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Cash or Continuity?

When the investors come knocking

In Brief

When eager suitors enter the arena, what should the rules of the game be? Short-
term profit maximization for shareholders, or longer-term value optimization for
stakeholders? When your company is offered a high stock price or an otherwise-
tempting proposition, shouldn’t shareholders accept? Or is the reality more complex
and ambiguous? In this article we revisit assumptions of ‘shareholder primacy’, the
link with fiduciary duty, and find out how and why sustainable performance is
increasingly important not only for organizations, but for investors.

The Investors Are At The Door

In the past 3 years some of the world's most famous
multinationals have been the targets of high-profile
takeover bids. From pharmaceutical company
Allergan, to FMCG giant Unilever, and PPG Industries,
a major producer of paints, coatings and specialty
materials. All bids were rejected by the organizations’
boards, in part due to strategic differences - a conflict
of interest between stakeholder and shareholder
value.

There is a Core Dilemma

How to react to a takeover bid (or other investment
proposition)? The discussion boils down to two
perspectives: short-term profit maximization, versus
longer-term value optimization. Is the investor short-
termist, playing or trading stock on the capital
markets? Or seeking ROl over a longer period, caring
for critical stakeholders (employees, customers and
even the wider community)? Surely, many argue, any
top executive should above all else enrich the owners
of the company he/she is leading? Isn’t this what
fiduciary duty is all about? The answer, we argue, is
no — if ‘owners’ are taken to mean ‘short-term
shareholders.’

The Throne of shareholder supremacy Is
Wobbling

Over forty years the concept of fiduciary duty’ has
fallen prey to a series of misinterpretations, to the
point that it is now widely taken to mean
‘shareholder primacy’. The idea that shareholders
should ultimately dictate the functioning of a
company provides a robust platform for short-term
stakeholder activism, and it has faced some serious
counter-arguments over the years. Two recent
rebuttals include an HBR article: “The Error at the
Heart of Corporate Leadership,” and a dismissal of
shareholder primacy by Lynn Stout as an abstract
economic theory that lacks support form history, law,
or empirical evidence.

3 flaws in the shareholder primacy argument

1 Ignoring key stakeholders can create an
existential threat. Without an engaged,
proficient work force or loyal customer base, a
company will underperform - also financially.
And acting in a socially or environmentally
responsible way is an increasingly important
factor in how people choose where to work or
what to buy.

2 Shareholders are not a single ‘entity’. Different
shareholders have different motivations and
time perspectives.



3 Many shareholders - particularly activist or
hedge fund - are essentially risk-takers. They are
providing capital to enhance short-term
performance and their own portfolios. They
should be distinguished from block holding
investors, or significant owners in family
conglomerates.

It's Time to Re-Frame ‘Fiduciary Duty’

Executives are not ‘agents’ of shareholders, whose job
is to ‘'serve’ their interests as the organization’s
‘owners’. Their duty should be seen as loyalty to the
organization and its sustainable/long-term value. And
that needs to extend beyond organizational walls: to
customers, employees, lenders, and other relevant
stakeholders. If shareholders could be seen as first
among equals, they are certainly not the only major
player a responsible organization must consider.

Investors Have Their Sights On ESG

If potential suitors must demonstrate care for the
long-term interests of organizations, so too must
target organizations. In its 2016 Report on US
Sustainable and Responsible Investing Trends, the US
SIF (Forum for Sustainable and Responsible
Investment) found ESG integration was the most
common strategy for investors in asset-weighted
terms: 62% practice it across $1.5 trillion in assets.
300 money managers practice it in some form, so
that “as much as $5.8 trillion could be engaged in
ESG integration.” These findings are echoed by “Why
and How Investors Use ESG Information” A survey of
413 senior, largely mainstream, investment
professionals with $37 trillion in Assets Under
Management (43% of global institutional AUM). The
authors find 82% using ESG data because it is
“financially material to investment performance”.
Many do so due to growing client demand or formal
mandates. Yet they face barriers: incompatible
reporting across firms, a lack of reporting standards,
and the costs of gathering and analyzing ESG data.

