The Conference Board of Canada
Insights You Can Count On

Report June 2008

-'

The Role of the Board of Directors
in Corporate Social Responsibility



The Conference Board of Canada

Insights You Can Count On

The Role of the Board of Directors in Corporate Social Responsibility

by Coro Strandberg, Strandberg Consulting

About The Conference
Board of Canada

We are:

*

©2008 The Conference Board of Canada*

The foremost, independent, not-for-profit applied
research organization in Canada.

Objective and non-partisan. We do not lobby
for specific interests.

Funded exclusively through the fees we charge
for services to the private and public sectors.
Experts in running conferences but also at con-
ducting, publishing, and disseminating research;
helping people network; developing individual
leadership skills; and building organizational
capacity.

Specialists in economic trends, as well

as organizational performance and public
policy issues.

Not a government department or agency,
although we are often hired to provide
services for all levels of government.
Independent from, but affiliated with, The
Conference Board, Inc. of New York, which
serves nearly 2,000 companies in 60 nations
and has offices in Brussels and Hong Kong.

Printed in Canada e All rights reserved

ISSN 0827-1070 « ISBN 978-0-88763-843-5
Agreement No. 40063028

*Incorporated as AERIC Inc.

Forecasts and research often involve numerous assumptions and data
sources, and are subject to inherent risks and uncertainties. This information
is not intended as specific investment, accounting, legal, or tax advice.

©

Preface

Our publication National Corporate Social
Responsibility Report (2004) provided valuable infor-
mation for Canadian corporations looking to achieve
the appropriate balance between corporate and com-
munity interests. The Conference Board of Canada and
Strandberg Consulting recently completed a study on
the role of the board of directors in corporate social
responsibility (CSR). The goal of this study was to
identify current CSR approaches and trends as they
relate to the role of the board of directors. The study
considered CSR issues in order to provide guidance
to boards as they deal with CSR matters.

This report demonstrates that Canada’s corporations are
focusing more on CSR operations than on CSR governance.
Furthermore, current good practices in CSR governance
reveal a “CSR road map” for boards seeking to improve
their performance in this area. Finally, the report provides
information about the different board approaches to over-
sight and review of CSR activities.

About the Author

Coro Strandberg is Principal of Strandberg Consulting, a

B.C.-based consultancy providing strategic advice and sup-
port to organizations integrating social, environmental, and
ethical principles into the marketplace. For over 25 years
she has worked in the sustainability field. She has served
on a number of boards, including three years as Chair-

person of Vancity Credit Union, a Canadian leader in cor-
porate social responsibility. See: www.corostrandberg.com.
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The Role of the Board of Directors

in Corporate Social Responsibility

At a Glance
+ A gap exists in board oversight and the

strategic direction setting of corporate environ-

mental, social, and ethical performance—maore
firms are currently focused on corporate social
responsibility (CSR) operations than on CSR

governance.

There is a trend toward greater consideration
of CSR by boards. This trend is driven by the
growing CSR business case and by institutional
shareholders with long-term investment hor-
izons. The result is the “mainstreaming” of
CSR as a governance concern.

Current good practice in CSR governance
reveals a “CSR road map” for boards seeking
to improve their performance in this area. Key
steps include building CSR into the firm’s mis-
sion and values, communicating the board’s
commitment internally and externally, building
CSR into risk management and business strat-
egy, providing oversight on CSR performance
and progress toward targets, and reporting on
CSR performance.

Some boards create CSR committees to pro-
vide more focused oversight and review. This
is especially true in the early days of CSR
integration.

orporate governance is on the radar of corpora-

tions, regulators, and stakeholders as never

before. With the media dominated in recent
years by such issues as the sub-prime mortgage lending
crisis, unregulated greenhouse gas emissions, and the
ethical failures of Enron, Worldcom, and others, the role
of the firm in society is coming under greater scrutiny.
Global companies are subject to increasing demands—
from activists, employees, and investors—for responsible
social and environmental behaviours. As the first decade
of the 21st century enters its final years, we see that the
trajectory of corporate governance and corporate social
responsibility (CSR) trends are meeting head-on.

This report examines these two trends to determine how
they might play out in the years ahead and to give guid-
ance to Canadian and other companies as they seek to
improve shareholder value and to sustain their fortunes
over time. The study looks into the trends and drivers of
CSR governance, wherein CSR moves beyond oper-
ations and into the boardroom.

In Canada and elsewhere, a gap exists in board over-
sight and the strategic direction setting of corporate
environmental, social, and ethical performance—with
more firms focused at present on CSR operations than
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on governance. In 2007, fewer than 10 Canadian firms
reported having CSR or sustainability explicitly in their
governance mandates. This is disquieting given that firms
in the Western world are paying greater attention to their
licence to operate, the impact of their operations on the
environment, and the health of their employees. It has
been clearly established that companies that consider their
social and environmental performance are more success-
ful over the long term. Boards, with their responsibility
to protect and enhance shareholder value, must consider
all aspects of their firms’ performance—non-financial
as well as financial.

What are the reasons for this gap? Corporate governance
is characterized by a lack of common rules and standards,
and corporate legislation speaks to fiduciary requirements
of directors. In this vacuum, directors have not had the
guidance required to understand their role in considering
a firm’s social and environmental risks and opportunities.
Increasingly, however, voluntary standards—such as the
Organisation for Economic Co-operation and Development
(OECD) principles referred to in this report—are laying
out a CSR mandate for boards that suggests boards should
take stakeholder views into account in their decision mak-
ing and strategy setting. These standards, along with the
actions of leading CSR firms, are paving the way for the
evolution of CSR governance in the years ahead. Indeed,
according to those interviewed for this report, there will
be a slow but inexorable move toward boardroom CSR
over the coming decade.

This trend is driven increasingly by the CSR business
case and by institutional shareholders with long-term
time horizons. The result is predicted to be the “main-
streaming” of CSR as a governance concern. While lim-
ited in Canada, firms in the United States and Europe are
establishing CSR commiittees, a clear indicator of these
board priorities.

Research conducted for this study of 18 Canadian and

international directors of boards with CSR committees

reveals that there are three different board orientations

to CSR:

+ astakeholder model, in which boards focus primarily
on stakeholder concerns;

¢ an integrated approach, in which boards speak to
integrating social and environmental factors
throughout the firm; and

* a systemic approach, in which CSR is perceived as
a key driver of firm innovation and performance,
wherein firm purpose is informed by a strategic
social change agenda.

