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Foreword

On 1 June this year, Japan introduced a new governance code, which requires

companies to appoint at least two external directors, amongst other elements.

Shinzo Abe, the Japanese prime minister, wants to encourage boardrooms to

boost the economy by using the US$1.9trillion in cash at their disposal to boost

1nvestment or wages, or return some to 1nvestors.

This is a big deal in a country which
has never before laid down rules on
how firms should conduct their
affairs. Set against this backdrop of
growing international interest and
scrutiny, we set out to explore how
three aspects of corporate governance
are affecting companies across the
globe, drawing on close to 2,000
interviews with board directors
and business management teams.
Firstly we explore the role of
culture which, while intangible
and hard to measure, remains the
cornerstone of good governance.
We look at the role of the board and
management team in building and
demonstrating it, and how a good
governance culture can be nurtured.
Secondly we look at board
composition. The dangers of
‘groupthink’ and the benefits of
greater diversity are widely accepted
so we explore the implications for
boards and look at how they can

access the right skills to help
their company to thrive.

Finally we consider strategic
planning. We asked board members
for their views on what they consider
to be an appropriate planning time
horizon, and the possible conflict
of interest between executive
compensation and longer term
company performance.

At Grant Thornton we believe
that while compliance with laws
and regulations must form part of
any governance framework, there
is an opportunity for progressive
boards to frame these issues more
broadly. This includes promoting
a culture of integrity and ethics,
tapping into key stakeholder groups
and maintaining a rich diversity
of thinking that blends industry
experience with challenging debate.

We therefore promote good
governance as a critical element
of effective capital markets.

For example, Grant Thornton UK
has been conducting a survey of
governance in the FTSE350 for
more than ten years, expertise
which has been used to inform
successive iterations of the Financial
Reporting Council’s UK Corporate
Governance Code. Grant Thornton
member firms in other countries such
as Australia, India, Greece, and the
United States also publish periodic
governance reviews.

The global viewpoints shared in
this report provide a fresh perspective
on establishing the right governance
for growth in your business.
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Key tindings

and recommendations

This report draws on 1,865 telephone interviews with business leaders in 36 countries

through our International Business Report (IBR), and 86 in-depth interviews with

board members in eight countries conducted between December 2014 and March

2015 to answer five critical questions in corporate governance today.

1 Whose responsibility is culture?

The definition of business culture varies between
countries but nine in ten business leaders believe culture
is important to a robust governance framework and
directors generally agree that it is the board which needs
to build and foster this culture. However, one in five
business leaders said that their boards do not spend
enough time focusing on culture.

Regulators can only enforce the importance of culture
as the cornerstone of good governance but it is too
intangible to mandate action, and while investors do
care about culture, it is unlikely to appear on many
analyst reports. Meanwhile, the short-term race for
profits may be preventing some companies from doing
more in this area but the responses from management
teams suggests that they want boards to be working
proactively on fostering corporate culture.

How can boards foster a culture
2 of good governance?

There is no standard empirical method of measuring
culture but two-thirds of business leaders around the
world believe the amount of time their boards spend
looking at the broader issue is “about right” although
some directors indicated that boards focus on culture
only in response to compliance issues. Directors also
mentioned integrity and transparency as the principles
that should underpin every action a business takes,
which might be harder when the company is facing
tough challenges.

A company should pause and reflect on what its real

(or original) purpose is to understand whether some

of this bas been lost sight of in the pursuit of (short-term)
profitability. A good governance culture is critical to

a company’s longevity but we found worrying evidence
that ‘culture’ does not receive the blanket support that
might be expected.
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What does “diversity’ really mean
and how can it be encouraged?

3

There are many different forms of diversity but two
thirds of business leaders surveyed believe their boards
are effective in encouraging it (with those in listed
businesses more satisfied than their privately held
counterparts). But just a sixth of directors globally are
women. Directors agree that there is a lack of diversity
on boards which makes ‘groupthink” a bigger danger.
They want to look beyond gender to also seek diversity
of culture, background, knowledge and thought.

Diversity of opinion leads to better decision making in
any walk of life. By incorporating new perspectives onto
boards, businesses can tackle problems from different
angles, creating an open, inclusive mind-set which
should cascade down the organisation. Businesses not
encounraging diversity risk being left bebind in a slow
economic recovery.

