 
and legal and regulatory regimes has had the effect of 
changing how different stakeholder groups view the director's 
role in fundamental ways’, according to a recent report by  
The Conference Board Governance Center.

The role of corporate director has expanded and how it is 
defined shifts depending on the perspective of the observer. 
For active short-term investors, the job of a corporate director 
is defined and dictated by the struggle between director 
primacy and shareholder primacy and board oversight is 
guided by specific long-term strategic planning and risk 
management processes and plans. Proxy advisory firms tend 
to look at certain components of the corporate director role, 
rather than the role as a whole, and to give advice based on 
how best to design or perform each specific component.

With the aim of fostering a common understanding among 
market participants, different types of stakeholder were asked 
to consider how the role of the corporate board director has 
evolved, what the current range of expectations is and where 
gaps in understanding have resulted in conflict. This latest 
report, Just What is the Corporate Director's Job? Directors' 
Perspectives on the Board Member's Job Description, details 
what corporate board directors believe their role entails.

Role profile

There should be a balance of generalist and specialist 
directors. Whilst there was not a consensus on whether 
boards need any specialist directors rather than hiring outside 
consultants, most directors believe all directors should 
have basic knowledge about certain areas: the company's 
business, its industry, its competition and how to run a 
business. Boards should develop a gap analysis of what skills 
directors have and what skills are needed. 

Most directors agree that more needs to be done to make 
boards more diverse. Board diversity should not be considered 
a separate goal, but rather it should be part of the regular 
talent search, some believing that the best way to address the 
issue of having a low number of women and minorities on a 
board is to consider a larger talent pool of director nominees 
that does not always have to include CEOs. 

CEO succession planning is seen as one of the corporate 
board's most important jobs. Directors surveyed agreed 
that there must be a regular process to which the board and 
management adhere over several years and that it needs to 
go beyond just the CEO.

Performance

It is difficult for boards to remove a current director who is not 
competent because of the collegiality and respect they have 
for each other. Directors feel that this presents a conflict:  
on one hand, they say it is awkward to initiate a discussion 
to remove someone from the board who is not contributing 
but, on the other hand, they acknowledge the problem with 
leaving someone on a board who is no longer contributing.

Communication

To be effective directors need to communicate regularly 
with each other and with management about complex 
issues. They also need the skills necessary to compromise 
and gain consensus on important issues such as executive 
compensation, capital allocation and shareholder 
engagement. Whilst new directors may tend to have their 
own constituency, incumbent directors should proactively 
open lines of communication. 

Shareholder engagement

While disclosure of shareholder engagement plans is not 
a regular practice, directors understand the importance 
of having such a plan. One director offered three things a 
board can do before engaging a shareholder: determine 
how much company stock the shareholder owns, 
communicate with the company's investor relations 
department and understand if the shareholder has an issue 
with a particular area of governance.

The evolution of capital markets and legal and regulatory 
regimes has had the effect of changing how different 
stakeholder groups view the corporate director's role in 
fundamental ways. By achieving greater consensus around 
this position, companies of all sectors will benefit from boards 
with greater clarity and focus – vital in a climate of heightened 
global competition.

The report marks the second of several Governance Center reports 
that feature insights from boardroom stakeholders about the role of 
the corporate director. In addition to highlights from conversations 
with directors, the report includes results of a Conference Board 
CEO succession practices survey, a review and example of Fortune 
500 company shareholder engagement plans and examples of 
board diversity policies. For more information go to: https://www.
conference-board.org/publications/publicationdetail.cfm?publication
id=7558&centerId=5

While disclosure of shareholder 
engagement plans is not a 
regular practice, directors 
understand the importance of 
having such a plan.
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Culture as a corporate asset

‘Organisations with strong, positive cultures have been 
shown to outperform their peers on everything from 
sales and customer satisfaction to safety and quality and 
profitability and productivity. Moreover, the absence of a 
healthy culture can create or exacerbate significant risks.’