These same interviewees also pointed to a number of
barriers to CSR governance—in particular, an unarticulated
CSR business case, group think, and the mindset of the
board chairperson. Success, on the other hand, is attrib-
uted to a strong internal culture and leadership for CSR
and a strong CSR business case. To overcome barriers and
reinforce conditions of success, the research reveals that
it is essential to develop the firm’s CSR business case,
establish a values framework for the firm, and build dir-
ector knowledge of CSR trends, risks, and opportunities.

According to those interviewed for this report, there
will be a slow but inexorahle move toward hoardroom
CSR over the coming decade.

In order to understand the underlying factors of CSR
governance, this study builds upon interviews with direc-
tors of leading CSR firms and global CSR governance
thought leaders (see Appendix C for a list) and a litera-
ture review of publications on this topic between 2000
and 2006. This review revealed a few interesting discon-
nections between CSR governance theory and how it is
practiced by leading firms today. Particularly, it showed
that there is not a strong orientation among boards toward
incorporating CSR into firm strategy, nor are boards
reviewing and approving CSR reports, as recommended
in the literature and by thought leaders. While there is a
literature stream that argues for direct board engagement
with stakeholders, this is neither borne out in current
practice nor strongly advised by CSR thought leaders.
These differences highlight the front on which CSR
governance will likely evolve in the years ahead.

Although there were differences in how boards approached
their CSR role and in how informed observers believe
they should consider CSR, there were also sufficient



commonalities to make it possible to define a “CSR
road map” for boards seeking to improve their perform-
ance in this area. Six key steps are necessary to start
along this path, followed by an additional six steps to
deepen board CSR practice. (These are found in the
exhibit on page 26.)

Another area of debate arose between those who believe
that CSR should be managed as a distinct firm and board
activity (a “focused” approach) and others who are strong
in their view that CSR should be integrated into all firm
deliberations (an “embedded” approach) and not treated
as an independent silo. It is likely true that there is no one
right answer to the question of what particular style a
board should adopt; but it is worthwhile noting that
different paths can still reach similar ends.
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In summary, this report maintains that good corporate
governance will be redefined over this decade to include
ways in which a board provides oversight and strategic
direction on the firm’s social and environmental perform-
ance. Key issues to be studied so as to better understand
how this trend will evolve include the critical role of the
firm’s CEO and chair and their influence on the board’s
uptake of CSR. As well, the integration of CSR into the
firm’s performance management system and strategic
planning (both of which come under the influence of the
board of directors) will have a profound effect on CSR
performance in the years ahead.






Introduction

Chapter Summary

+ Corporate social responsibility (CSR) and cor-
porate governance are converging as a result
of global forces.

+ This report explores the basic premise that there
is a relationship between CSR and corporate
governance.

+ Executives are increasingly realizing the strategic
significance of social and environmental issues,
making CSR a boardroom issue.

+ This report provides a baseline understanding
of how boards are implementing CSR mandates
in order to advance good corporate governance
practice.

+ By reading this report, directors will be better
positioned to consider the importance of CSR
and their oversight role.

ompany boards are under the spotlight as never

before. The focus has been on their oversight

role ever since the great unravelling of Enron,
WorldCom, and other large corporations earlier this dec-
ade. In an attempt to rebuild public trust and reassure
nervous investors, the corporate community and state
regulators rushed to modernize corporate governance
regimes. Parallel to these developments, momentum

continued to build within best practice corporations to
develop and integrate a corporate social responsibility
(CSR) ethic. Somewhere along the way, these trends
converged in a discussion among CSR and corporate
governance thought leaders, shareholder activists, cam-
paigning non-governmental organizations (NGOs), rating
agencies, and leading corporate practitioners. What, they
asked, is the board’s role in the oversight, strategy, and
disclosure of the firm’s social, ethical, and environmental
performance?

This report explores the basic premise that there is

a relationship between corporate social responsibility
and corporate governance; this recognition places new
demands on corporate boards and directors.

This report addresses this question and provides a road
map for directors seeking to fulfill their fiduciary respon-
sibilities and for investors looking for indicators of cor-
porate strength and integrity. It explores the basic premise
that there is a relationship between corporate social
responsibility! and corporate governance,? and that this

1 Draft ISO CSR guidelines define CSR as “the responsibility of an
organization for the impact of its decisions and activities on society
and the environment through transparent and ethical behaviour.”
Guidance on Social Responsibility, ISO/WD 26000, Working Draft 3,
p. 1.

2 The Conference Board of Canada uses the Cadbury definition

of corporate governance: “The system by which companies are
directed and controlled.”
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recognition places new demands on corporate boards
and directors. Our starting point is the generally accepted
view that directors’ discharge of their fiduciary respon-
sibilities entails providing oversight of corporate com-
pliance with values, norms, rules, and regulations, while
also playing an important role in helping to shape the
strategic direction of the firm.?

Shaping strategy requires directors to assist the organiza-
tion in identifying and evaluating principal business risks
and in integrating systematic and structured company-
wide responses. A recent McKinsey survey* suggests that
C-suite executives (chief officers) increasingly realize the
strategic significance of social and environmental issues.
As the McKinsey study suggests, two key challenges
facing senior executives and directors are the need to:

+ incorporate understanding of socio-political issues
more systematically into core decision-making
processes; and

+ ensure that governance structures and management
systems are operating effectively.

Realization of the significance of social, ethical, and
environmental issues to business performance has led
to the general acceptance (both in Canadian law> and by
corporations themselves) that a director’s duty to act in
the “best interests” of the corporation allows for, among
other things, the consideration of a broad range of inter-
ests. These include the interests of shareholders but also
employees, suppliers, creditors, local communities, gov-
ernments, and the physical environment.

These and other factors suggest that, whether a board
of directors perceives corporate social responsibility as
fundamental to their duty of oversight or as a strategic
risk management issue that must be managed for effective

3 National Policy 58-201 Corporate Governance Guidelines outlines
the strategic responsibilities of executives and directors in the
Canadian context.

4 Bonini, “When Social Issues Become Strategic.”

5 Two key Canadian court judgments that support the notion that the
“best interests of the corporation” (as entrenched in the Canadian
Business Corporations Act) allow for directors’ accounting of a range
of stakeholder interests are: (i) Teck Corporation v. Millar, [1973] 2
W.W.R. 385 (B.C.S.C.); and (ii) Peoples Department Stores v. Wise,
[2004] 3 S.C.R. 461, 244 D.L.R. (4th) 564.

decision making, pressure will continue to be put on cor-
porate directors to ensure that their company is effect-
ively addressing social, ethical, and environmental issues.

The core purpose of this report is to contribute to the
development of CSR governance practice by providing
directors (and senior executives who have the responsibil-
ity for managing the accountability relationship with
the board) with guidance on the rationale for bringing
CSR into the boardroom and on effective approaches
for doing so.