4 Leading Questions

1 If your Board received a takeover bid today, to what extent would its response be led by “shareholder

primacy’?

In Conclusion

It's time to uncouple ‘fiduciary duty’
from ‘shareholder primacy” and
reinstate its true definition: /oyalty and
care to the organization. And ESG
criteria are increasingly important for
organizations - and investors.

Ultimately, it is not shareholders who have
the responsibility of guiding an organization. It
is the board who steers or governs it, and
who shows care (or not) to the organization
and its stakeholders.

Going forward, boards will increasingly need
to weigh up the interests of share and
stakeholders (beyond organizational walls)
when considering sources of capital or their
response to a seductive takeover offer (often
amidst a chorus of stakeholder activism).
Those seeking investment will need to
present compelling ESG evidence.

The question boils down to instant
gratification (short-term shareholder
profitability) versus the longer-term creation
of organizational value, where stakeholders’
interests are taken seriously, and the ‘no-
harm” adage prevails.

= Go to the Full Article >=>

What kind of an organization does your Board envision? At what moral level should it operate?
How important are non-financial objectives? What value do individual Board Members attribute to
sustainability, and ESG criteria? What beliefs? Where are the zones of tension?

4 To what extent are ESG criteria embedded in corporate reporting, and convincing?
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Allergan’s Wrinkles

Headquartered in Dublin, Ireland, the multinational In the past 3 years some of

pharmaceutical company Allergan is perhaps best-known for ’
Botox Cosmetic, a drug widely used in cosmetic surgery. In the world’s most famous

July 2014 the company, which had been performing well, multinationals have been

was presented with an unsolicited takeover bid from an fhe =
alliance between Valeant Pharmaceuticals International and the targets of hlgh proflle

Pershing Square, a hedge fund. takeover bids.

Allergan’s board rejected the offer: Valeant’s planned cuts to Allergan’s F h -
R&D budget did not serve the company’s shareholders and its business AT [PNEHIElEEE }ca company
model was unsustainable. In response, activist shareholder Bill Ackman Allergan, to FMCG giant Unilever,
berated the Allergan board for their failure to do what they were paid to and PPG |ﬂdUStFi€S, d major
do by the ‘company’s owners’. He wrote: “It has been nearly five months DFOdUCEF of paints, coatings and
since Valeant Prgposgd to mergg with Allergan, During this period, speciality materials. All bids were
Allergan has distinguished itself in running the most shareholder- : o ;
. . . . rejected by the organizations
unfriendly, hostile defense process perhaps in the history of corporate ) .
America. In doing so, Allergan has wasted corporate resources, bandS, In pa[t due to strateglc
poisoned its relationship with its shareholders, and destroyed differences - a conflict of interest

shareholder value.” between stakeholder and

shareholder value.
US regulatory documents revealed that Pershing Square, Ackman’s

hedge fund, had over several months purchased 9.7% of Allergan
stock, giving Ackman a clear stake in the proposed takeover. (Ackman,
unsurprisingly, had voted his shares in support of the sale).

The case is cited by Joseph Bower and Lynn Paine in ‘The Error at the Heart of Corporate Leadership’," a Harvard
Business Review article, in support of their argument that the main duty of most CEO’s and Boards is not, contrary to
a widely-held assumption, to maximize shareholder value.

What Bower and Paine could not have predicted as they assembled their thesis was the outcome of the takeover bid.
In December 2017, nearly four years after the Allergan furor, an insider-trading lawsuit was launched against Valeant
and Pershing Square. A settlement’ was reached wherein the two parties agreed to pay $290 million to settle
investor claims, pre-empting the trial set for the following month. Ultimately, the two agreed to share the payout,
Pershing Square paying $193.75 million and Valeant $96.25 million.