However, in a recent report by the National Association 
of Corporate Directors (NACD) less than half of directors 
reported that their boards assess the alignment between 
the company’s purpose, values and strategy and only 50 
per cent say they understand the ‘buzz at the bottom’ - the 
collective behaviours, norms and values at the front lines and 
among the rank and filers of their organisations.

The report, Culture as a Corporate Asset, calls on boards 
of directors to take a proactive approach to the oversight 
of culture as a means to driving sustained success and 
long-term value creation and highlights six areas of focus 
for directors. 

Board oversight responsibilities

Ultimate responsibility for oversight of corporate culture lies 
with the full board, as it is closely connected with strategy 
and has significant potential to impact the company’s 
risk profile. The key committees also have important 
responsibilities related to culture oversight and some boards 
may choose to assign certain culture-related oversight 
activities to other committees usually the nominating or 
governance committee. These committees define the 
approach to allocating committee-level culture oversight 
activities and ensuring activities are appropriately aligned, 
with no gaps or overlapping duties.

Assessing boardroom culture

Directors should carry out a thorough and regular review 
of their board’s culture, formally and informally, taking into 
consideration: how the culture is demonstrated through 
current practices and behaviours; how closely the board’s 
culture is aligned with that of the company as a whole and 
any inconsistencies; and how the operation of the board 
reflects the importance of a healthy corporate culture.  
The annual board evaluation process should include a 
review of the degree to which board culture is defined, 
aligned and effective and results should be discussed 
with the full board and should inform board composition, 
succession planning and continuous improvement efforts in 
board operating processes.

Embedding culture

There are several imperatives for boards: directors should 
ensure that the company has clearly outlined the roles of 
CEO and senior management and employees collectively 
in embodying, reinforcing and supporting the desired 

culture. Culture should be a routine agenda item: the board should 
incorporate questions about culture into strategy reviews and 
evaluation of operating performance and discussions about, for 
example, proposed initiatives and current and emerging risks. 
The importance of ‘how’ should be stressed: when discussing 
performance, boards should emphasise that the way in which 
results are achieved is as important as whether or not a given goal 
is met. Clear reporting requirements should be established with 
boards setting clear expectations about the due diligence and 
evidence required.

CEO selection and evaluation

Culture should be explicit in the selection and evaluation of the 
CEO as well as the succession planning process and leadership 
development. Performance evaluation of the CEO and senior 
management should include culture-related metrics, such as 
employee engagement, and the board should set the expectation 
that the CEO will create a cascade of positive influence on culture. 

Reward and recognition systems

Directors should review the company’s overall executive 
compensation philosophy as well as the specific details of 
annual and long-term incentive plans for the CEO and named 
executive officers to ensure that they support the desired culture 
and eliminate any components that might undermine it. Other 
organisational pay plans should also be identified and a process 
established for regularly reviewing those plans and their impact. 
Directors should ask the CEO and senior leaders to explain how 
all the aspects of the firm’s talent and human-capital strategy work 
together to support a healthy, thriving culture and discourage 
unwanted behaviours.

Shareholder and stakeholder communication

Boards need to be prepared to answer questions from investors 
about how the firm’s culture is more than just a written code of 
conduct. Directors should review the firm’s core shareholder 
communications channels with a view to incorporating 
descriptions of the board’s culture-oversight activities. In terms 
of management’s communication with the investor community, 
the board should ask the CEO, corporate secretary and investor 
relations team to explain how and where the connection between 
culture, strategy and performance is addressed. Boards and 
management teams need to consider incorporating messages 
about culture into the organisation’s regular communications with 
shareholders and stakeholders. 

Culture manifests itself in many different ways and places around 
the organisation. The boardroom is the natural place where all 
those threads come together. Culture requires active investment, 
management and cultivation by the CEO and senior management 
and ongoing oversight by directors. 

For the more information go to: www.nacdonline.org/Resources/Article.
cfm?ItemNumber=48256
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Global News

  

CEO pay at Singapore-listed firms

‘Few Singapore firms reward their chief executives with  
long-term incentive plans while there is a "significant 
misalignment" between a firm's profitability and the boss' 
pay’, according to a new report by the Korn Ferry Hay Group. 
The annual study, Singapore Top Executive Remuneration 
2017, analysed CEO remuneration data from 541 listed 
companies on the Singapore Exchange that filed their annual 
reports between 1 May 2016 and 30 April 2017 across nine 
major industry sectors.