In developing this guidance, we conducted research into
the international and national trends and drivers for CSR
governance, the theory and practice of director respon-
sibility for CSR, barriers and success factors for creating
a culture for CSR governance, and a road map for advan-
cing CSR in the boardroom. The study was initiated by
The Conference Board of Canada in collaboration with
Strandberg Consulting during 2006-07. The overall object-
ive of the project (guided by an advisory committee of
Canadian and international leaders in CSR and govern-
ance)? is to understand the context, drivers, and practices
for furthering the consideration of social, ethical, and
environmental performance within firms. The project set
out to determine key trends and concepts in the litera-
ture, the views of Canadian and international thought
leaders in CSR governance, and the current practices of
Canadian and international firms whose boards play an
active role in corporate social responsibility. Through
this background research, it sought to identify leading
practices and to develop a rationale and a framework
for boards wishing to bring CSR perspectives into

the boardroom.

The methodology included:

+ a comprehensive literature review of 36 documents
dated between 2000 and 2006 to identify trends and
drivers, analyze current perspectives, and document
best practices and systems for a board-level approach
to CSR;

6 See Appendix B for a list of advisory committee members.



a survey of 28 Canadian and international thought
leaders in CSR and governance to determine views on
the CSR role of the board, tools and practices to inte-
grate CSR into governance, barriers and trends in CSR
governance, and key CSR issues for boards;

a survey of 11 Canadian and 7 international directors
of firms that have board CSR committees so as to
understand how boards integrate CSR into their delib-
erations, drivers and trends, approaches to stakeholder
engagement, barriers and success factors, and top
CSR issues; and

an analysis of the 18 CSR committee “terms of
reference” that were used to determine common
roles and approaches among the CSR committees
of the interviewed firms.

It is hoped that this contextual information will:

*

provide a baseline understanding of how boards of
Canadian and global corporations are implementing
CSR mandates in order to help elevate the state of
Canadian (and global) CSR directorship practice
toward current best practice; and

provide Canadian (and global) directors with insight to
potential future directions in the CSR role of company
boards—and in doing so, create a learning platform
from which firms can potentially become global
leaders in both CSR and corporate governance.

The report explores how CSR is a business driver and

material to the success of the firm, therefore warranting

director engagement. It reveals that a gap exists in board

oversight of, and strategic direction on, social, ethical, and

environmental performance, with most CSR-oriented

firms focused on internal CSR operations rather than

CSR governance. It points out that good practice does

exist—which can be helpful in guiding boards on their

CSR role. Finally, this report documents the global trends

toward greater board oversight of material CSR issues

that affect corporate performance. With this informa-

tion, directors will be better positioned to consider the

importance of CSR and their oversight role.
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In order to better understand current practices and consider
how to advance CSR in the boardroom, it is important

to assess the CSR role of the board within the current

global context, including trends and drivers.’

Caveat Emptor

Jurisdictions have different social norms and legal frameworks
governing the role of business in the community and the role
of stakeholders in the governance of for-profit corporations.
For example, in contrast to the U.S./U.K. Anglo-Saxon model,
Continental Europe has a stakeholder governance model. This
report does not distinguish between the differing jurisdictional
approaches but acknowledges that this can have a bearing
on the board’s role in CSR. (See box “Legal Context: Canada,
UK., and U.S.”)

A Few Disclaimers

The background research conducted for this report did not
distinguish between jurisdictional approaches to governance
and the impact these approaches might have on the relation-
ship between management and the board or on the role of
employee representatives, nor did the research consider the
role of independent directors. The primary aim was to have
an over-representation of Canadian directors in the study.
Beyond this, no effort was made to secure regional, sectoral,
or positional balance. The Canadian resource sector’s use of
standing environmental, health, and safety committees was
used as a proxy for CSR committees. This was found to be
a valid approach as these director interviewees were very
conversant with their broad CSR mandates.

CSR Governance Definitions and Terms

For the purposes of this report, corporate social responsibility
(CSR) governance is generally assumed to mean the integra-
tion of social, environmental, and ethical considerations in
board affairs.

7 This section is informed by the literature review and interviews with
global thought leaders and Canadian and international directors of
CSR-oriented firms.
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Legal Context: Canada, U.K., and U.S.

CANADA BUSINESS CORPORATIONS ACT: DUTY OF CARE

OF DIRECTORS AND OFFICERS

122. (1) Every director and officer of a corporation in exercising

their powers and discharging their duties shall:

a. act honestly and in good faith with a view to the best interests
of the corporation*; and

b. exercise the care, diligence and skill that a reasonably prudent
person would exercise in comparable circumstances.

[*This clarifies that the board has a duty to look beyond just the
interests of the shareholders.]

U.K. COMPANIES ACT 2006: 172. DUTY TO PROMOTE

THE SUCCESS OF THE COMPANY

(1) A director of a company must act in the way he considers,

in good faith, would be most likely to promote the success of

the company for the benefit of its members as a whole, and in

doing so have regard (amongst other matters) to—

a. the likely consequences of any decision in the long term,

b. the interests of the company’s employees,

c. the need to foster the company’s relationships with suppliers,
customers and others,

d. the impact of the company’s operations on the community
and the environment,

e. the desirability of the company maintaining a reputation for
high standards of business conduct, and

f. the need to act fairly as between members of the company.

U.S. CONTEXT

The Delaware General Corporation Law is considered the de jure
reference point for discussions of fiduciary duty, given the signifi-
cant proportion of U.S. corporations incorporated in the state. As
articulated by BSR senior advisor Allen White, the fiduciary pro-
vision has been shaped by a series of judicial interpretations
that have resulted in the following view.

Underlying all the board’s actions are three pillars: duty of loyalty,
duty of care, and good business judgment. Duty of loyalty means
that corporate directors must act in the best interests of the
organization consistent with their roles as guardians of its future.
Duty of care means that loyalty must be accompanied by due
diligence, or the responsibility to seek and obtain all informa-
tion necessary for making decisions for which it is responsible.
Good business judgment, or the business judgment rule, derives
from a long history of judicial rulings that assign to corporations
the ability to make business decisions that support the long-
term interests of the corporation even in cases where short-
term interest—most notably, profit-maximization—may be
sacrificed.!

1 White, The Stakeholder Fiduciary.



A Growing Emphasis

Chapter Summary

+ Many international corporate governance codes
incorporate CSR perspectives.

+ Boards are confronting new social and
environmental pressures.

+ Boards are establishing CSR committees
to provide focused oversight of their firms’
CSR performance.