This is just one example of a recent series of highly-publicized takeover bids at odds
with the long-term view of the target companies’ boards.



Leveraging Unilever

Amongst the most high-profile takeover
bid is the unsolicited approach to Unilever
by Kraft Heinz (controlled by Warren
Buffett and private equity firm 3G Capital),
in February 2017. Unilever countered that
“it saw no reason to discuss a deal without
financial or strategic merit."

A year on, Unilever CEO Paul Polman seemed to
refer to the abandoned bid"in an address at the
CECP CEO Investor Forum to 200 major investors
representing $25 trillion in assets under
management. Without naming Kraft Heinz, he
referred to “a clash between people who think
about billions of people in the world and some
people that think about a few billionaires.” As the
UK Financial Times reported: “Mr. Polman told
them to stop asking companies like his why they
heeded environmental, social and governance
concerns and start pressing those that did not do
so to explain “why [they] have the courage to
destroy ... this wonderful planet” Investors with a
responsibility to generate long-term returns to
match their pension liabilities had the same
responsibility to ensure that their members “are
retiring in a world they can live in”, he said.”

Painting the Town Red

In 2017, Pittsburgh-based PPG Industries
Inc. a global manufacturer of paints,
coatings, and specialty materials made
three unsolicited takeover proposals to
Dutch AkzoNobel N.V., a global paints,
coatings and specialty chemicals company
(and owner of the Dulux brand). Each was
rejected by AkzoNobel’s management and
supervisory boards. The takeover was not
in the interests of AkzoNobel and its
shareholders, undervaluing the business
and risking substantial job cuts, they said.

The feud sparked an energetic - and public -
debate. Politicians and the business community
supported AkzoNobel amidst fears of a general
sell-off of Dutch multinationals. AkzoNobel’s

Cash or Continuity: 2018

shareholders, on the other hand, reacted angrily.
Their chorus was led by Elliot International L.P, an
activist hedge fund. As a shareholder of
AkzoNobel, it stood to make a substantial profit
on its investment portfolio as a result of the
acquisition.

AkzoNobel was presented with litigation from
Elliot. The hedge fund claimed that, by refusing to
engage with PPG, AkzoNobel’s leadership had
failed to comply with corporate governance
obligations. In a lawsuit brought before the
Enterprise Chamber, Elliot requested a corporate
enquiry and an extraordinary general meeting
with the dismissal of the Chairman of the
Supervisory Board and the appointment of a
special supervisory director on the agenda. The
Enterprise Chamber turned down the request.

Stibbe, the law firm representing AkzoNobel,
states:” “In assessing a takeover proposal, the
management board, under supervision of the
supervisory board, must be guided by the interest
of stakeholders with a view to long-term value
creation... a term frequently used in the new
Dutch Corporate Governance Code. As a result,
the board may reasonably reject a takeover bid
even against the will of the majority of the
shareholders.”

PPG abandoned its pursuit after several months.
However, the battle led to a new CEO, Thierry
Vanlancker, whose nomination was supported by
Elliotl. All legal procedures were suspended, with
three new extra commissioners set to be
appointed. For the third, AkzoNobel declared it
would consult its major shareholders. With its 10
percent holding in AkzoNobel, Elliot would
presumably have a say.
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Barbarians are viewed as ruthless marauders, unconcerned by the
consequences of their corporate raids for their targets” employees, communities

or customers. They take as their sole operating criteria the perspective of profit
at any cost.

Knock Knock - Who's (Really) There?

