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Corporate Legal Advisers

19th CENTURY PRESSURE

Unlimited liability constrained growth

Deterred wealthy persons from investing

Unlimited liability seen as illusory

Shareholders did not have the means to pay the losses

Early 20th century pressure

New wealthy middle class wanted limitation on claims

Before investing in unlimited liability companies

Political leaders wanted business to expand to stimulate economies

The limited liability act was passed in 1855 in the UK
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THE COMPANY

Limited liability of artificial person

Greater risk taking by those steering

Ring fence risk

Greater risk taking for greater rewards

Driver of the 2nd industrial revolution
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PRIMACY OF SHAREHOLDERS 

Henry Ford vs the Dodge Brothers 1919 – minority shareholder

Wanted to reinvest profits to pay better wages 

Court ordered Ford to discharge its primary duty to shareholders and 
pay a special dividend

The late 1970’s – thinking was directors had to act in the best interest of 
the shareholders – primacy

Shareholders the owners of the company

Corporate success was equated with share price
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OWNERSHIP?

Shareholders are “the owners of the business” and the responsibility of 
the corporate executive is to “conduct the business in accordance with 
their designs, which generally will be to make as much money as possible 
while conforming to the basic rules of society ….  There is one and only 
one responsibility of business – to use its resources and engage in 
activities designed to increase its profits as long as it stays within the rules 
of the game ….”  Friedman

▪ Tacit – company not part of society

▪ Triple context
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ENLIGHTENED SHAREHOLDER

Duty of director

Ensure the success of the business of the company

Best interests of shareholders

Having regard to other stakeholders

Success?
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SHAREHOLDERS NOT OWNERS 
OF COMPANY

 IPOers

 Secondary market traders - transient shareholders

 Have a claim to a future stream of income if company can pay its debts on due 
date and/or has readily realisable assets to pay its debts – bankruptcy back of 
queue

 Shareholders self-protection - can disperse investment by investing in the 
equities of other companies

 Stakeholders such as employees or managers cannot disperse these risks in 
other companies

 Slavery abolished

 Owner can use, destroy, change, donate



COMPONENTS OF MARKET VALUE>? 
More than financials

Source: OCEAN TOMO LLC

January 1,2015
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INTANGIBLE ASSETS

Strategy

Reputation

Supply chain

Human rights

Stakeholder relationships

How the company makes its money

Positive and negative impacts

Quality governance

Led to GRI and SR
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BEYOND FINANCIAL REPORTING

Triple context

Report in monetary terms

UN Geneva  2009

FR critical but not sufficient

SR critical but not sufficient

The two in silos not sufficient

Divorced from reality
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DRIVERS OF CHANGE

 Global financial crises 

 Climate change crisis

 Ecological overshoot

 Radical transparency

 Greater expectations from stakeholders

 Population growth

 Digital and net generation era

 Fourth Industrial revolution

 Cannot carry on business as usual

 Have to learn to make more with less
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21st CENTURY

From shareholder centric governance model

To company centric governance model

Sources of value creation and the NIE’s

“Free” economy

Social and natural capital subsidize

The divide between financial and social capital

Haldane  “The Great Divide” - BOE
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VALUE TODAY

 Yesterday, cash flow and book value

 How does the company make its money?

 The positive and negative impacts on the triple aspects of the company’s 
business model and product

 Enhancing the positives, eradicating or ameliorating the negatives

 Embedding sustainability issues into strategy

 As water is critical to the beverage manufacturer

 Now value is seen through a sustainable lens in a resource deprived world
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Financial Manufactured Human Intellectual SocialNatural

THE SIX CAPITALS
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AN ORGANISATION’S VALUE CREATION 
PROCESS

15
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WHO ARE STAKEHOLDERS?

Parties who contract with the entity e.g. customers, employees , 
suppliers etc

Parties who have a non-contractual nexus with the entity e.g. civil 
society, local communities, NGOs, the environment

The State as legislator or regulator



Corporate Legal Advisers

STAKEHOLDER RELATIONSHIPS

Have to be managed

Agenda item at each board meeting

Critical in integrated thinking

Who relates to stakeholders? - CSRO

Management time and eye off the ball?
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INTEGRATED THINKING 

Understanding, knowing and then planning:

How the company makes it money?

How the company will sustain value  creation in the long term?