+ (Canadian corporate law allows for Canadian
boards to consider stakeholder interests.

lobally, there is a modest trend toward boards

adopting CSR mandates. The following review

of the key CSR trends and drivers for boards
of directors points to a growing emphasis on CSR by
company boards.

Questions on boards’ role in CSR evolved out of the
debate that followed in the wake of the corporate govern-
ance scandals earlier this decade at companies such as
Enron and WorldCom. These scandals led to increased
concern among corporate leaders and regulators about

accountability and transparency issues. Further drivers—
such as growing shareholder activism, changing social
expectations about the role of corporations, and the global-
ization of capital markets—have resulted in a proliferation
of corporate governance principles and codes of conduct
over the past 10 to 15 years.! With the updating of these
corporate governance codes, CSR principles made their
way into these new guidance documents.

Questions on boards’ role in CSR evolved out of the debate
that followed in the wake of the corporate governance
scandals that unfolded earlier this decade.

NEW CORPORATE GOVERNANCE CODES

INTRODUCE CSR PERSPECTIVES

Corporate governance worldwide is characterized by a
lack of universal rules or standards.2 The Organisation for
Economic Co-operation and Development’s (OECD’s)
updated 2004 corporate governance guidelines—designed
to apply across jurisdictions—attempted to fill this void.
The principles provide a clear CSR mandate for boards.
This mandate obliges boards to take into consideration

1 SustainAbility and International Business Leaders Forum,
The Power to Change, p. 17.

2 Zollinger, Missing Links: Corporate Governance, Responsibility
and Sustainability, p. 2.



6 | The Conference Board of Canada

the interests of all stakeholders, including employees,
creditors, customers, suppliers, and local communities.
The OECD guidelines point out that in order to meet
this requirement, boards must take into account environ-

mental and social concerns.>

Another milestone in the CSR governance literature

is the King Report on corporate governance for South
Africa. This report predated the OECD governance guide-
lines by 10 years and went beyond the then-traditional
financial and regulatory aspects of corporate governance
to advocate an “integrated approach to good governance
in the interests of a wide range of stakeholders having
regard to the fundamental principles of good financial,
social, ethical, and environmental practice.”4

The OECD’s corporate governance guidelines state that
boards must consider environmental and social concerns.

In the United Kingdom, the 2001 Turnbull Report helped
further propel CSR onto the governance agenda. Also
known as Internal Control, Guidance for Directors on the
Combined Code, the report asked companies to consider
the following: “Are the significant internal and external
operational, financial, compliance, and other risks iden-
tified and assessed on an ongoing basis? (Significant risks
may, for example, include those related to market, credit,
liquidity, technological, legal, health, safety and environ-
mental, reputation, and business probity issues).”

This and other U.K. standards and guidelines released
at the time focused on risk management and encouraged
boards to establish arrangements for “significant” CSR
risks. Companies were advised to determine which CSR
risks were significant to their business and to develop

appropriate structures to manage them.® Consideration
of CSR aspects within corporate governance frame-
works was mirrored in other national initiatives occurring
in Europe, North America, Africa, and Australia then,
a practice that has continued.

In Canada, for example, the Canadian Council of

Chief Executives (CCCE), seeking to instill public confi-
dence in capital markets and the enterprise system on the
heels of the corporate scandals, published the statement
“Governance, Values and Competitiveness: A Commitment
to Leadership” in 2002. The statement laid out the coun-
cil’s views on corporate governance and called for com-
panies to have a written code of ethics or conduct that,
along with other matters, deals with the following:

¢ the purpose and values of the business;

+ relationships with stakeholders (including customers,
suppliers, and the media);

environmental protection;

product quality and safety;

workplace health and safety;

* & ¢ o

employment practices, human rights, and
non-discrimination;

*

political contributions; and
corporate and employee involvement in
the community.”

The statement says companies that demonstrate strong
moral values and good corporate citizenship will earn
reputation and shareholder value benefits; and it adds
that in order to serve the interest of their shareholders,
companies must take into account the interests of a wide
variety of stakeholders.® The statement, written from the
perspective of the chief executive officers of Canada’s
largest public corporations, further comments that among
the core functions of company boards is the need to over-
see management of the firm’s ethical operation and to tie

3 Organisation for Economic Co-operation and Development, OECD
Principles of Corporate Governance, p. 58.

4 Institute of Directors, King Committee on Corporate Governance,
Executive Summary, King Committee on Corporate Governance,
Executive Summary of the King Report 2002, p. 6.

5 Association of British Insurers, Disclosure Guidelines on Socially
Responsible Investment.

6 As reported in Association of British Insurers and British
Bankers Association, Guidance on Corporate Social Responsibility
Management and Reporting for the Financial Services Sector,

p. 21.

7 Canadian Council of Chief Executives, Governance, Values and
Competitiveness: A Commitment to Leadership, pp. 14-15.

8  CCCE, p. 15.



compensation to both short- and long-term performance.’

The chief executive officers (CEOs) commit themselves
to the principle that good corporate citizenship “at home
and abroad, including respect for human rights, environ-
mental stewardship, and community investment, plays an
essential role in enhancing public trust, attracting and
retaining talented people, and reducing investor percep-
tions of risk. We therefore commit ourselves to continu-
ing to review our strategies and practices with respect to

corporate citizenship.”10

NEW SOCIAL AND ENVIRONMENTAL DEMANDS

ON BOARDS OF DIRECTORS

As acknowledged by the CCCE in its statement on
corporate practice, the firm environment is becoming
increasingly more complex. There are growing demands
placed on boards—from the financial community, for
example, which is looking for links between shareholder
value and the social and environmental (i.e., non-financial)
performance of the firm. To serve investor and other stake-
holder needs for CSR information, there is also greater
disclosure of company policies and performance on social,
environmental, and ethical issues. With more information
on firms’ CSR performance available, interest in the
role of the board in CSR oversight is growing. Non-
governmental organizations (NGOs) and other civil
society organizations are also calling for greater stake-
holder involvement in board governance. They, along
with active shareholders, are paying greater attention

to company positions on key public policy issues, such
as the environment (particularly climate change) and
human rights. Further, there is ongoing scrutiny of board
composition and diversity on the part of activist share-
holders and other CSR watchdog groups.!!