CEO pay by company size - CEOs at large-sized companies 
were paid a median total remuneration of approximately 
S$3.41 million per annum, those in medium-sized companies 
approximately S$1.25 million and at small-sized companies 
approximately S$599,640. Median total pay for CEOs 
remained at S$625,000 for the 2016 financial year.

CEO pay by industry/sector - Of the nine key industries 
surveyed the Property sector had the highest median CEO 
compensation (S$1.5 million per annum), followed by the 

Multi-Industry sector (S$1.33 million) and the Finance sector 
(S$1.22 million). 

Low utilisation of long-term incentive plans - Only 11 per cent 
of the 541 companies rewarded their top executives with  
long-term incentive (LTI) plans in financial year 2016, with 
large-sized companies taking the lead in the utilisation of  
LTI pay (68.8 per cent), followed by medium-sized companies 
(19 per cent) and small-sized companies (5.2 per cent). 

Pay-for-performance - Thirty-one per cent of Singapore 
companies did not pay bonuses to their CEOs, whilst 21 
per cent paid bonuses to their CEOs despite incurring a 
loss during the financial year. In addition, 32 per cent of the 
companies that paid bonuses had significantly higher CEO 
bonuses despite lower company profitability, indicating a 
significant misalignment between company profitability and 
CEO pay. Of the companies that paid out bonuses, 75 per 
cent paid bonuses that were less than 5 per cent of net profit 
after tax (NPAT), 15 per cent paid bonuses that were between 
5-10 per cent of NPAT and 10 per cent paid bonuses that 
were more than 10 per cent of NPAT; the highest bonus 
recorded was above 200 per cent of NPAT.

Netherlands CG and Stewardship Code updates 

A draft Stewardship Code for investors focusing on 
engagement and responsible ownership at Dutch listed 
companies has been published by Eumedion. The Code 
replaces Best Practices for Engaged Share-ownership 
which has been applied by almost all of its participants, 
predominantly Dutch but also foreign pension funds, insurers 
and asset managers. 

The draft emphasises informed voting and investors’ 
willingness to conduct a constructive dialogue with 
companies, other shareholders and stakeholders. In addition, 
signatories are expected to be transparent on their voting and 
engagement policy, its implementation, as well as their full 
equity holdings.

Among the most striking elements of the Code’s 11 principles 
is a rule requiring companies to demand the return of shares 
loaned to shortsellers prior to an annual general meeting 
with controversial voting issues on the agenda. This way the 
shortseller cannot use the borrowed voting rights against 
the interest of the company. In addition, if an investor has a 
short position exceeding its long-term holdings it must refrain 
from voting. The new Code will also broaden shareholders’ 
responsibilities. The shareholder must be willing not only to 
engage with the board but also to familiarise themselves with 
the views of important stakeholders.

The deadline for comments and suggestions on the draft 
Code is 15 November 2017 and the final version of the Code 
is expected in December 2017.

An updated Dutch Corporate Governance Code came into 
force on 7 September 2017 which replaces the 2008 Code 
with effect from 1 January 2018. The new Code is based on 
the 'comply or explain' principle and Dutch listed companies 
will be required to report on compliance with the new Code in 
the 2017 management report. 

Key updates include: greater focus on long-term value 
creation and company culture - boards have to pay attention 
to opportunities and risks while weighing the interests of 
all stakeholders; enhanced risk management - companies 
must have a solid framework for effective control; new rules 
for effective management and supervision - the right checks 
and balances between boards are important; new rules for 
the executive committee are introduced but there are no 
material changes for one-tier boards; introduction of culture 
and conduct as part of corporate governance; simplified 
rules for remuneration - management board remuneration 
must be clear and simple and stimulate long-term value 
creation and supervisory directors may not receive share-
based remuneration; new rules regarding the relationship 
with shareholders, reconfirming the principles of shareholder 
participation; and clarification on requirements for the quality 
of explanation.