“Barbarians At the Gate: The Fall of RJR Nabisco”
relates the leveraged buyout - at the time the
largest in history - of RJR Nabisco, an American
tobacco and food conglomerate, famous for
Winston Cigarettes and Oreo Cookies. This modern
business classic recounts a two-month takeover
drama that has earned its place in the annals of
corporate history as a symbol of greed and

egocentricity. It is ultimately the task of the
board, subject to shareholder
The term ‘barbarians’ has been the undertone of a number of press votes, 1o determine whether an
articles reacting to the Unilever and AkzoNobel cases. Barbarians are organization is merged or taken
viewed as ruthless marauders, unconcerned by the consequences of i |
their corporate raids for their targets' employees, communities or over, or not - as _Ong d>
customers. They take as their sole operating criteria the perspective of regulatory boundaries are
profit at any cost. They have few, if any, reservations about carving up respected.
a company and selling out. In that sense, ‘corporate barbarism’ is a

profit-hunting technique that will disregard “corporate life in the

organization” as and when necessary.

When barbarians push at the gates not only of companies but of
national borders, countries can draw on a range of arguments to fend
them off, whether in the name of protecting crucial industries, or
proclaimed independence. However, getting politicians involved in
board processes is a bad, even illegitimate idea. Obviously, politicians
develop policies and execute them at a national level, setting the
boundaries within which individual and corporate citizens are
expected to function. But in the case of AkzoNobel, the politicians
poured (unnecessary) fuel on the fire, by trying to prevent foreign
barbarians to take over perceived national strategic assets. A similar
debate arises when Chinese, or other national investment funds,
attempt to take over strategic assets in the US, UK or European
countries.

It is ultimately the task of the board, subject to shareholder votes, to
determine whether an organization is merged or taken over, or not —
as long as regulatory boundaries are respected.
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Most ‘barbarians’ focus on short-
termism and financials, often
raising stock price in the process.
But they don't necessarily
contribute to long-term success.
The best way to address them is

to have a clear strategy and keep
it firmly in sight.

The Upside of Tough

Whatever the outcry about ‘stakeholder activism’ or
‘barbarians’, it's important to take a balanced view.
Investors have an increasingly keen eye on the
sustainability of their targets’ performance - implying good
ESG performance. And entrenched or lazy boards may
indeed be failing to curate the interests of all shareholders,
whether day-traders, short-term, or block holder. So
shareholder activists may serve a useful purpose:
questioning the legitimacy of CEO bonuses or ruffling the
feathers of an entrenched board.

Most, however, focus on short-termism and financials, often raising
stock price in the process. But they don't necessarily contribute to
long-term success. The best way to address “barbarians” is to have a
clear strategy and keep it firmly in sight'".

This is one of the reasons for which traditional Anglo-Saxon corporate
governance practices suggest having a majority of independent, non-
executive directors on boards, looking after the interests of the
organization. This focus on board independence makes sense in the
US and the UK, because of dispersed ownership, as in the case of
Unilever and AkzoNobel.

In contrast to the US and the UK, many organizations in mainland
Europe and Asia are family businesses, or fully or partially state-

owned. Their ownership is usually concentrated in the hands of a few, or with a body of historically-grown reference
shareholders (block holders). These long-term investors will less easily be swayed by minority activists. Still, the
psychological tendencies are similar: how to protect reference shareholders and the board?

Cash or Continuity? The Core Dilemma

Essentially, the discussion boils down to two different perspectives:

Short-term profit maximization,
obeying shareholder primacy

'S Longer-term optimization of earnings,
respecting and validating relevant
stakeholders

Ideally, the answer will depend on the orientation of the potential investor: short-term-focused
and playing/trading stock on the capital markets, or seeking to secure ROI over a longer period,
caring for the stakeholders that make or break the company (employees, customers and even the

wider community).

Cash or Continuity: 2018
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The wobbling throne of
shareholder supremacy

Surely any top executive, under all circumstances, should
undertake all endeavors to enrich the owners of the
company he/she is leading (as fiduciary duty seems to
claim)? The answer is 0.

Over the past forty years, the concept of ‘fiduciary duty’ has
fallen prey to a series of eloquent misinterpretations, to the
point that it is now widely understood as meaning
‘shareholder primacy’.

We can trace this concept back to a New York Times article
published in 1970. Penned by the American economist
Milton Friedman, the article was uncompromisingly titled:
“The Social Responsibility of Business Is to Increase Its
Profits.”