BOARDS ARE ESTABLISHING CSR COMMITTEES
Recent trends toward delegating responsibility for social
and environmental oversight to board committees have also
been documented. In the U.S., for example, as of 2004
20 per cent of Standard & Poor’s 500 firms had board

9 CCCE, p. 16.
10 CCCE, p. 30.

11 Adapted from Mark Schacter’s Boards Face New Responsibilities
in CA Magazine and referenced in Aron Cramer and Matthew
Hirschland, “The Socially Responsible Board,” p. 20.
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committees overseeing CSR issues such as environment
and health and safety. As well, eight of the Fortune “Top
10 Most Admired Companies for Social Responsibility”
had board CSR committees in that year.!? Eleven per
cent of the 100 largest publicly traded U.S. companies
had social responsibility or public policy committees

in 2005.13

In Canada, a survey of 142 Canadian companies (drawn
from a list that included firms on the TSX60, the top 50
from the FP500 and ROB Top 1000, the largest provincial
and federal Crown corporations, and select CSR-oriented
firms) revealed that 62—or 44 per cent—had committees
with sustainable development mandates.'* However, only
eight of these firms—Iess than 1 per cent—were found to
have committees with CSR or sustainability explicitly
in their titles.

Experts generally agree that boards can benefit

from establishing CSR committees in the early days

(to facilitate greater focus on and understanding of CSR),
then incorporating it into other committee mandates.

In the U.K., according to one thought leader interviewed
for this report, 20 per cent of the top 100 companies had
board committees considering CSR issues in 2007, another
10-15 per cent had a regular board agenda item consid-
ering CSR, and 3040 per cent had ad hoc conversations
on CSR on at least an annual basis.!

A survey of 750 U.S. firms found that more than one-third
include an annual or twice-yearly board review of their
company'’s citizenship. Of these firms, more than two-
thirds claimed to have reached a board decision during
the preceding year driven by their company’s corporate

citizenship positions.!®

12 Cramer and Hirschland, p. 21.

13 Spencer Stuart, Board Trends and Practices at Leading Canadian
Companies, p. 14.

14 Corporate Knights, 2007.
15 Strandberg, CSR Governance Thought Leader Study, p. 19.
16 As reported in SustainAbility, The Power to Change, p. 15.
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Governance and CSR experts continue to debate whether
or not boards should establish CSR committees. Some
fear that doing so would isolate CSR issues from main-
stream business strategy. The general view, however, is that
it can be beneficial for boards to establish CSR commit-
tees in the early days to facilitate greater focus on CSR
and understand it better. Once an integrated approach has
been achieved, CSR can then be incorporated into other
committee mandates, such as governance or risk manage-
ment, or can be an expectation of the entire board and
each of its committees.

CANADIAN CORPORATE LAW ALLOWS FOR BOARDS
TO CONSIDER STAKEHOLDER INTERESTS

The Canada Business Corporations Act (CBCA) permits
directors to take stakeholder interests into account in
determining what is in the best interests of the corpora-
tion. Section 122(1a) of the Act states that in exercising
their powers and discharging their duties, directors shall
“act honestly and in good faith with a view to the best
interests of the corporation.”!” According to a report by
Canadian law firm Blake, Cassels & Graydon, courts have
been flexible in their interpretation of what constitutes
corporate best interests: “The jurisprudence reflects the
court’s adherence to the so-called business judgment rule
in most situations and indicates a willingness to allow
directors the flexibility in their decision making to con-

sider stakeholder interests where appropriate.”!8

MODEST TREND TOWARD BOARDS

ADOPTING CSR MANDATES

Analysts, thought leaders, and board directors them-
selves perceive a definite (albeit modest) trend toward
greater integration of CSR considerations into business
strategy and boardrooms. Some boards are moved to
action by a concern for emerging social and environ-
mental risks, while other boards adopt CSR as part of

17 CBCA at section 122(1)(a), as referenced in Blake, A Study of
Stakeholder Interest, p. 38.

18 Blake, A Study of Stakeholder Interest, p. 45. This is further sup-
ported by Teck Corp. v. Millar (1972) where the judge held that
considering employee and community interests could be consist-
ent with the bona fide interests of the shareholders. “If [directors]
observe a decent respect for other interests lying beyond those of
the company’s shareholders in the strict sense, that will not [...]
leave directors open to the charge that they have failed in their
fiduciary duty to the company.”

their values framework.!® While CSR integration is still
only a moderate trend, it is expected that there will be an
inexorable move toward “board table” CSR—primarily
issue-driven—with some boards leading the pack in
adopting a strategic approach to tackling social and
environmental developments and opportunities.

Some believe that CSR governance will become a main-
stream governance practice over the decade. By then,
social and environmental issues are expected to be con-
sidered pure business concerns and not necessarily flagged
as CSR, driving a trend toward CSR becoming integrated
into traditional governance operations. The common senti-
ment is that these changes will be evolutionary and grad-
ual. This reflects a growing consciousness that boards
need to take into account non-financial considerations.
Over the coming decade, CSR governance is predicted
to take on the significance that corporate governance
has today.

Further trends expected to materialize over the decade
include a greater role for boards of directors in the CSR-
reporting process on firm social and environmental

19 Strandberg, The Convergence of Corporate Governance and
Corporate Social Responsibility Thought Leaders Study.

20 Ibid., pp. 6-7.



performance and the increasing integration of CSR

into CEO compensation. Directors will also develop

a good sense of CSR-oriented risks and opportunities
and will work to minimize the former and maximize
the latter. Lastly, it is expected that boards of directors
will become increasingly more diverse. People with hybrid
backgrounds—such as those with both NGO and business
experience—will be viewed as more valuable than those
directors with a single-minded focus.
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MINORITY VIEWS

A small number of interviewees for this report were less
certain CSR governance would become mainstream any
time soon. Some thought it would be at most industry-
specific, with a limited number of industries moving on
these issues. For example, companies whose footprint
on society is most complex (such as those in the oil and
gas, chemicals, or mining sectors) will find themselves—
whether willingly or unwillingly—embedding CSR in
governance. Heavy footprint sectors (i.e., resource indus-
tries) are more likely than others to be comprehensively
integrating CSR into their governance structure, according
to this minority view.



Drivers of CSR Governance

Chapter Summary
+ |nstitutional investors, concerned about

*

the Carbon Disclosure Project, in which institutional
investors with a current combined $57 trillion of assets
under management seek information on business risks

a firm’s long-term performance, are key
drivers of board consideration of social
and environmental issues.

+ Afocus on CSR materiality is driving
board attention.

+ Awareness that CSR governance can have
a long-term effect on firm performance fur-
thers board interest in GSR.

hareholders are perceived as the chief driver
of CSR governance—particularly institutional
investors with their quest for long-term value
creation. The mainstream institutional shareholder com-
munity is starting to ask companies for greater considera-
tion of social and environmental concerns. Two indicators
of this trend are:
¢ the UN Principles for Responsible Investment, in
which signatory investment firms sign on to embed
environmental, social, and governance (ESG) aspects
in their assessment of companies and to engage act-
ively with companies on these matters; and

and opportunities presented by climate change and
greenhouse gas emissions from the world’s largest
companies (3,000 firms in 2008).!