Is there a conflict of interest
between short-term profits
and long-term growth?

2

Different industries operate to different planning
horizons - for example, mining and utilities need to

take a much longer-term view than retail companies -
and electoral cycles can also play a significant role.
Almost three-quarters of businesses globally operate
under a planning cycle of three years or less. Most board
members believe this is an appropriate planning horizon
although some would like to see CEO compensation
linked to longer-term performance to avoid operational
decisions being driven solely by quarterly reporting.

Companies need to consider whether their strategic
planning process encourages decisions to be made with

an appropriate balance of short and long-term objectives,
and whether executive management compensation is
aligned with the company’s strategic goals.

now and in the future?

4 What skills do boards need

Succession planning on boards to ensure consistency

but also to offer adaptability to new developments in the
business environment has risen up the corporate agenda.
Business management teams want their board members
to have current industry knowledge. Whereas board
members indicated they were more interested in their
counterparts bringing new ideas to the table and having
the time available to contribute effectively. A particular
concern is technology and whether boards have sufficient
current knowledge of the digital space to appropriately
advise their management teams.

Boards without knowledge of modern business processes
cannot provide sufficient direction to their management
teams. Relevant experience is an important asset, and
conducting periodic assessments of board skills should
form part of a board effectiveness review, along with
consideration of the criteria used for selecting new
board members.
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Culture: e
the cornerstone
of good governance

Corporate culture is critical to achieving a company’s objectives.

If the ‘tone from the top’ is not in sync with the aspirations of both
the shareholders and wider stakeholders, then any corporate strategy,
however brilliantly designed, is likely to fail.

Culture is an aspect of corporate There are of course, national And when Michael Woodford was
governance that is often ignored nuances to an area as intangible fired as CEO of Olympus after only
until there is a crisis. This, combined ~  as culture. For example, business two weeks in the job citing financial
with a lack of clarity as to who culture in many parts of East Asia irregularities, the board in turn cited
has primary responsibility for is very hierarchical. Reporting on a failure to grasp local corporate
driving, developing and nurturing the recent changes to the Japanese culture as the reason for his dismissal.
organisational culture leaves governance code, The Economist

a significant opportunity for wrote: “Japan Inc remains in the

those organisations willing grip of lifetime salarymen who

to be more proactive. rose in the traditional way.”

“A company’s culture is driven by the
board but implemented by the CEO.”

Board member
New Zealand
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Whose responsibility is culture?

Nine in ten business leaders to be the ultimate guardians embed, and just as long to change.*
worldwide believe culture is of company culture. The majority of board members
important to a robust governance According to Sir Winfried we spoke with agreed that it
framework. Regionally this ranges Bischoff’, chairman of the UK’s is up to boards to align senior
from 75% in Africa and southeast Financial Reporting Council (FRC), = management to cultural standards
Asia, to 90% or more in Europe, it is boards who should “define the and expectations. It then becomes
developed Asia Pacific, North purposes of the company and what the responsibility of the CEO and
America and Latin America - type of behaviours it wishes to senior management to reinforce the
according to data from the IBR. promote”. This reflects the view that  culture within the organisation.
There is a diversity of views as culture has a life span far greater

to whether it comes down to the than the typical term of a CEO;

company management, or the board, culture takes time to build and

Percentage of businesses citing culture as important
to a robust governance framework

00% ez ==
U —— Eastern Europe

90%

North America 84%
Emerging APAC
. 75% :
90%

95% Africa

Latin America Global Developed APAC

Source: Grant Thornton IBR 2015
See methodology on page 19 for definitions of emerging and developed APAC

“Culture starts with the board and our work to make sure everything is driven
down to CEO and senior management who need to develop and maintain well
defined governance policies and procedures.”

Board member

US

’ Speaking at the 12th biennial Grant Thornton Governance debate in 2015
See also “A report on the culture of British retail banking” by New City Agenda and Cass Business School. 2014
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“Boards should define the purposes of the company and what type of behaviours it wishes to promote
by asking questions and making choices: how to achieve the correct balance between constructive
innovation and disproportionate risk-taking; integrating new leaders into the company culture,
particularly at times of merger or acquisition; maintaining culture under pressure; deciding whether
different parts of the business should operate different cultures, and communicating culture to
shareholders in order to encourage constructive discussion.”

