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Board Leadership

“A successful company is led by an 
effective and entrepreneurial board, 
whose role is to promote the long-
term sustainable success of the 
company, generating value for 
shareholders and contributing to 
wider society.”

– The UK Corporate Governance Code, 2018
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Composition of the Board

▪Chair & Non-Executive Directors (NEDs)

▪CEO  & Executive Directors

▪Unitary board

▪Tiered board
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1. Strategy

2. Performance 

3. Risk

4. People

1. Integrity 

2. Judgement.

3. Willingness to 

challenge.

4. Interpersonal 

skills

1. Former employee

2. Business 

relationship

3. Holding too many 

NED posts

4. Insufficient time

Role Skills Threats to Independence
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Non-executive Directors (NEDs)
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Real world example: Royal Bank of Scotland (RBS)

To prevent collapse the UK government injected 

£45.5bn of equity capital: that stake is now worth about 

£20bn 

But this loss is only a small part …..RBS’s failure 

imposed large costs on UK citizens …..unemployment 

for many, losses of income and wealth for many more. 

“The multiple poor decisions that RBS made suggest 

that there are likely to have been underlying 

deficiencies in RBS management, governance and 

culture which made it prone to make poor decisions.”

https://www.fca.org.uk/publication/corporate/fsa-rbs.pdf
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Every company should 
develop its own 
induction programme 
tailored to the company 
needs

Companies need to 
provide resources for 
developing the skills of 
their directors

Appraisal of directors' 
performance is aimed at 
improving effectiveness 
of the whole board

9

Induction, CPD and Performance
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Activity

10

Work through Activity 1 CPD
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Activity
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Answer to Activity 1 CPD
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Technical articles: Board issues

Technical article 

Diversifying the 
board

Independence as a 
concept in corporate 

governance

Click the box below to 
open the article on 
accaglobal

https://www.accaglobal.com/lk/en/student/exam-support-resources/professional-exams-study-resources/strategic-business-leader/technical-articles/diversifying-the-board.html
https://www.accaglobal.com/uk/en/student/exam-support-resources/professional-exams-study-resources/strategic-business-leader/technical-articles/independence-as-a-concept-in-corporate-governance.html#:~:text=Independence%20is%20a%20quality%20that,course%20of%20action%20being%20taken.
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Committees are formed to carry out specific
functions that cannot be carried out effectively
by the main board

Board Committees

The most common board committees:

• Remuneration

• Nominations

• Risk

• Audit
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Remuneration Committee

▪ In the 1980s, CEOs of the largest 350 US companies earned 20 times 
more than a typical worker;

▪ By 2014 that ratio had grown to 303 times 
Mishel and Davis, Economic Policy Institute, 2015

Best practice:

• Executive does not set their own pay

• Establish a remuneration committee

• Staff it with independent NEDs

• Communicate with shareholders
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Activity

16

Work through Activity 1 

Remuneration Committee
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Answer to Activity 1 – Remuneration Committee 
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Nomination Committee

In many jurisdictions, a nominations committee is a requirement for listed companies 
and is recognised as "best practice" for all companies of a reasonable size.

Principal Duties

The nominations committee leads the 

process for board appointments and makes 

recommendations to the board.

Benefits

• Independent & transparent

• Leaves EDs free to run the business

• Succession planning



© ACCA

Role

▪ Sets risk management strategy

▪ Defines risk appetite

▪ Reviews risk procedures

▪ Guides the board

▪ Monitors risks

Advantages

▪ Can use independent experts

▪ Ensures risk is considered

Disadvantages

▪ Creates potential delays in risks being reported to Board

▪ The main Board may see risk as not being their concern 20

Risk Committee
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Activity

21

Work through Activity 2 

Risk Committee
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Answer to Activity
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Role

The primary role of an audit committee is to oversee the financial reporting systems 
to ensure that the financial statements show a true and fair view.

Composition

The members of the audit committee should be 
independent from management.

The UK Code recommends the committee should 
consist of at least three non-executive directors.