Board should determine, inputs, activities, outputs, outcomes 
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INTEGRATED THINKING 

Every company dependent on relationships and  resources

Mindset change at board & senior management level

Symphony

Knowledge of stakeholders’ legitimate & reasonable NIE’s

Greater stakeholder expectations

Agenda: Inputs to outcomes
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SHARE VALUE TO VALUE CREATION

Board decides how, affects and strategy

To generate long term value

For its business, society and the environment

Success depends on:

 internal financial return

 external social, environmental and   economic results

 SDG’s – integrated three dimensions
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ACCA – ON IR

 Over the past few decades, sustainability issues have slowly become mainstream, 
and there is a shift from the creation of share value to the generation of shared 
value. Through shared value creation, a company links its operations to generating 
long-term value both for its business and for society as a whole and defines its 
success in terms of internal financial returns and external social and economic 
results. Ultimately, creating shared value acknowledges both the work that 
corporations need to do to reduce negative impacts on society as well as, and more 
fundamentally, how they can be part of progress on global challenges, such as 
climate change and the enforcement of human rights. Following this shift, there is a 
new trend of corporate reporting: the integration of financial and nonfinancial 
concerns into one accounting tool, known as IR.
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THE REPORT

To be accountable you have to be understandable

“If I had more time…”
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BLACKROCK

At the beginning of February 2016, Larry Fink, CEO of BlackRock, the 
world’s largest investor with $4.5 trillion in assets under management, 
sent a letter to the CEOs of the S&P 500 and a number of large European 
companies. In his letter Mr. Fink urges CEOs to resist “the powerful 
forces of short-termism afflicting corporate behavior” and asks for CEOs 
to “lay out for shareholders each year a strategic framework for long-
term value creation} and says that ”CEOs should explicitly affirm that 
their boards have reviewed those plans.”
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CFA

 Referring to this letter, Sandra Peters (Head, Global Financial Reporting 
Policy) and James Allen (Head, Capital Markets Policy—Americas Region) of 
the CFA Institute, wrote their own February 10, 2016 letter to the Financial 
Times in which they note that “Efforts by the International Integrated 
Reporting Council to develop a framework for reporting value creation seem 
very much in line with what Mr. Fink is suggesting. We have encouraged 
accounting standard-setters and policymakers globally to think more broadly 
about reporting on strategic objectives as well as about environmental, social 
and governance (ESG) factors.”

http://hbs.us11.list-manage.com/track/click?u=aa4dc7b541f7a50370b54b7d3&id=16066c53a6&e=3e9744d223
http://hbs.us11.list-manage1.com/track/click?u=aa4dc7b541f7a50370b54b7d3&id=fa9a615d36&e=3e9744d223
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THE ERROR OF CORPORATE LEADERS

Duty to the company not shareholders

Agency theory requires directors to obey

 Independence of mind fettered

A company’s health not its shareholder’s wealth

Time has come to challenge maximising shareholder value

Distracts boards from building the company’s health

Professors Stout (Cornell) and Paine (Harvard)
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STRATEGY

Strategy no longer stops at outputs

Board needs to be informed of stakeholder relationships

Board needs to be informed of value creation sources

Board needs to be informed of how the company makes its money 
– inputs to outcomes

Board needs informed oversight

Agenda item: inputs to outcomes – King IV
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DIGITAL STRATEGY

Should every business have a digital strategy?

Rather there must be a business strategy in a digital world

Agenda item: IT Governance and security – King IV

(PwC)
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THE WORLD

The world - not what it used to be

Reporting – not what it used to be

Strategy – not what it used to be

Taxation – not what it used to be

Stakeholders – not what they used to be

Transparency – not what it used to be

Value – not what it used to be

Raising capital – not what it used to be
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OUTCOMES BASED

Revolutionary immensity of integrated thinking

Meets the outraged conscience of society

The error of regulators

Move from a shareholder centric governance model to a company 
centric outcomes based model
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THE THREE SHIFTS

From

‘Silo Reporting’

to 

‘Integrated 

Reporting’

From

‘Short-term 
Capital 

Markets’

to 

‘Sustainable 
Capital 

Markets’

From 

‘Financial 
Capital Market 

System’ 

to 

‘Inclusive 
Capital Market 

System’ 
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THE GOVERNANCE EQUATION

Governance                   

UNIFIED

Governance                                 Enterprise and

principles and                             business judgment

best practice                                 calls (strategy)

B J R
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STEPPED APPROACH

3
_________________

Governance outcomes 
(Intended benefits)

2                     as a value add which can be 

____________________ measured

Principles
(Objectives)
Basic to all organisations

1
______________
Practices - Best international 
practices - flexibility
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APPLY AND EXPLAIN

75 principles in King III

Application register

16 principles in King IV plus one

Apply principles and explain practices

Explain how principles achieved or striving

User draws inference on quality 

And on achieving the outcomes
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PRINCIPLES

Effective leadership in an ethical culture – Principles 1-3

Value creation in a sustainable manner – Principles 4-5

Adequate and effective controls/informed oversight – Principles 6-
15

Trust, confidence in the organisation and legitimacy of operation –
Principle 16
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FOUR OUTCOMES

Ethical culture and effective leadership

Value creation in a sustainable manner

Adequate and effective controls/informed oversight

Trust, good reputation and legitimacy
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BASICS

 I C R A F T

 Incapacity

Good faith, care, skill, diligence

Heart, mind & soul
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IDEAS

Man and nations – idea of limited liability

 Idea of integrated reporting

“Action without vision is only passing time, vision without action is 
merely day dreaming, but vision with action can change the world.” 
Nelson Mandela

 IR is vision with action

We have the light  

Why grope in the dark?

 IIRC Framework and King IV
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