Governance November 2017 Issue 279

7

In the latest of their board roundtable discussions, Socia brought 
together a group of chairmen to share their personal experiences 
in an exploration of what makes an effective chairman.

The operation and culture of any board will be defined by 
its leader, the chairman. So it is essential that the style of 
chairmanship enables the whole board collectively to achieve 
the board’s purpose in a constructive manner. This is never 
straightforward and the best chairmen understand the subtle arts 
that they need to apply to hold a board together and get the job 
done efficiently and effectively.

To anyone who aspires to chair a board, this can look like an 
impossible role to get right. And there is no room for a learning 
curve as the chairman is in the spotlight and will build their 
reputation from day one. At Socia we support many chairmen 
who lead boards of very diverse constitutions, and so in this board 
roundtable discussion we brought a group of chairmen together 
to share their experiences and to explore what is behind the art of 
chairmanship. 

What does it take to be an effective chairman?

The group agreed that the role of the chairman is to ensure that 
the board can achieve its purpose for the business. Crucially, 
the chairman manages the boundary between executives and 
non-execs, ensuring that each group can fulfil their different roles 
without encroaching on each other’s accountabilities. In practice, 
this means an effective chairman:

• Understands the strengths and weaknesses of their board   
 and focuses the board process to get the best decisions   
 from the group as a whole.

•  Manages board meetings to ensure that the time spent   
 together is efficiently and effectively used. The chairman sets  
 the standard for the behaviour expected from others.

• Ensures that the board has access to the capability it needs  
 from the group of non-execs and the executive leadership,   
 with particular regard to the contribution of the CEO. 

What are the toughest aspects of the role?

All the board chairmen in our group had experienced many 
challenges in this role. However, at the top of the list was dealing 
with an incompetent CEO in a timely fashion. When there are 
CEO performance issues, delaying taking action in the hope 
that things will improve usually proves unhelpful. Acting quickly 
to make any changes to the composition of the board is critical. 
This doesn’t mean packing the board with friends or cronies, it 
means the board working with the nominations committee to 
ensure capability and succession are effectively addressed.

The chairman is at the locus of many intersecting demands from 
stakeholders on the board, shareholders, regulators, customer 

groups etc. The job is to promote debate and challenge with the 
intention of finding the best solutions for the business whilst at the 
same time protecting and building relationships and the reputation 
of the board. It’s a challenging role and, one chairman shared 
their experience of resigning from a board when they judged the 
governance arrangements as unacceptable. This is perhaps the 
ultimate authority of the chairman.

Advice for aspiring chairmen

Although the nuts and bolts of chairmanship may be 
straightforward to learn, the group were clear, everything else is 
much more art than science. The chairman is not a CEO and 
some find this distinction in roles rather difficult. It’s better to have 
significant experience in a variety of non-exec roles, observing a 
range of different chairman operating, before taking a first position 
as chairman. 

For first-time chairmen the advice was to remember to take 
time to prepare for the content and the likely dynamics of the 
board meeting – and read the papers more thoroughly than your 
colleagues! Manage the board debate by setting the tone with the 
first question, encouraging contributions from all board members 
and ensure that the executives really listen to the  
non-exec feedback without defensiveness. Take every opportunity 
to learn from those with extensive experience in this role and don’t 
forget that courteousness is a key skill and a good place to start.

Another piece of advice was to keep your own notes meticulously, 
tracking issues and individuals’ behaviour from one meeting to the 
next. Pick your moment carefully to address specific issues. Not 
everything can be tackled in the interplay of a full board meeting 
and so it’s important to have regular  
one-to-one meetings with board members outside the formality of 
the boardroom.

And finally

Chairmanship is much more art than science. Success is based 
on the particular constitution of the board and the requirements 
of the individual board members. Boards in different sectors and 
different industries make different demands on the chairman, 
however, the core skills do not change. The art of chairmanship is 
in how the individual applies those skills.