24

Audit Committee
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Example 1 Enron’s Audit Committee (AC)

Chair’s spouse was paid 
by Enron as a lobbyist 

Most AC 
members had 
no financial 
experience

Staff members had no 
direct access to AC

One AC member 
was paid as a 

consultant
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Remunerating Directors
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Activity

27

Work through Activity 3 

Benefits of PRP
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Answer to Activity
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Share options

Best practice when awarding share-

based incentives.

▪ Share-based incentives should link 

reward to performance over the long 

term

▪ No “vesting” in the short term

▪ Require a post-vesting holding 

period
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Patisserie Valerie Executive Share Options

Patisserie Valerie was an AIM quoted company with a 

valuation in excess of £400 million.

• February 2018,  the executive directors both 

exercised their options to purchase 1.6 million 

shares at the exercise price of £1.70 per share.

• They then promptly sold the shares, at the market 

price (> £3.00 per share) making a profit of almost 

£3 million

• In October 2018, the company announced it had 

uncovered significant accounting irregularities".

A criminal investigation by the Serious Fraud Office is 

still ongoing.
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Regulatory

▪ Shareholders vote on:

• Remuneration policy

• Remuneration Report

▪ Directors are re-appointed by shareholder 

vote

▪ Directors and the head of the audit, 

remuneration and nomination committees 

should be accessible to shareholders to 

answer questions

“Around 10% of companies 

received ‘low votes’ on the 

remuneration report (less 

than 80% of votes in favour).

Three companies lost a 

shareholder vote on 

remuneration”

Directors’ remuneration in FTSE 250 

companies

The Deloitte Academy

October 2018
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Exam focus

▪Previous SBL exams have required candidates to assesses the role 
and value of non-executive directors.

▪Another exam asked for the advantages and disadvantages of a CEO 
becoming Chair of the board.

▪Simply repeating the role and value of NEDs in general terms, or 
pointing out that the Chair should be independent, would score few 
marks.

▪SBL exams require candidates to apply their knowledge to the situation 
described, drawing on the circumstances of the organisations in each 
scenario.
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Exam focus

▪ Past SBL exams have required candidates to suggest changes to the corporate 
governance arrangements in an organisation that has moved from being 
privately-owned and run to one with external stakeholders.

▪ Candidates were expected to identify the need to introduce more formal 
governance structures, including establishing supporting committees where 
required.

▪ This included:

• Setting up a separate nomination committee

• Linking remuneration to performance

• An emphasis on risk management

• Enhanced relations with shareholders
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Chapter 11: Summary

▪ Every company requires an effective board which is collectively responsible for the company's 
success.

▪ The board's role is to provide entrepreneurial leadership within a framework of effective controls 
which enables risk to be assessed and managed.

▪ There should be a clear division of responsibilities at the head of the company between the 
running of the board (chair) and the executive responsibility for the running of the business 
(CEO).

▪ Non-executive directors (NEDs) should be assigned to tasks in which conflicts of interest may 
arise if performed by executives.

▪ NEDs should constructively challenge the board and contribute to the business strategy.

▪ In a two-tier structure, a separate supervisory board effectively performs the role of NEDs.

▪ The board and its committees should have the appropriate balance of skills,

▪ There should be a formal, rigorous and transparent procedure for the appointment of new 
directors.

▪ The chair should identify the development requirements of the board and its individual members.

▪ The board should undertake a formal and rigorous annual evaluation of its own performance.
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Chapter 11: Summary

▪ Boards may delegate tasks to sub-committees to allow specialisation and to avoid 
conflicts of interest.

▪ The risk committee oversees the risk management process.

▪ The audit committee provides an independent review of financial reports. 

▪ The nominations committee selects candidates to fill board vacancies.

▪ The remuneration committee, consisting of NEDs, proposes the remuneration of directors.

o Directors' remuneration should be aligned with the objectives of the business

o Remuneration policies should be disclosed 

o Shareholders given the opportunity to vote on them 

o The major part of directors' remuneration packages should be performance related
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Chapter 11: Practice question 

Study Question Bank

Lum 1 hour

For SBL

➢Attempt the Study Question Bank questions listed above after studying this chapter

➢Attempt Revision Question Bank questions in your revision phase, after studying all chapters

Study Question Bank

Boom Co 55 mins
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Thank you
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