Over the following years, a number of convincing arguments have
arisen to gradually dismantle the notion of shareholder primacy - and
reinstate the true meaning of fiduciary duty.

Earlier, we referred to a recent Harvard Business Review article “The
Error at the Heart of Corporate Leadership.” However, even if this is
one of the latest counter-theses, it is certainly not the first.

Back in 1984, R Edward Freeman, an American Philosopher and
Professor Business Administration published his seminal work:
“Strategic Management: A Stakeholder Approach.”™ In it, Freeman
outlines his “stakeholder theory” of organizational management and
business ethics. This sets out how management can and should address
the interests of a corporation’s stakeholder groups, according to “the
principle of what really counts.” Shareholders, Freeman argues, are
only one of several parties involved in fiduciary duty.

Lynn Stout is an expert in corporate governance, financial regulation
and moral behavior. Her publications include the award-winning book:
“The Shareholder Value Myth: How Putting Shareholders First Harms
Investors, Corporations and the Public.” In a 2013 article, “The Myth of
Shareholder Value™ Professor Stout is sweeping in her dismissal of
shareholder primacy, describing it as “an abstract economic theory
that lacks support form history, law, or the empirical evidence. In fact,
the idea of a single shareholder value is intellectually coherent.”
Ironically, three prominent columnists have published articles
questioning Milton Friedman's proposition in the same newspaper that
first showcased it, the article reveals.

Cash or Continuity: 2018 8

Lynn Stout is sweeping in
her dismissal of
shareholder primacy
describing it as “an abstract
economic theory that lacks
support form history, law, or
the empirical evidence. In
fact, the idea of a single
shareholder value is
intellectually coherent.”
Ironically, three prominent
columnists have published
articles questioning Milton
Friedman’s proposition in the
same newspaper that first
showcased it, the article
reveals.
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Shareholder Primacy - 3 Counter-Arguments

Here are just three flaws in the notion that shareholders should
dictate the functioning of a company.

Failing to take account of key stakeholders can create an existential threat

Acting in a socially or
environmentally responsible way is
becoming critical in the way people
decide where to work or what to
buy. If (particularly millennial)
employees or clients don't feel a
company is responsible, it will have a
hard time attracting or retaining
talent, or convincing customers who
want ‘untainted” products. And as ROI
suffers, so will shareholders.

Australia’s Commonwealth Bank (CB) systematically misled the
Australian Securities and Investments Commission over its widespread
selling of junk insurance to students, pensioners and the unemployed.
As aresult, in 2017, CB finally agreed to reimburse about 64,000
customers X,

The same year, the UK Financial Times reported that UK banks
(including HSBC, Barclays, and Lloyds) had reserved over £1.5bn
(USS$2.1bn) to handle a rise in claims for mis-sold payment protection
insurance schemes (PPls), taking the total cost of “the costliest mis-
selling debacle in the history of UK consumer financial services” to
more than £35 bn

Shareholders cannot be viewed as a single ‘entity’

If it is the organization’s mission to provide great products and services that do not harm people or the
environment, then providers of capital should be fairly remunerated. Shareholders who align with that
mission and are willing to hold onto their stock for a certain period (beyond seconds, minutes or days, short
term speculation without care or loyalty) deserve to be treated well. But even that does not justify making
such shareholders sovereigns of the organization, or adhering to the dictates of shareholder supremacy.

Many shareholders are essentially risk-takers

Here we come back to the problem we raised at the outset of our article. Many investors or shareholders
who subscribed to an IPO, or after-an-1PO-equity-trading are providing capital to enhance the short-term
performance of the organization, and their own portfolios.

Cash or Continuity: 2018
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It's Time to Re-Frame the Concept of Fiduciary Duty

Far from being Milton Friedman’s ‘agent’ of shareholders, whose job is to
serve their interests in their capacity of the organization’s ‘owners’, we
can arque that executives’ duty of loyalty should be literally interpreted as
loyalty to the organization and its sustainable or long term valve.