Sir Winfried Bischoff, Chairman
Speaking at the 12th biennial Grant Thornton
Governance debate in 2015

“The culture of the board and executive team
sets the tone for everyone — it is mimicked
throughout the organisation. A bad culture
or bad bebaviour is seen by everyone

and cascades down.”

Board member
Australia

1

Board call to action

Boards should work proactively with business management teams to foster a corporate culture of
effective governance. While regulators can encourage the importance of culture as the cornerstone
of good governance, it can be too intangible to mandate action.
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How can boards foster a culture
of good governances

A good governance culture directs
how a company behaves. An example
should be set at the highest levels,

by establishing ethical codes and
policies, creating sound upward
feedback channels, and regularly
communicating and assessing cultural
values and behaviours. Integrity and
transparency were highlighted

by interviewees as the rules that
should govern every action a
business takes. These can be harder
to maintain when a company is
facing a challenging environment,
but no less important.

The board members we spoke
with highlighted the critical role
of boards in establishing the values

and principles underpinning culture.

Boards would benefit from periodic
reflection on the purpose of the
organisation, to ensure this has

not been lost sight of in the pursuit
of (short-term) profitability. A good
governance framework can help
with this by guiding people

to live the behaviours and values
the organisation stands for.

How would you describe the focus of your Board on culture?

America

52%

13% 19%

19%

Source: Grant Thornton IBR 2015

North
America

67%

19% 21%

Emerging

APAC

61%

14%

Eastern
Europe

“The role of the board in
influencing culture is shaped
by the questions we ask of
management. Asking questions
which reinforce the culture
signals what is important.”

Board member

Us

Developed
APAC

B ot enough
W About right
M Too much
B Unsure

“Boards generally need to focus a lot more on culture...it’s about ethics and
integrity, and building the values and the ethos of the company.”

Board member

South Africa
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“Corporate governance principles adopted by a company must
be a matter of culture and not just a matter of compliance.”

Board member
Greece

“Culture is more easily validated and
maintained during periods of success
versus periods of challenge and change -
how to maintain culture during more
stressful periods should be a key

consideration for boards.”

Board member
US

“We have a model in which the mission
statement s clearly defined. We also
have a code of internal behavionr and
regularly review the behaviours and
their linkage with the strategy,
commitments and policies.”

Board member

Spain

Case study

Southwest Airlines

In the highly competitive aviation market,
Southwest Airlines - whose mission statement
is to become the world’s ‘most-loved’ airline -
compete for business and employees based
on their cultural values.

Employees are evaluated against three values: Warrior's
spirit - being fearless in delivering the service; Servant’s
heart - putting the customer first; and Fun-luving (sic.)
attitude - employees who don't take themselves

too seriously. Customer feedback is actively sought
and commended employees are recognised through
newsletters, CEO videos, the intranet and

honorary dinners.

“If the chase for quarterly growth is too hard, sooner or later someone will start cutting corners.
It’s where you get tolerance of corruption - once it’s implied that it’s okay to break the rules in a
small way — financial reporting, controls, bribery, dishonesty.”

Board member
UK

2

Board call to action

Boards should encourage the company to pause and reflect on what its real (or original) purpose
is to understand whether some of this has been lost sight of in the pursuit of (short-term)
profitability. A good governance culture is critical to a company’s longevity but we found worrying
evidence that ‘culture’ does not receive the blanket support that might be expected.
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Board composition:
the necessary blen

of skills

Boards need a good blend of skills to advise a company

effectively, and these skills need to be future-proofed with

effective succession planning strategies.

An investigation into Tesco following
its 2014 accounting issues found that
the financial director’s post was left
vacant for several months while at one
point only one person on the board
had retail experience.’ The FRC now
wants companies in the UK to have
contingency plans for the departure
of the CEO and other key members
of the management team.
Encouraging greater diversity is
one way of widening the skills base
of board members, while not losing

sight of the need for boards to work
together effectively. A diversity of
perspectives invariably leads to better
decision-making in any walk of life.
By contrast a lack of diversity often
leads to ‘groupthink’ - when

people from similar backgrounds
approach challenges in a similar way.
This can sometimes lead to irrational
or dysfunctional decisions being
made. However, boardrooms have
historically been dominated by

older men. For example, analysis

of annual reports of the largest

150 companies in India found that
the average age of an independent
director is 65 and the average age

of a general director is 60. While the
proportion of women on boards in
the UK’s FTSE 100 has doubled over
the past four years it remains below
a quarter. Globally, just 16% of board
roles are held by women according
to 5,400 businesses interviewed for
our International Business Report.