Institutional investors and the socially responsible invest-
ment community are looking for greater corporate dis-
closure of ESG factors to facilitate their stock analysis.
These developments are driving boards to increasingly
consider CSR as a business concern. The degree to which
boards adopt a clear CSR governance framework can be an
indicator to the investment community of the significance
with which a firm treats these risks and opportunities.

1 From www.cdproject.net, May 19, 2008.



Other stakeholders expected to be significant drivers

of CSR governance include consumers and the general
public (from whom corporations receive a social licence
to operate) and civil society NGOs (who are becoming
more activist on the role of the board and will be driving
business to internalize previously externalized social and
environmental costs). The media will also be raising
questions of transparency and disclosure of a firm’s
CSR performance.

A number of structural conditions are predicted to affect
CSR governance over the coming decade. These condi-
tions include climate change, water scarcity, the impact
of globalization on the allocation of labour, changing
consumer and employee behaviours as a result of edu-
cational forces, and the emergence of new economic
powers (e.g., China) that will be driving a concern for
social and environmental issues that flow from their
increased consuming power. As scientific research into
climate change, human rights, and social unrest becomes
increasingly available, and awareness of their cumulative
effect on the firm’s value proposition grows, board mem-
bers will pay more attention to these issues.

Additional drivers include:

¢ the development of international and industry stan-
dards for CSR (e.g., the ISO CSR guidelines, an inter-
national standard for CSR management to be released
in 2008, and the Global Reporting Initiative, which is
setting the international standard for sustainability
reporting);

+ increased CSR reporting, which will drive more
disclosure of board-level approaches to CSR;

¢ increasing board diversity, which will further
advance boardroom CSR practices, with more
women and younger directors expected to have
perspectives on these issues;

+ employees becoming increasingly concerned about
their employers’ approach to CSR;

+ firms attempting to avoid government regulation
on sustainability through proactive efforts; and

* corporate scandals and missteps.

In practice, directors report the following reasons why
their board adopted a CSR approach:
¢ CSR was a founding principle of the company.
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¢ A corporate merger created opportunities to build
CSR into board governance.

¢ Pressure from stakeholders—including activist
groups, employees, and customers—intensified.
A major shareholder pushed CSR interests.
There was a strong desire for leadership, including
CSR leadership.

* Awareness of the business case grew.

CSR MATERIALITY DRIVES BOARD ATTENTION

As directors of CSR-oriented firms attest, growing board
recognition of the CSR business case will be a signifi-
cant driver of CSR governance. The CSR business case
documented in the literature? includes enhanced reputa-
tion, improved brand equity, minimized operational risks,
improved productivity, ability to attract and retain talent,
greater efficiency, enhanced customer and regulator
relations, improved access to capital, broadened social
licence to operate, increased innovation, and overall
enhanced competitive positioning. Much research to date
highlights the growing view that CSR issues are material
to a company’s bottom line, and, thus, justification for
board-level oversight.

Clearly, boards of directors should concern themselves
with material matters only, raising the question of how
to identify and quantify social, environmental, and ethical
issues of significance.

The material nature of some CSR-oriented business risks
and opportunities is a growing CSR governance issue.
Clearly, boards of directors should concern themselves
with material matters only, raising the question of how
to identify and quantify social, environmental, and ethical
issues of significance. The CSR governance literature gives
considerable coverage to risk and opportunity manage-
ment considerations, highlighting the significance of this
issue. For example, The Materiality Report proposes a
rationale, framework, and process for identifying the key
social and environmental considerations that could be
material to a company’s long-term success, and it argues
for including material social and environmental issues

2 SustainAbility and International Business Leaders Forum, King
Report, Ceres, George Dallas.
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in the governance process. Specifically, it recommends
board-level commitment to (and engagement in) the mater-
iality determination process, and board review and sign-
off of the conclusions.? Rating agencies also look for
evidence that a company has identified material social
and environmental risks and has introduced processes
and controls to manage and govern them. Alarm bells
ring when company boards fail to do so.* This matter of
materiality will become a growing concern in future: Of
the social and environmental issues a company confronts
on a day-to-day basis, which are most likely to affect the
firm’s bottom line? Increasingly, boards and executives
will be grappling with this question, if they are not
already doing so.

CSR GOVERNANCE CAN HAVE A LONG-TERM

EFFECT ON FIRM PERFORMANCE

Firms that are well managed from a CSR perspective
are predicted to benefit from improved shareholder value.
Boards, however, should stay away from a focus on pro-
cedural issues. They need to focus instead on identify-
ing potential opportunities and threats or risks. Firms (and
their boards) that stop at risk management and legal com-
pliance and overlook the innovation and opportunity side
of CSR are less likely to generate positive long-term value.

3 Maya Forstater, et al, The Materiality Report, p. 34.

4 SustainAbility, Risk and Opportunity: Best Practice in Non-
Financial Reporting, p. 13.

Some specific bottom-line benefits of effective CSR

governance include the following:

+ Stakeholder views: When boards bring the voices of
stakeholders into the governance structure, they are
exposed to new ideas and encouraged to consider
information that would otherwise not reach them.
This moves boards to have broader conversations
around these issues, with positive impacts on strat-
egy and returns.

+ Risk and opportunity management: Common sense
suggests that looking carefully at risks and avoiding
them, and looking carefully at opportunities and cap-
turing them, advances returns. Firms with effective
CSR governance will perform better because they
anticipate issues earlier and embed them into their
plans, thus providing their business models and strat-
egies with higher levels of innovation and making
them more robust.

One of the bottom-line benefits of effective CSR governance
is long-term corporate success. If a board fails to govern
the company in a way that is congruent with CSR, the
company is likely to fail.

+ Competitive advantage: CSR can help establish a
competitive advantage for boards looking to differ-
entiate their firms from their competitors. Company
boards that follow CSR-related issues and monitor
their external environment properly are better able
to: capitalize on opportunities; attract, motivate, and
retain talent; develop new products or technologies
to generate cost savings; and establish new markets.
There is a significant opportunity for creating out-
performance through board attention to the competitive
opportunities of CSR.

+ Long-term orientation: There is perceived to be a basic
congruence between behaving responsibly and long-
term corporate success. If a board fails to govern the
company in a way that is congruent with CSR, the
company is likely to fail sooner or later—eventually
it will be tripped up by a CSR oversight.