And that duty needs to extend beyond organizational walls. An
organization should take care of its customers, its employees, (who may
well have higher stakes than investors), and its lenders. So whilst
shareholders could be seen as /irst among equals, they are certainly not
the only major player a responsible organization needs to consider.

Investors Have Their Sights On ESG

A significant shift is underway in the mindset of some of the world’s
most influential investors. Not only must potential suitors
demonstrate that they have the long-term interests of organizations
firmly in their sights - so, too, must ‘arget organizations.

In his Annual Letter to CEOs, Larry Fink, Chairman and CEO of BlackRock, the
world’s largest asset manager with $6.3 trillion in assets, clearly confirmed his
expectation that businesses operate in a sustainable way, adopting the wider
stakeholder perspective: “Society is demanding that companies, both public
and private, serve a social purpose. To prosper over time, every company must
not only deliver financial performance, but also show how it makes a positive
contribution to society. Companies must benefit all of their stakeholders,
including shareholders, employees, customers, and the communities in which
they serve.

Without a sense of purpose, no company, either public or private, can achieve
its full potential. It will ultimately lose the license to operate from key
stakeholders. It will succumb to short-term pressures to distribute earnings,
and in the process, sacrifice investments in employee development, innovation,
and capital expenditures that articulate a clearer goal, even if that goal serves
only the shortest and narrowest of objectives. And ultimately, that company
will provide subpar returns to the investors who depend on it to finance their
retirement, home purchase, or higher education.”

Cash or Continuity: 2018 10

Without a sense of purpose, no
company... can achieve its full
potential. It will ultimately lose
the license to operate from key
stakeholders. It will succumb to
short-term pressures to
distribute earnings, and in the
process, sacrifice investments in
employee development,
innovation, and capital
expenditures that articulate a
clearer goal, even if that goal
serves only the shortest and
narrowest of objectives. And
ultimately, that company will
provide subpar returns to the
investors who depend on it to
finance their retirement, home
purchase, or higher education.”

Larry Fink, Chairman and CEO,
BlackRock
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300 money managers are practicing

The US SIF (Forum For Sustainable and Responsible Investment) aims “to some form of ESG incorporation. This
rapidly shift investment practices towards sustainability focusing on long- means that the potential amount of
term investment and the generation of positive social and environmental : . .

impacts.” money engaged in ESG integration
Its membership spans management and advisory firms, mutual fund companies, could be up to:

asset owners, financial planners and advisors, and broker-dealers. Its 2016 Report
on US Sustainable and Responsible Investing Trends reveals ESG integration to be
the most common strategy in asset-weighted terms: 62% of 100 survey

respondents practice it across $1.5 trillion in assets. The report also identifies 300
money managers as practicing some form of ESG incorporation, extrapolating that $ 5 - 8 t rn

“as much as $5.8 trillion could be engaged in ESG integration.”

These findings are echoed in other surveys, including a report cited by the HBR in its

introduction to The Best-Performing CEOs in the World 2017*%. Amir Amel-Zadeh and George

of investment professionals use Sarafeim (Oxford University’s Said Business School and Harvard Business School) sampled 413
senior, largely mainstream, investment professionals with $31 trillion in assets under
management (43% of global institutional AUM).