Some boards exist in a particularly challenging space, namely 
the intersection between public and private businesses. These 
boards often have unusual constitutions and governance issues to 
address. Our next Socia roundtable will bring a number of individuals 
together who have direct experience of such boards, to share how 
they address the differing demands of public and private sector 
stakeholders within the board structure.  
 
© David Archer & Alex Cameron – Socia Ltd 2017. David and Alex are 
both partners in Socia Ltd. http://www.socia.co.uk

Socia Round Tables

The art of chairmanship
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That wonderful BBC news headline, ‘Algorithm appointed 
board director’ brings home the impact that Artificial 
Intelligence (AI) has already had and will continue to have 
on the workforce and organisations , in fact, on everyone. 
So, it’s not surprising that the Deloitte Global Human 
Capital Report 2017 cited ‘workforce and organisational 
changes’ as the number one most important trend facing 
companies, with agility being the watchword solution. 
Another sobering statistic from the same report, underlining 
the pace of change, was that ‘only 12% of the Fortune 500 
companies from 1955 are still in business, and last year 
26% fell off the list’.

Increasingly there are calls from many directions for 
boards to become more strategic in their deliberations 
and shift from being predominantly backward looking 
to becoming forward looking, outward ‘headlights’ for 
their organisations. For this to happen, the combined 
experience, wisdom and independence of non-execs 
should be leveraged to engage and shape the executives’ 
vision of the strategy as it applies to the company in its 
business context. This in turn requires an up-scaling and 
shift in our thinking on the knowledge, capabilities and 
skills of non-execs. 

Louder and louder voices are calling out the disruptive 
potential of future changes in technology, workforce 
profile and the sheer pace of innovation. While many of 
these voices have been around for years, there is a more 
recent sense of convergence of ideas from closely aligned 
streams. The ‘big bang’ disruption of digital technology 
and innovation is increasing in pace. The social structures 
are spinning people off earlier and earlier into new entities 
where many who have never reached the corporate ladder 
see their own ideas, control and reward as their only way 
ahead.

INSEAD, among others, is illuminating this converging 
sense of speed and interdependency fuelled by increasingly 

accessible, useable and intelligent systems. A board may 
be operating in a business context where the speed of 
change and levels of dependency are both low, which 
means that these trends will be somewhat muted. But 
for the majority of us, speed, interdependency and the 
underlying rapidly shifting sands, are increasingly becoming 
a way of life.

The impact on boards is to push them, sometimes kicking 
and screaming, into the future. The current method of 
choice is to set up a separate ‘digital board’ to advise the 
board, a very ‘old school’ response to a critically modern 
issue. Board directors of the future will need a more 
outward looking focus on the strategic landscape. They 
will need to be knowledgeable, experienced and strategic 
beyond the narrow confines of a single specialism, sector 
or country. The multifaceted, international director will know 
finance, but more importantly will be able to understand, 
conceptualise and ‘surf’ emerging trends, and coach an 
organisation and its executives to build a fast, flexible and 
agile company where sustainability is the new watchword.

It is with these trends in mind that we decided to focus 
the most recent Advanced Boardroom Excellence Board 
Dynamics Research onto the specific and practical question 
of how to stimulate this ‘diversity of thinking’ debate for non-
execs beyond the traditional narrowness of accountants, 
financial expertise and even where we have a glimmer of 
breadth, someone who was formally an accountant! 

We have asked the question - what are some of the 
blockers to breaking out of this limited thinking and looking 
at broader non-execs talent pools? Specifically we looked 
at the Human Resource Director community, based on the 
trends described above and the increasing prominence of 
other emerging themes in addition to existing challenges to 
boards (remuneration and reward, cultural and behavioural 
oversight, and the development of a sustainable and 
diverse executive leadership).

We can add to this list, as fast approaching challenges 
of ‘workforce and organisational changes’ gain traction, 
rapidly changing ‘future of work’ issues driven primarily by 
technology and changing employment models, including 
contractual, reward and engagement with ‘employees’.

This is on top of a shifting of board oversight to a more 
wide and diverse consideration, covering consumers, 

Helen Pitcher argues that boards need to be opened up to wider thinking, diverse 
viewpoints, multifaceted experience and real-world engagement to make them 
increasingly relevant in a modern, dynamic business environment.

