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Questions directors
should ask efore
ASIC does

By Michele Levine

CEQ of Foy Morgan Research

The recent demise of the Governor General showed that Australians hold certain
values dear. Company directors should take note.

orporale  collapses  and  unfair
payouts to failed senior excculives
appear {0 be lop ol mind for
Australian shareholders and the general
pblic,

There is also o concern following the
dramatic events surtounding HIH, AME
and  Pan Pharmaceaticals that there are
likely to be more of these
problems in the near furure.

[He the collapse of HIH.
Anzett,  Pan Pharmaceatils
and others  rase  (uestions
in every  boardnom
Auatralia®? [ hope so. Dhd every
director ask, “could that be
our company? “How would 1
know ™ o Swhat would [doil]
suspected something ™
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Muorgan Rescarch
inlervicwed  more

thousand  company  diréetors
toestablish their views on the
LTI, aovarnmant an
social issues for o repor titled
The Director Segment, In depth
with  highflying,

successtul directors, as well as

inlerviews

shareholders: and  the eeneral
public have looked at responses
to the collapss of former high
profile companics,

Aunstralian company direceors
Feel unsure about their capacily
to protect-sharcholders apainsd
mismanagement  and  decait
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in the corporate boardroom. There s
wide apreement that accurawe, comiplele
information is wvery important for good
governance  and it ds  accepred  thal
company divectors should erossehesk thi
imformation s correct rather than rely upon
the CEO or semor management reporling
T Lhe board,

They believe that the larse corporile
governanee Tailures arose [rom pressures
to gt oo hig oo quickly, without adequie
and  adegua
measures of pecountabiliog

[hirectors interviewed see their prme

iformanon syslems

accountability as first to their shareholdees,
followed by customers and employees,
They see the responsibility o achiew
wood growth and sood returns leading i
acceptance of higher risk ventures,

According to the report. the mole of the
board 18 scen o0 be Uselling
Tuture siralegies and ensunng
future sistainabilicy  and
profitability of the business”
rather than cnsuring that the
business is “sound Aoancilly,
and in tenms of compliance
wilh all regulations" However,
miost directors say they believe
that in practice, “most G aod
effort is placed on ensuring the
business i5 sound financially
and on compliance pssues,”

It i mecepted that thie boad
must  have the capacity
critically review all sides af
every issue and see the big
picture,  trends  and - patlerns,
Risiness leaders also vialoe and
support the need for boards 1o
be incdependent of  day-fo-lay
management,

However, they are  unsure
where they can gel accurab,

timely  and  correct dara
that  would  assist them
asking  better  queslions s

board members, “The key s

information —  you  peed R
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know information is correct and complete.
The CECY is eritical — you need o ely on
information from the CEO, and (o be able
e put guestions o the CEO and expect
therm Lo b answered, If (the CEO or senior
management s corrapd or chealing, it is
viry hard for company directors to know.”
Advice from one company director was
clear; “Make sure yvou have a down o carth
and honest MRS

The values and beliefs of the directors as
individuals are not alisned with the values
required inrapidly growing, sharcholder
and analyst oriented  corporations. As
personally  seek
security in their  own

individuals,  dircctors
high  levels of
investmenls,
Highty three per cent prefer 1o inves!
in something with a high return, 79 per
cent say it is important that they have
responsibility. a1 work and 72 per cont
see success as imporlant, Yer they see
that sharcholders demand  growth, As

o direetor pol i, “the  shareholders

wanted 1o ook ar something
bigger and brizheer: did not look
al conservative
shareholder culture needs w be
changed.”

Directors see  themselves  as
more introverted (38 per cent) than
extroverted (39 per cent), are commitied
1o supporting Auvstralion companies — 77
per cenl try to buy Australian products
— and are uncomtbortable with intelleetual

oplions..  the

shulics,
Their primary sources ol information
on other companies are the tso national

newspapers  and  business  television
programs  that  keep  them  penerally

informed ahoul business conditions, Few
say they always read 1he
husiness  section  of  the
newspapers,

Against this background,

leaders of  industry  and
unable Lo
see whal questions they could ask their

COMIMerce  ane

managers which would assist them o
maintain higher standards of corporate
triest and integrity, and fod 10 difficul
o see what else they could do o make
large companies more accountable 10 their
sharcholders. They also see themselves
as powerless o prevent the collapse of
large companies thal have oot focused
sufficiently on corporate performance.
However, some recognised the need for

"Which companies, if any, can you recall seeing or
hearing anything about recently?"
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nom-execulive dircctors o come oul of
the closed “loop ol close friends™ into the
“open loop” of better inlormation and the
wider values of society at laroe,

Thee  board  should  aim 0 create
eritical channels through which relevant

information  of  all kinds ean rravel,
“Direct communication with stafl and
representatives’” is necessary, as s stronger
and more foensed communication with all
levels of the company and the community™,
As one director put i, “non-exccotive
directors need o be o company’s ‘eves and
cars’, nol jusl # volce,™

And finally, despite clear uncerlainty
aboul how they will po abow it i s

recognised that dircctors have a moral
obligation  do something  abour  the
prablems in their organisations,

Ag another director said, “hoand divectors
can do anything. They can speak w anvone
in the company, read anything, make any
enguiries they newd 1o make to be fully
informed, and then act,”

The ASX and now Standards Australia
have articulated their protocals for good
corporale governance, Bul the real debate
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Did the collapse of HIH, Ansett,
Pan Pharmaceuticals and
others raise questions in every
boardroom around Australia?

Australian company directors feel
unsure about their capacity to protect
many of these high pofile - Shareholders against mismanagement
and deceit in the corporate boardroom
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fundamental. and  rooled in
sociely's needs, wants, and expectations.
IUs about  walues sociely’s  values,
directors” values, board values, corporate
values, and how these complex sets of
priorities come together.

If we consider the Governor
General  as the ullimate  non-
exceulive  director,  then  the
vilues of Australians and their
expectalions of directors are clear,

Australians. want  honesty,
ntegrity, compassion, willingness
to waork, responsibilily,
intelligence, good communication skills,
wisdem and humility from their Governor-
General - the very same qualities sociely
reduines today Irom directors,

According 1o Roy Morgan Research,
Australia did not want a “puppet” or
o “figorehead™  as Governor-General,
Australiang are not comiortable with the
Governor-Generul as an “overhead”, with

15 mone

marality,

noreal vadue, no real role
Mor will they accept that
Fremy directors,

The  new  ASK  rules
and - Standards  Australia
guidelines foo are aresponse
o 1he changing demands of
sociely — a better educated, more critically
involved, more uneasy, disillusioned, and
eritical soeciety tham ever before,

Quality dircctors who are courageous
enough for the important roles in this
changing environment must now engage
i the process of building the necessary
infrastructure within which they can truly
fullil the duties and responsibilities of
povernance that society will increasingly
expect from them, W
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