ESG Data use | Drivers and Barriers

=>» Growth in client demand
Examining investors’ motivations to consider ESG data, = Formal client mandates.

the paper® reveals 82% use it because it is “financially material to g
investment performance”. A significant percentage are responding to a &

growth in client demand, or formal client mandates. They face barriers,

ESG data because it is
“financially material to
investment performance.”

however. The biggest is the lack of comparability of reporting across firms, => Incomparable reporting

with a lack of reporting standards as a major inhibitor. Also problematic are => Llack of reporting standards
the costs of gathering and analyzing ESG data, and quantifying ESG ﬁﬂ.ﬂ:’ => Costs of gathering, analyzing
information. Qéﬁ and quantifying ESG data and

information

Still Some Way To Go

Beside the positive indicators found by Amel-Zadeh and Sarafeim, some still consider ESG to be irrelevant or
inappropriate: 22% of US investors (versus 4% of European peers) not only consider ESG information immaterial to
investment performance, but think that using it would even violate their 'fiduciary duty’ (8% of European investors
hold that opinion). However, they remain the minority, and given the increasing evidence in favor of ESG
compliance, that minority may be set to shrink further still.
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The Step From Smart, to Wise

In a recent Amrop global study, “Wise
Decision-Making: Stepping Up to
Sustainable Business Performancex” we
arque that accomplished, or smart decision-
making, (commercial or reasonable), whilst

> o - Socio-ethically &
essential, will no longer earn organizations R ) enmentally
the legitimacy to operate. Going forward, vable mthe sport | 2nd enha *1  sustainable

. lable In the short =
leaders will not only need to be term

accomplished or smart, but wise: making

decisions in @ way that is socio-ethically

and environmentally sustainable. In short,
not just reasonable, but responsible.

The study assesses individual leadership characteristics, factors within the scope of leaders’ control. It is organized
along 3 pillars. Self Leadership (how leaders exercise self-governance and managerial wisdom), Motivational Drivers
(what drive leaders’ choices) and Hygienes (how leader nourish their decision-making ‘health’).

3 Pillars of wise Decision Making

01

SELF
LEADERSHIP

Wise decision-making means taking
ecologically and socio-ethically sound
decisions in a pragmatic way - one that
acknowledges the difficulties, dilemmas
and gray areas of modern business. Wise
Feedback-Seeking leaders are able to surmount ethical
barriers and take enlightened, responsible
decisions. They give due respect to all
Mindfulness stakeholders involved in creating value for
el the organization, as one should expect
from anyone who takes the duty of loyalty
and care seriously.

Experience

Reflection Leadership

Purpose
Affective 0 2

Intelligence

03

MOTIVATIONAL
DRIVERS

Cognitive Career Choices

Intelligence

HYGIENES

Guiding Framework

The study reveals that whilst leaders are on the path from smart to wise, they are missing vital steps and
opportunities — for example, in stopping a decision in the face of counter-evidence, or involving diverse, qualified
(and especially confrontational) stakeholders in decisions, risking groupthink and commitment bias. And if the moral
puiding light is certainly in sight, with leaders placing a high emphasis on wise decision-making, it is often lost in the
clouds, with the majority reporting that they have faced ethical blockages during the past 3 years, mainly due to
profit imperatives, local business culture and practices, and the demands of other leaders in the organization.

It concludes with a set of leading questions for boards concerning organizational strategy. Whether the
investors are knocking, or you are seeking investment, overleaf are just some of them.
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Leading Questions

Supposing your
organization received
a takeover bid today...

 Z

How likely would it be
to follow the
shareholder primacy
argument? What
strategic or tactical
argument for accepting
or declining?

To what extent are ESG
criteria embedded in
corporate reporting,
and convincing?

Cash or Continuity: 2018

How does your organization
balance shareholder and
stakeholder perspectives?

How important are non-
financial objectives currently
considered to be, when it
comes to sustainable
performance? What should
be the business case, in your
view?

@%’
ar

7

How do you 9

envision the
creation of a
high-performing
board?

13

What kind of an
organization does the
Board envision? At
what moral level
should it operate?

What value do
individual Board
Members attribute to
sustainability, and ESG
criteria? What beliefs?

E.g. vital for a legitimate
organization, old wine in
new bottles, hidden
socialism, or a PR
exercise? Where are the
zones of tension (and/or
CoNsensus)?

Is there the right
chemistry among board
members to fulfill the
duty of loyalty and care
as a group?
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