Feature

A new strategic direction for board directors 

This in turn requires an up-
scaling and shift in our thinking 
on the knowledge, capabilities 
and skills of non-execs. 
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employees, suppliers, communities and society. All this, 
to my mind, calls for more divergent thinking styles as 
opposed to the convergent reductionist thinking which 
currently dominates.

The Research Report ‘HR on The Board?’ unearthed a 
range of views some well-rehearsed and others calling for a 
stronger response to and from the HR community. 

The Report was almost equally divided between those who 
saw HR directors as natural board players (39 per cent) and 
those who did not (37 per cent). Many respondents in the 
second group thought HR directors lacked the business 
acumen and strategic thinking capabilities needed at board 
level. However, even respondents who did not see HR 
directors as board players mostly recognised the value of 
their skills, especially their high levels of emotional intelligence 
and ability to handle difficult issues in a mature way. 

While it was clear that the trend for smaller boards was a 
reason for the HR executive not acquiring a seat on the 
board as an executive director, the case for exclusion from 
the non-exec role was less clear.

There were also some suggestions that members of the 
HR community should do a talent management job on 
themselves. ‘I think a good HRD should be seen as a 
board player but the issue is probably that HR is not seen 
as being focused on business outcomes and there is a 
range of quality across HR’, remarked a CEO. Others were 
more scathing, with one respondent referring to a ‘lack of 
financial smarts’ in the HR community.

A more worrying finding to emerge however, was an 
alternative view, with some respondents arguing that even 
very good HR directors are often excluded from the top 
table, because boards do not spend time on workforce-
related issues. Nor do they expect or invite HR directors to 
talk about anything else. As one respondent put it: ‘quite 
often the chair and CEO bring their own prejudices to the 
table’. Making a similar point, another respondent said: 
‘Business is obsessed with direct P&L experience and 
many chairs and CEOs are deaf to broader arguments 
about the contribution HR can make’.

For the HR community to achieve the shortlists for non-
exec roles as a matter of course, it needs as a function to 
increase its influence further to take part in discussion of 
all areas of the business as a matter of course. For that 
to happen, HR as a profession needs to develop more 
confidence and self-belief, as well as broad business 

experience and skills in key areas such as analytics. Also, 
headhunters and company chairmen need to cast their nets 
wider into more diverse talent pools, and they also have a 
role to play in encouraging senior HR professionals to take 
on non-exec roles as part of their development. 

With existing skills shortages expected to grow worse after 
Brexit - and respondents expressing little confidence in the 
ability of our political leaders to make the right decisions 
- HR input into business decisions has never been more 
important. My view is that HR has a vital role in preparing 
the organisation and employees for the new workplace. 
The pace of change requires a nimble, flexible and versatile 
workforce that embraces innovative ways of working as a 
means to optimise performance, rather than being fearful of 
the future. 

All this requires a broadening of boardroom thinking, away 
from a purely financial evaluation and analysis, a role which 
will be rapidly consumed by AI ‘Bots’, into a much more 
strategic space where the challenges of new work models 
and ‘big bang’ disruptions are at the forefront of the board 
challenge to create a sustainable company.

As the robot financial controllers take their spot on the 
board, they will rapidly process in real time myriad pieces 
of financial information into an accessible, understandable 
and accurate financial and organisational picture of 
the business, with appropriate call outs for off-plan 
performance. Robots are good at this. They will support 
and free the non-execs to focus on understanding the more 
fragmented and emerging frontiers for the business, where 
human intuition, interpretation, insight and connections 
can be readily leveraged and applied to discern the routes 
ahead, humans are good at this.

This is a call out for all who appoint, vet and authorise  
non-execs on to boards to be careful what they wish for. 
Deeper and deeper levels of financial knowledge and 
expertise will tend to produce a myopic view of what 
constitutes effective company performance, as well as 
a disconnect with the real world outside the financial 
bubble. We need to open up our boards to wider thinking, 
diverse viewpoints, multifaceted experience and real-
world engagement to make them increasingly relevant in a 
modern, dynamic business environment.