“Diversity of background and perspective is important;
it’s good to have different perspective on issues.”

Board member

UsS

’ “FRC signals tougher guidelines on succession planning’ - Financial Times (2015)
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What does ‘diversity’ really mean

and how can it be encouraged?

The majority of board members

we spoke with were against the idea
of quotas to mandate diversity on
company boards. While greater
diversity is widely held to drive
greater performance, clearly there
are dynamics reinforcing the status
quo and driving boards to perpetuate
their existing composition. For
example, one factor cited is the need
for members to have an effective
working relationship. However, with
little progress evident at the global
level over recent years, business
management teams are increasingly
warming to the idea of mandating
gender diversity. Just under half of
business leaders would support the
introduction of quotas for female
directors in their country (47 %)

Gender diversity on boards still low

Eastern

according to IBR data, up ten
percentage points from two years ago.
Business leaders do however believe
that their boards do a good job at
encouraging diversity. Globally, 68%
say their boards are effective in this
regard, even though just a sixth of
directors globally are women. And
somewhat paradoxically, some of the
regions with the worst gender board
ratios are most satisfied. For example,
in North America, just 16% of
directors are women yet 80% of
business leaders are happy that
diversity is being encouraged
effectively. By contrast, in Eastern
Europe, where 35% of business
leaders and 24% of directors are
women, just 56% of respondents
are satisfied.

Europe

Developed

APAC

Emerging

APAC

-, I

Global

e

Latin

America

North

America

Source: Grant Thornton IBR 2015

Of course, this discussion is
not restricted to gender - boosting
diversity of race, socio-economic
background, sector, skills, education
and the like could all help a board
reduce groupthink. Overall these
results do suggest that the less
diverse business communities are
less likely to notice a lack of diversity.

Interestingly this is the one area
in which the management teams
of privately-held businesses have
concerns: 77% of business leaders
in listed businesses believe their
board is doing an effective job
encouraging diversity, but
this falls to just 68% of their
privately-held counterparts.

Il Percentage
of female directors

Il Percentage of
businesses who say
their board effectively
encourages diversity
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The directors we spoke with want director recruitment process. - .
. - : If you want to build teams
to move the conversation beyond The nominations committee could Sitiad b
traditional diversity - gender and play a key role here, by looking at or orgamisations capable of )
e - . o innovating, you need diversity...
race - towards diversity of culture, succession planning and thinking

background, knowledge and thought.  about the types of skills and

To do this, companies need to

incorporate these factors into their to thrive in the future.

knowledge the business needs

“Boards are thinking a bit more about
what they need. Greater diversity has
brought real opportunities and changed
things for the better.”

Board member

US

“The chair needs to put time into building
relations with non-executive directors in
order to understand their personalities.”

Board member

UK

3

(diversity) encourages the search
for novel information and
perspectives, leading to
better decision making
and problem solving.”

Scientific American 2014

The role of the chairperson

A chairperson plays a key role in setting the

right tone, encouraging healthy discussion and
contributions from both board members and
external contributors to the table. The vast majority
of directors believe the role of chairperson and
CEO should be separated, to allow the former

to focus on developing the culture and the latter to
focus on embedding it. The chair also needs to make
time (both inside and outside meetings) with
non-executive directors to understand their
personalities and skills.

Board call to action

Board members should encourage bringing new perspectives onto boards so their
businesses can tackle problems from different angles. This creates an open, inclusive
mind-set which should cascade down the organisation. Businesses not encouraging
diversity risk being left behind in a slow economic recovery.

12
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What skills do boards need now
and in the future?

Board members and company
management teams are not perfectly
aligned in terms of the skills they feel
boards need. This is partially
explained by the different ways in
which management teams interact
with the board. However, the results
point to a broader issue about how
management implements a strategy
largely created by the board.

