A checklist for new directors
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Introduction
This checklist is designed to close the gap between non-executive directors detachment leading to their not knowing enough about the business and the close involvement of executive directors leading to their lack of independence.
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Knowledge of the company

This concerns the company and its corporate governance with the induction led by the Chairman, the more longer-serving directors and the company secretary.

Ownership and power

· Balance of equity and voting power

· Past changes in equity and voting power and how this power has been used

· Future changes in voting power

· Effectiveness of anti-takeover provisions, particularly in family-owned companies
· Impact of the membership on the corporate governance of companies limited by guarantee and how this may change in the future

· Board communication with the members

· Attempts by members to influence / direct corporate affairs

Governance rules, regulations and company law

· Study the memorandum and articles of association. Note that the Companies Act 2006 no longer demands the companies have a memorandum

· Consider the relevance of the listing rules for a public company and how these will impact on the role of the director of a company

· Broad understanding of company law in the local jurisdiction.

Note that these requirements can no longer be reasonably delegated to suitable qualified professionals. Directors who are not lawyers, accountants and company secretaries are reasonably required to be aware of company law in most jurisdictions in the world.
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Board structure, membership and process

· What is the structure of the board – the balance between non-executive and executive directors?

· Is this appropriate?

· How independent are the non-executive directors or is there a connection with the company?

· Are the roles of Chairman and Chief Executive / Managing Director performed by different individuals, and if not, is the board dominated by the individual, preventing independent thought?

· Who are the other directors and are they known to you?

· What is their background, experience and reputation?

· Is the chemistry of the board appropriate for you? Talk to the other directors independently before appointment to establish this.

· What is the succession plan for key directors and senior management?

· Is there a strategy for board development in the event that the company outgrows the board?

· What is the frequency of board meetings and typically how long do they last?

· What role does the Chairman play?

· Ask for a copy of recent board meeting agenda and minutes

· How is the board run? Are the committees (executive, audit, remuneration, nomination)? What are their membership, chairmanship and style?

· Study the information that directors routinely receive, study the reports, and consider the adequacy of performance measures

· Does the board receive presentations and briefings from non-board senior executives?

· Do the board meet with the auditors from time to time?
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The business

· A director needs to know enough about the business as a whole to be able to make a positive contribution to strategic direction and decision-making. Non-executive directors from outside of the business are required to acquire this knowledge, but for functional managers promoted to director, they need to know about the business outside of their functional comfort zone

· Ensure that functional managers do not see the company through the blinkers of their own expertise

Basic business processes

· Outline the fundamental steps in the added-value chain of the business or its network

· What are the crucial risks facing the business and where are these and what are its key success factors?

· What are the basic business inputs – where they come from and who provides them?

· Which add value and add most to competitive advantage and which drive costs?

· What are the core competences or capabilities of the business?

· Who are the key customers and what are the markets served?

· What are the key products and what are their unique selling points?

Corporate strategy

· What is the mission statement and what are the core values?

· Is there a shared view of the business direction, clearly articulated strategies, plans and projects?

· If not, what is the broad direction of the business, what strategies are emergent from recent actions (organic growth through investment, acquisition, divestment)

· View process manuals and policies (eg customer pricing and credit policies)

· Who are the main competitors and what are their competitive advantages and disadvantages? What strategies are they pursuing?

· Are there potential new entrants to the markets or emerging products, markets or technological developments that could provide alternative competition?

· What strategic alliances does the business have?

· How is strategic change and strategy formulation initiated – from the board, CEO or senior management?

Organisation, management and people

· What is the formal organisational structure and how does it work in practice?

· Form a view of management culture and style across the whole business, particularly if it’s an international business

· What management controls are used, eg budgetary control, profit centres, balanced scorecard

· Is there a formal enterprise risk management system?

· What performance measures are used and are they integrated with reward systems? What are the reward systems?

· How many employees are there across the various parts of the business? What are the characteristics of the workforce? Is it unionised and if that is important, is there a policy towards them?

· What are the employment and remuneration policies?

· Current assessment of the business and what needs to be done to enhance performance
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The financials

· What are the trends in the last few years’ annual report and statutory accounts and what conclusions can be drawn from trends in basic ratio analysis? Include different segments of the business as well as its subsidiaries and associates

· What are the future projections of this performance and how does this compare to each of history, competitors and other similar industries?

· What is the financial structure – both financial gearing and operating gearing? What are the implications of financing for the future of the business, particularly if interest rates were to change?

· Who are the auditors? Review a copy of the management letter
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Expectations on appointment

· Before accepting nomination, the director needs to understand the expectations that are made of him/her of the Chairman, the board and other relevant stakeholders.

· What is the reason for nominating you for the position – particular knowledge, special skill, experience that can be brought to the board, special channel or communication

· Can you fulfil these expectations and if not what further training, knowledge, information or skills are required?

· How much are you expected to give to the board and its committees and other aspects of the company’s affairs, for attending meetings, briefings, discussions, visits and other preparation? If a non-executive director, this needs to fit in with the demands of other interests and executive directors that these expectations are harmonised with their duties under the contract of employment.

· Confirm that you have access to all of the information that you need to fulfil your duties – formal board papers but additional information as required

· Can you talk to the senior management team and if so under what circumstances?

· What are the contractual relationships that you have with the company, what are the terms of the appointment, and is there a written contract or a formal letter from the Chairman?

· What is the length of the appointment and under what terms would a re-appointment be made, and what is the likelihood of this?

· What is the basis of remuneration and what is the manner of review?

· What are the details of the directors and officers insurance?
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