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Focus on quality of leadership, not just governance code, says new report
A new report from Tomorrow’s Company, the leading ‘think and do tank’, calls for a new focus on the quality of leadership of the UK’s leading businesses and financial companies.  In ‘Tomorrow’s Innovation, Risk and Governance’ an agenda is presented to raise the quality of governance of Britain’s listed companies.
The report has been commissioned by The Department for Business, Innovation and Skills (BIS) as a contribution to development of corporate governance, within the context that the future success of the UK economy will depend more than ever on the exploitation of new ideas whilst managing risk sensibly.

Speaking at the launch of the new report, Business Minister, Ian Lucas, said:

"It is more important than ever before that the boards of our companies can exploit new ideas.  They need to do so knowledgeably and thoughtfully, paying attention to risk and reward, and making their processes more transparent. This report is a fascinating and constructive contribution to the ongoing work on developing corporate governance and will help to inform the Walker and Financial Reporting Council reviews." 
Tony Manwaring, Chief Executive of Tomorrow’s Company, said:

“The quality of ‘felt leadership’ sets the tone from the top – it determines how well boards work, the capability of the people on them, their contribution, and how effective they are at managing risk and innovation. The criteria for independence is getting in the way of ensuring that the best people make it onto Boards, with the knowledge, judgement and gravitas for the impact required.”
The report’s timely production allows input to the Walker and Financial Reporting Council reviews of corporate governance, and has benefited from important contributions from the ICAEW, KPMG and Odgers Berndtson.

In the wake of the credit crunch and financial meltdown, the report argues that governance is critical – but argues against a ‘knee jerk’ response to ‘cosmetic compliance’ likely to have adverse unintended consequences, and not achieve what is needed.

Drawing on interviews, data analysis and a survey of ICAEW members, the report concludes that much needs to be done to ensure that governance is fit for purpose. Two out of three ICAEW members said that Non-Executive Directors do not sufficiently challenge their Executive colleagues, and said that this was a major factor in explaining recent high profile governance breakdowns.

The report argues that the tone set by the Chairman and CEO is critical in driving the culture as well as the practice of the boardroom and organisation. Specifically, the report argues for: 

· The importance of transparency, regular reviews, the quality of information and ensuring that board skills are ‘fit for purpose’;
· Creating a culture of constructive challenge which supports the effective management of difference, and leverages the potential benefits of diversity;
· The need to better understand the increasing importance of business ‘not as usual risk’ – and to recognise that the capabilities for innovation may increasingly overlap with those required for these risks.
Successful innovation, on which we depend for prosperity, depends on excellence in governance – and therefore on harnessing difference and challenge, which can link the business to the new forces, developments and opportunities in the wider environment in which it operates.
The role of Non-Executive Directors is critical – but all too often, we fear, has fallen short: as is strongly supported by the survey of ICAEW members.  When all is going well, their contribution may well be taken for granted, and is neither tested nor developed for the critical times of ‘make or break’ challenge.

Independence of mind, gravitas, good judgement, wise counsel, representing different perspectives, making the connection with new markets, technologies, relationships – these are some of the essential contributions that non-executive directors should be making to business success.
Requiring that all Non-Executive Directors are ‘independent’ is not only counter-productive – it carries real and significant risks.  The danger is that boards have instead given priority to being seen to be ‘whiter than white’.  (Whether this requirement is in fact ‘set in stone’ in the combined code is a matter for judgement – what matters is that this is how it has been interpreted)

David Matthews, Partner, KPMG, commented:
"This report provides fresh thinking about the relationship between risk and innovation.  At a time in which the boardroom’s ability to manage risks is under intense scrutiny, it is important that we don't turn to a compliance based framework that stifles innovation and decision making. Managing the risk associated with innovation is essential, but it is also important to understand that not to innovate also involves risk." 

Kit Bingham, Principal in the Board Practice, Odgers Berndtson, added:

“At a time when the UK corporate governance regime is under intense scrutiny from policymakers, it is important to remember that good governance has a vital role to play in enhancing company performance. Good governance is not merely a compliance issue, but is the means by which strong boards can enable a company’s creativity, innovation and entrepreneurism to flourish. This report breaks new ground in helping companies think about governance and innovation, and is a timely contribution to this critical debate.”

The full results from the survey of ICAEW members mentioned in this press release are available as part of the report at www.tomorrowsgovernance.com
 

· ENDS –
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Contact Tony Manwaring, Tomorrow’s Company on +44 (0) 7784 933 182 or

Gerard O’Donnell, Tomorrow’s Company, on +44 (0) 20 7839 4040, or email gerard@tomorrowcompany.com
Notes to editors:
1. Tomorrow's Company is the agenda setting ‘think and do’ tank which looks at the role of business and how to achieve enduring business success.  We focus on strong relationships, and clear purpose and values as the foundation of effective leadership and governance.

In our programmes we challenge business leaders around the world to work in dialogue with others to tackle the toughest issues. We promote systemic solutions, working across boundaries between business, investors, government and society.

We believe that business can and must be a 'force for good. This in turn requires a strengthening of stewardship by shareholders. We argue that the Age of Sustainability has begun, and that in the future success and value creation will come from recognising the ‘triple context’ – the links between the economic, social and environmental sub-systems on which we all depend, and the opportunities this brings.

www.tomorrowscompany.com <http://www.tomorrowscompany.com/>  and www.forceforgood.com <http://www.forceforgood.com/
These recommendations also support our call for the more effective ‘stewardship’ of businesses and financial institutions, set out in Tomorrow’s Owners – recognising that business success will increasingly be linked to creating sustainable value by understanding the ‘triple context’ which links the economic, social and environmental sub-systems on which we all depend.
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