For company management teams,
relevant industry experience is
the most desirable attribute in a

Most desirable attributes in board members

62%
60%

Relevant
experience
in the
industry

30%
24%

Previous
experience on
other boards

Source: Grant Thornton IBR 2015

86%
47%

Brings new
ideas to challenge
management
and the rest
of the board

9% \
23%
Experience

in dealing with
shareholders

(or other
stakeholders)

board member (62%), and close to
a third would like that person to
be currently employed as a senior
executive in their industry (30%).
Board members themselves recognise
the importance of relevant industry
experience (60%) but very few believe
that their peers need to be actively
employed in the industry (7%).
Board members are more
concerned that their peers bring

new ideas to challenge management
and the rest of the board (86%).

7% vy
30%

Currently
employed as a
senior executive
in the industry

47%
23%

Has sufficient
time available
to meet board
responsibilities

This drops to half for management
teams (47%). Similarly, just under
half of board members believe it is
important for peers to have sufficient
time available to meet board
responsibilities (47%), compared

to less than a quarter of company
management teams (23%).

13%
25%

Knowledge
of capital
market rules
and practices

I Company management

I Board members

20%
229 \
Reputation

with providers
of finance

“Directors should bring new ideas to challenge management and the rest

of the board. This allows the board to avoid ‘groupthink’ and builds a
culture of thinking ‘outside the box’.

Board member
Greece

 »
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“The real strength of a board comes from the mix of skills. Board composition and selection to get
the necessary attributes and a range of views and experiences is therefore critically important.”

Board member
New Zealand

Boards also need to keep pace
with the digital age. The directors
we spoke with suggested experience
of technology is lacking. This
correlates to the average age of
boards (discussed above) and the
desire to hire board members with
prior board experience. A director
cannot hide behind a defence of
not being on Twitter if the company
has an account or its people
are discussing the company’s
operations on social media.

Boards need to be aware of,
and learn how to make best use
of the “digerati’ - Chief Digital
Officers (CDO) who have grown
up with technology, are typically
younger, have fast ways of working

4

and valuable networks. Their
backgrounds and relative youth
may not make them ideal board
candidates, but the scale and speed
of transformative technology

on all industries means boards
ignore them at their peril.

Skills matrices were identified as a
possible solution to the technology
issue. These allow boards to set out
what skills they need as a collective
and allocate members to them
appropriately, possibly providing
training where appropriate. The key
point is that not every board member
needs to be an expert in everything,
but as a team they do need to have
expertise in all relevant areas.

“My biggest concern around
diversity is around the technology
side of things and the pace of
change. From a generational point
of view, board members are all
older and therefore potentially
not at the cutting edge.”

Board member

UK

“Boards should implement a
skills matrix which is aligned
to the educational needs of each
director allowing members to
be supported financially to
attend relevant training.”

Board member
Australia

Board call to action

Conducting periodic assessments of board skills should form part of a board effectiveness
review, along with considering the criteria used for selecting new board members.
Relevant experience is an important asset and boards without sufficient knowledge of
modern business practices cannot provide sufficient direction to their management teams.

14
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Strategic planning:
a conflict of interests

Some industries, such as mining and utilities, need to look further into the
future than others, while others are more affected by electoral cycles. But all
boards face a potential conflict if quarterly reporting of financial results takes
precedence over long-term strategic goals. This can lead to decisions being
made which boost short-term performance but do not necessarily fit in with
the long-term objectives of the company.

Having robust strategic goals in However, according to data from the outlook: 36% have planning cycles
place, which outline where a company IBR, almost a quarter of businesses of 4 years or more, compared
wants to go (although not necessarily  globally operate under a 1-year (or with just 11% in North America.
how it’s going to get there) providesa  less) planning cycle (23%) with a Businesses across Asia Pacific
framework against which it can assess  further 47% operating a 2-3 year are also more likely to have
whether its short-term operational cycle. Businesses in the EU are the longer planning horizons.

plans meet longer term objectives. most likely to have a longer term

“If executive pays drives virtually every decision
it will run the business into the ground.”

Board member
UK

15
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What period does your strategic planning cover?