Helen Pitcher is Chairman of Advanced Boardroom Excellence 
http://www.abexcellence.com/
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Feature

Stakeholder engagement

In its recent responses to its own Green Paper and to the 
Parliamentary Select Committee’s report, the Government has 
set out its action plan for corporate governance reform. We can 
expect to see draft legislation and, from the Financial Reporting 
Council, a draft revised UK Corporate Governance Code before 
the end of the year.

One strand of the action plan concerns stakeholder engagement, 
in particular engagement with the workforce. 

The Government will introduce new regulations that will require 
large public and private companies to report on how their 
directors have carried out their duty under section 172 of the 
Companies Act 2006 to have regard to employees and other 
interests.

The FRC will consult on whether to add to the Code a new 
provision that would require listed companies to have either a 
director from the workforce, a designated non-executive director 
or a formal employee advisory council, or to explain what they 
have done instead.

This could go well, or it could go badly.

If it goes badly, statements in the annual report will be a long and 
less than captivating mix of caveats and cant; boards will treat it 
all as a compliance exercise and adopt an approach designed 
only to minimise burdens rather than improve engagement; and 
those companies that choose to adopt a different way to engage 
with the employees and other stakeholders will be penalised by 
the box-ticking wing of the investor community.

If it goes well, on the other hand, the new requirements 
will prompt boards to think about whether their current 
arrangements for understanding and taking account of the 
interests of key stakeholders are appropriate, and about how 
they can use reporting and feedback – not just in the annual 
report but more directly to stakeholders themselves ‒ to help 
redress the perception that many boards’ decisions are driven 
purely by the short-term interests of shareholders.

At ICSA: The Governance Institute we obviously hope it will be  
the latter. We believe that most companies share that aim as well. 

When speaking to companies during the Green Paper 
consultation we found that, while their views on the specific 
measures being proposed varied significantly, most recognised 
that the Government was right to highlight the relationship 
between business, its stakeholders and the society in which it 

operates as something that needed to be higher on their agenda. 
We also found that many companies, including those that were 
already making concerted efforts to engage meaningfully with 
their stakeholders, were looking for some assistance.

This is the background to new guidance that ICSA has produced 
jointly with the Investment Association, the aim of which is to 
help boards think about how best to ensure they understand 
and weigh up the interests of their key stakeholders when taking 
strategic decisions. The guidance, called ‘The stakeholder 
voice in board decision making’ is available free of charge from 
both organisation’s websites. (See https://www.icsa.org.uk/
knowledge/resources/stakeholdervoice)

While the guidance obviously covers the different approaches 
that the FRC will be consulting on, it does not express a 
preference for any of them, or for any other approach. Any one 
of them can potentially be useful but, equally, none of them are 
likely to have a significant impact in isolation.

That is perhaps the main message we are trying to get across in 
the guidance. If companies wish to have a better understanding 
of the potential impact of their activities on different groups or 
stakeholders, and to factor that more fully into their decision-
making process, then they need to think about it systematically.

The guidance starts with a set of principles (see box) that we 
believe are generally applicable to all organisations. As with the 
rest of the guidance, the principles represent an attempt to distil 
the collective wisdom and experience of the many companies, 
investors and stakeholder representatives that gave up their time 
to talk to us. 

Shortly after the guidance came out I read a blog in which the 
author complained that ‘it is difficult to imagine any moderately 
successful board which doesn’t already follow the first three 
principles’. If that is true, I take it as a compliment. 

The guidance itself is divided into six sections, which we consider 
set out the sequence in which boards should go about thinking 
about these issues:

1. Stakeholder identification - There are many groups which a 
company will interact with or which are directly or indirectly 
affected by the company’s activities. Boards need to have a 
framework for defining and identifying key stakeholders so that 
they have a clear and justifiable basis for prioritising between 
them. This section of the guidance suggests ways in which 
they can do so, and emphasises that this should not be a one-
off exercise, as priorities will change. 