It is important, however, not to get too carried away

by these claims. A more modest view is that while CSR
governance could be necessary for good performance,

it must be viewed as one element of many, not as a pana-
cea. A company that performs well on CSR terms might
have technological weaknesses or poor cost structures or
strategies—for which no amount of CSR can compensate.
CSR might be a prerequisite for corporate success, but
perhaps not a genuine source of competitive advantage.
However, while admittedly strong CSR governance is
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no guarantee of profitability, it can help ensure that the
company finds a way to stay in business over the long
term. Indeed, companies lacking a sustainable business

model won’t survive over time.

The CSR business case, institutional shareholders with
long time horizons, society at large, and other drivers are
propelling CSR onto the board agenda and mainstreaming
CSR as a governance concern. As CSR is increasingly
taken up by corporations in Canada and around the world,
more and more directors will be paying attention to these
issues. In fact, as has been noted, a number of firms are
establishing CSR committees—a clear indicator of these
board priorities.

Overall, there is a growing trend in Canada and globally
toward greater board consideration of CSR factors. A
review of how leading CSR-oriented boards currently
address CSR within their governance frameworks can
help point the way to future practice in this area.



Theory and Practice

Chapter Summary

+ Boards have different orientations toward CSR,
and this affects their approach.

+ Current practice is for CSR board committees
to recommend and advise on CSR policies and
principles and provide oversight on firm CSR
performance. The committees spend less time
on CSR strategy and risk management.

+ There is no consensus on the board’s role in
engaging stakeholders. Some believe boards
should directly engage stakeholders, while
others believe this is management’s purview.

n an attempt to understand current approaches to

CSR governance within CSR-oriented firms, a survey

was conducted. Eleven Canadian and seven inter-
national directors of companies with board CSR commit-
tees participated. They were surveyed on their definitions
of CSR, the CSR board role and functions, barriers and
success factors, and top CSR issues. A survey of 28 CSR
governance thought leaders from around the world was
also conducted to determine perspectives on the “ideal”
board role in CSR oversight, potential barriers, and future
best practices in CSR governance. Collectively, these

views reveal that there is considerable good practice

in operation at a number of leading CSR companies
(although there is some disconnect between the “theory”
and the “practice” of CSR governance). These insights,
derived from leading thinkers and practitioners in CSR
governance, paint a picture of the road ahead for boards
looking to integrate a CSR perspective into their delib-

erations.

In order to understand the nature of current CSR govern-
ance practice, it is insightful to consider board perspec-
tives on CSR: How do boards define it, and what is their
approach to integrating social and environmental consider-
ations into their decision making? Research into current
practices of leading CSR boards reveals that boards follow
one of three different models or approaches to CSR.

STAKEHOLDER MODEL

In the stakeholder model, boards are stakeholder-
centric. They look at their obligations to their various
stakeholders—consumers (and the marketplace more
generally), communities (including community relations,
philanthropy, and socio-economic development), employ-
ees (fair workplaces, health and safety, and diversity)—
and to the environment. Stakeholders might also include



future generations, suppliers and business partners, and
aboriginal communities. Common to this perspective is
the view that for a firm to be successful over the long run,
stakeholders must also be successful. This perspective
was the most common orientation, with over half the
board directors applying this approach.

“CSR is the point of intersection of the
various stakeholders and shareholder-
value creation.”

INTEGRATION MODEL

The second most common perspective is that CSR
governance involves overseeing the integration of CSR
throughout the company. Directors who took this approach
spoke of integrating ethical, social, and environmental
issues into business decision making with a focus on
balancing long-term interests.

“CSR is about integrating environ-
mental and social responsibility into
your day-to-day business operations.

In other words, don’t put a label on it,
but make sure that right from the board to
the entry-level employee everyone thinks
that it is part of their responsibility. It is
no different from how you are brought
up at home and bring up your children:

being responsible as citizens and with

respect to the environment.”
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“We have no set written definition.

It goes without saying that we aim to
comply with the spirit of law. We are
aware that laws and regulations are
lagging indicators of expectations and
recognize that companies are one of the
key building blocks of society and have
moral obligations as any member of
society. CSR is our behaviour, conduct,
actions, and contributions that go
beyond laws and regulations. In our
view, when we talk about CSR, it is
what we do beyond the law. Behaving
responsibly requires us to move beyond
solely profit-oriented considerations.”
SYSTEMIC CHANGE MODEL

A few directors spoke of CSR as being core to the pur-
pose of their firms—firms whose mission is to provide
life-enriching products and services and contribute to
social and environmental well-being of communities
and the planet.

While no attempt was made to assess whether the
nature of the industry (e.g., consumer products versus
resource company) affected the board’s CSR definition,

it is interesting to specutlate on the conditions which
influence a board’s CSR philosophy.
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While not all directors explicitly connected CSR to
shareholder value, implicit in most definitions was the
idea that directors saw CSR as contributing to sustain-
able value creation. Many commented that CSR was
fundamental to their licence to trade.

In day-to-day practice, CSR is a routine business item
of company boards. CSR committees meet roughly three
to five times a year and then spend about 15—45 minutes
per board meeting reporting on their deliberations (similar
to other board committees). From time to time, a CSR
item becomes a main agenda item at the board meeting.
When that happens, discussion can last upwards of an
hour or so.

In many cases, CSR is internalized within the company
as a whole and thus is an element of most agenda items
at every board meeting. Additionally, a few firms explicitly
include CSR considerations in annual board strategy
sessions.

It would appear from the current practices as studied
here that boards differ in both how and the degree to
which they integrate CSR into general board delibera-
tions, suggesting that approaches to CSR governance
are still in considerable flux. For example, boards with
a stakeholder orientation are likely to generate different
strategies than boards focused on embedding CSR or those
that focus the firm on transforming its business model
toward advancing systemic change. Further, boards ori-
ented toward considering reports of their CSR committees
will generate different outcomes from those considering
CSR within general board discussions, and different
still from those that are expressly including CSR in
board strategy development. These are very diverse
approaches, with very different outcomes in terms of
how the firm advances on the CSR path toward long-
term value creation.

All the subject firms studied for this report had CSR
committees (a condition for inclusion in the study). These
committees went by different names, such as “corporate

9 <

responsibility,

99 <

corporate social responsibility,

EEINT3

responsibility,

public
corporate/social responsibility,” and
“environment, health, and safety.” Officially, as noted in
their terms of reference, over half the board CSR com-
mittees were mandated to review, recommend, and mon-
itor compliance with policies (specifically, codes of
conduct), management systems, commitments, and
regulations.



Example of the Evolution of CSR Governance: NIKE

At the time it first began to consider corporate responsibility*
(CR) at the board level, NIKE had a director with a background in
global women'’s rights. This director made CR a special inter-

est, sponsoring discussions on the global supply chain and the

situation of workers and the environment. When NIKE began to
take on major partnerships with NGOs around the world, the
board decided it would be a good idea to have a board com-
mittee that could devote all its time to this area of work.