North America 35% 54% 8% [ -t

W 23 years
) ) 5 o E 3 . W 45 years
Latin America 31% 39% 17% 0L 3% @ osears
Unsure
Eastern Europe 29% 47% 16% 4% 3%
Global 23% 47% 17% - 8% 4%
Africa 21% 54% 17% . 6% s
EU 16% 4 26%, . 10% NS
Emerging APAC 15% L 22% 12% 13%
Developed APAC 14% - 54% 16% 4%
Source: Grant Thornton IBR 2015
The majority of board directors we One potential means of guarding . N
spoke with are satisfied with their against short-term thinking is linking ~ “O#7r typical time period
current planning horizons (although ~ executive compensation to long-term for strategic planning is one
it should be noted that 42% operate performance, which the board year. This is too short, but
under a planning cycle of 4 years or members we spoke to accepted can be W€ work in a very difficult
more, compared to 26% of companies  a useful tool. However, some argued ~ €C070mic situation.”
in IBR respondents). They argue that Fhat this can be counterproductive Board member
long-term success relies on making in that management teams should Greece
many correct decisions in the short not be thinking about every decision
term so the need for quarterly in terms of the impact it would
earnings growth does not typically have on their pay packets.

interfere with the pursuit of the
broader strategy.

“There needs to be a balance between short term KPIs which are worth monitoring -
but should not induce snap judgments - and keeping an eye on the long term view.”

Board member
UK

16
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“We should never risk long-term goals for short-term gain and we
have incentive compensation plans designed exactly for that.”

Board member

Us

“Within a five year planning process, the compensation plans
for executives can be easily aligned with strategy. Howewver,
remuneration cannot be a decisive element in encouraging
right and ethical behaviour in senior people.”

Board member

India

2

Board call to action

Companies need to consider whether their strategic planning process encourages decisions
to be made with an appropriate balance of short and long-term objectives, and whether
executive management compensation is aligned with the company’s strategic goals.

17
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Why Grant Thornton?

Grant Thornton works to support dynamic organisations to address the governance
challenges in today’s global world. Whether supporting businesses with strategic
planning and execution, ensuring the right board composition and communications
framework, or helping them to manage the multitude of enterprise, cyber and
compliance risks they face, our specialists provide pragmatic solutions.

Visit www.grantthornton.global to find out more and to connect
to a specialist in your country.

About Grant Thornton

Grant Thornton is one of the world’s leading organisations of independent assurance,
tax and advisory firms. These firms help dynamic organisations unlock their potential
for growth by providing meaningful, forward looking advice.

Proactive teams, led by approachable partners, use insights, experience and instinct to
understand complex issues for privately owned, publicly listed and public sector clients
and help them to find solutions. More than 40,000 Grant Thornton people across over
130 countries, are focused on making a difference to the clients, colleagues and the
communities in which we live and work.
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Methodology

Global Governance Survey

The Global Governance Survey (GGS)

was conducted between December 2014

and March 2015, with the aim of uncovering
meaningful relationships between good
governance and organisational culture,
strategic planning, and board composition.
In total 86 board members took part in the
two-stage exercise, consisting of an online pre-

interview questionnaire containing 18 questions,
and an in-person interview of 10 questions.

* 86 responses were recorded for the pre-interview
online survey.

® 78 interviews were successfully completed

and recorded in Australia, Greece, India, New
Zealand, South Africa, Spain, the UK and the US.

* 10 interviews or more were completed in Greece,
New Zealand, Spain, UK, and the US.

More information:
Publications: www.grantthornton.global

Methodology: www.grantthornton.global

International Business Report

The Grant Thornton International Business
Report (IBR) is the world’s leading mid-
market business survey, interviewing
approximately 2,500 senior executives
every quarter in listed and privately-held
companies all over the world.

Launched in 1992 in nine European countries,

the report now surveys more than 10,000 business
leaders in over 36 economies on an annual basis,
providing insights on the economic and commercial
issues affecting the growth prospects of

companies globally.

The IBR data used in this report is drawn
from 1,865 interviews with chief executive officers,
managing directors, chairmen and other senior
decision-makers from all industry sectors in mid-
market businesses (50-499 employees) conducted
in November 2014. Responses are weighted by
economy GDP.

Regionally, developed APAC includes responses
from business management teams in Australia, Japan,
New Zealand and Singapore. Emerging APAC includes
responses from business management teams in China
(mainland), India, Indonesia, Malaysia, Philippines
and Thailand.

Nick Jeffrey

Director, public policy

Grant Thornton International Ltd
T +44 (0)20 7391 9592

E nick.jeffrey@gti.gt.com

Dominic King

Editor, global research

Grant Thornton International Ltd
T +44(0)20 7391 9537

E dominic.king@gti.gt.com
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