Chris Hodge looks at new guidance which aims to help boards think about how best to 
ensure they understand and weigh up the interests of their key stakeholders when taking 
strategic decisions.
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2. Board composition - This section explores two different 
approaches that boards could consider if they conclude 
that they lack sufficient knowledge and understanding of the 
interests of the stakeholders around the boardroom table. One 
is to reserve one or more board positions for directors drawn 
from a specific group of stakeholders, such as the workforce, 
the other is to extend the selection criteria and search 
methods for all non-executive directors to identify individuals 
with relevant experience or understanding.

3. Induction and training - Directors rarely join a board ‘fully 
formed’, with all the knowledge and expertise they need to 
carry out their role. This section highlights that understanding 
of the company’s key internal and external stakeholders 
should be an integral part of the induction process and any 
ongoing development programme, and identifies ways in 
which this can be done.

4. Board discussions - Most boards suffer from a shortage of 
time and an excess of information. This section aims to help 
them think about how they can make best use of both.  
It deals in turn with: the management of the board’s agenda; 
the form and frequency of the information the board wishes 
to receive; and whether any individual directors or board 
committees should have specific responsibilities for some 
stakeholder-related issues.

5. Engagement mechanisms - While there will be cases where 
the board feels it needs to engage directly with certain 
stakeholder groups or on certain issues, the majority of 
engagement will take place at the operational level. This 
section therefore covers the desirability of the board having 
an overview of overall engagement, so that it can decide 
whether it is sufficient and appropriate, as well as some of 
the specific mechanisms companies use to engage with their 
stakeholders, such as advisory panels.

6. Reporting and feedback - This section considers both how 
companies can report to shareholders, through the annual 
report, and how they can establish feedback mechanisms with 
their other stakeholders. One of the points emphasised most 
frequently in our discussions with stakeholders was  
that engagement must be a two-way process if it is to 
succeed in establishing a degree of trust between the 
company and its stakeholders.

I mentioned earlier in this article that the guidance represents 
an attempt to distil the insights and experiences shared by the 
companies and others we spoke to. For any busy directors 
reading this who may not have the time or inclination to go 
through the guidance, I will attempt to distil it further into these 
five questions we believe boards should ask themselves: 

The ten principles

1. Boards should identify, and keep under regular review, 
who they consider their key stakeholders to be and why.

2. Boards should determine which stakeholders they need 
to engage with directly, as opposed to relying solely on 
information from management.

3. When evaluating their composition and effectiveness, 
boards should identify what stakeholder expertise is 
needed in the boardroom and decide whether they have, 
or would benefit from, directors with directly relevant 
experience or understanding.

4. When recruiting any director, the nomination committee 
should take the stakeholder perspective into account 
when deciding on the recruitment process and the 
selection criteria.

5. The chairman – supported by the company secretary – 
should keep under review the adequacy of the training 
received by all directors on stakeholder-related matters, 
and the induction received by new directors, particularly 
those without previous board experience.

6. The chairman – supported by the board, management 
and the company secretary – should determine how best 
to ensure that the board’s decision-making processes 
give sufficient consideration to key stakeholders.

7. Boards should ensure that appropriate engagement with 
key stakeholders is taking place and that this is kept 
under regular review.

8. In designing engagement mechanisms, companies 
should consider what would be most effective and 
convenient for the stakeholders, not just the company.

9. The board should report to its shareholders on how it has 
taken the impact on key stakeholders into account when 
making decisions.

10. The board should provide feedback to those 
stakeholders with whom it has engaged, which should 
be tailored to the different stakeholder groups.

1. Do we know who our priority stakeholders are?

2. Do we have the knowledge around the board table to   
understand the impact our decisions may have on them? 

3. How do we manage the board’s time to ensure 
stakeholder issues receive the necessary attention?

4. What information do we need to have that discussion, and  
how do we get it?

5. How do we demonstrate to our stakeholders – and   
shareholders – that we have been listening? 

Chris Hodge is Director of Governance Perspectives and an advisor 
to ICSA: The Governance Institute, Nestor Advisors and Board 
Intelligence.
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