NIKE found that a focus on CR helped the firm move from
risk management to a business integration model. This focus
spawned a great deal of innovation and evolved into a deeper
understanding of CR as a means of effecting systemic change
in working conditions, developing innovative products, and
using sports as a tool for positive social change.

CR was a founding principle of the company, with an orientation
toward environmental and labour concerns (though its under-
standing of how to work on both fronts grew over time). While
criticism of NIKE’s supply chain practices was a trigger of height-
ened board attention, CR was always a function and priority of
the board. However, the way the board has understood the
priority has changed over time.

The Conference Board of Canada | 17

The board established the Corporate Responsibility Committee
in 2001 to review significant policies and activities and make
recommendations to the board of directors regarding labour
and environmental practices, community affairs, charitable and
foundation activities, diversity and equal opportunity, and environ-
mental and sustainability initiatives. The committee is made up
of five board members; the board chair or the CEO (or both)
attend every meeting. The committee meets three or more times
a year for roughly two hours and reports regularly to the board.

Additionally, CR is discussed frequently at every board meeting
as it is a factor in product innovation, supply chain management,
and most business priorities. The board is working toward fully
integrating CR into the firm’s business model. CR matters come
up regularly and are integral to how the whole business is dis-
cussed. The board includes financial and non-financial metrics in
its decision-making process on executive discretionary bonuses,
and it looks at social and environmental progress as part of the
overall performance of the business. Given the board’s oversight
of, and role in, setting the strategic direction of NIKE’s CR
approach, the board and its Corporate Responsibility Committee
have significantly influenced the firm’s approach to innovation
for a better world.

*Note that NIKE uses the term “corporate responsibility” rather than “corporate social responsibility.”

Other common mandates within committee terms of
reference include: monitoring and providing recommen-
dations on public policy, consumer, stakeholder, corpor-
ate and general public trends, issues, and developments
that could impact the company; monitoring and over-
seeing CSR risk management; monitoring stakeholder
relationships; providing oversight and guidance on CSR
performance/progress; reviewing and recommending
changes to CSR reports; monitoring crisis readiness and
emergency plans; reviewing legal proceedings; and
reviewing incidents and remedial actions.

In practice, the board committee is most frequently

responsible for:

+ advising on the scope and philosophy of principles
and standards;

* designing, updating, and monitoring implementation
of CSR policies; and

+ reviewing scorecards and monitoring progress
against CSR targets.

Some additional functions mentioned by interviewees

include:

+ discussing CSR strategy;

+ identifying and managing issues;

¢ ensuring support for CSR from top management;

+ ensuring that there is sufficient budget to implement
CSR commitments;

*

including CSR in capital planning; and
monitoring compliance.

Less frequently mentioned were committee responsibilities
for monitoring and providing recommendations on CSR
trends and developments that could impact corporate
performance. (These are, however, common formal
committee mandates. It is interesting to speculate as to
why CSR committee directors don’t mention this as part
of their role. Might it be that they do not feel as equipped
to comment on trends and developments that could
impact corporate performance?)
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This look at the role of CSR board committees suggests
that they are primarily spending their time on recom-
mending and advising on CSR policies and principles
and providing oversight on firm CSR performance. Less
common are CSR strategy and risk management. In fact,
CSR strategy development was rarely included within
the committees’ terms of reference.

With the growing awareness of the inherent role of the
board in addressing CSR matters, expectations are out-
pacing current practice (which is evolving at a real-life
pace). Appendix E provides a summary overview of how
the literature perceives the CSR role and practice for
boards in contrast to the perception of thought leaders
and the current state of play. This analysis reveals that the
spotlighted firms have strong CSR governance programs—
as evidenced by their practice of setting the tone at the
top, developing CSR commitments, establishing a CSR
committee, including financial and non-financial factors
in CEO compensation, monitoring CSR performance
through regular progress reports, and including CSR

in new director orientation.

The comparative analysis also reveals some interesting
disconnects or performance gaps. As noted in the earlier
section, board interviewees did not indicate that identi-
fying and managing material environmental, social, and
ethical risks was a significant committee role or practice
(although this does show up in the mandates of the firms’
CSR committees). Further, CSR does not appear to be a
common element within business strategy development for
practicing boards, even though this is a common exhort-
ation on the part of thought leaders and within the literature
review. Additionally, at present, social and environmental
reporting is largely the purview of management. There
appears to be modest board or committee engagement in
establishing the initial scope of the report. This includes
the material issues on which to report, with committee
members typically involved in providing input on drafts.
Sustainability and CSR reports appear to be released as
management reports. Boards rarely approve their release

as a disclosure statement to shareholders and stakehold-
ers on firm sustainability performance, possibly high-
lighting some accountability gaps.

Regarding director recruitment, explicit CSR background
or experience is not a criterion, though values alignment
is deemed an important recruitment consideration. As for
director education, CSR is typically included in new dir-
ector orientation, but few firms focus on ongoing training
of directors on CSR issues.

NO CONSENSUS ON THE BOARD’S ROLE

IN ENGAGING STAKEHOLDERS

Finally, there appear to be some philosophical differences
on one key point. Many articles in the literature review
point to the need for boards to have direct exposure to
stakeholder interests and concerns. Most thought leaders
believe stakeholder engagement to be the responsibility of
management. The same holds true for the director inter-
viewees. However, a few thought leaders argued for boards
to establish platforms for stakeholder engagement, such
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An Example of How Enbridge Includes CSR in Its Governance

Enbridge defines CSR as conducting business in a socially respon-
sible and ethical way, protecting the environment and the health and
safety of people, supporting human rights, and engaging, respecting,
and supporting the communities and cultures within which the com-
pany operates. The firm has been actively championing a CSR ethic
for a number of years and formally adopted a CSR policy in 2004.
Enbridge’s long-standing CSR orientation stems from its belief that
having the trust of its community partners is a key element if the
company is to continue to be successful at achieving both sustain-
able growth and increased corporate value. Attracting and retaining
skilled employees is another key driver of CSR at Enbridge. The
company believes that employees prefer to work for a company
that focuses on CSR and can communicate progress in this area.
This belief is expressed at the board level through a strong pro-
gram of CSR governance.

The board oversees the way the company interfaces with the
community, government, employees, other stakeholders, and the
environment. It monitors corporate performance in these areas—
everything from traffic accidents and employee well-being to emis-
sions in the atmosphere, climate change policy, and pipeline safety.
The board seeks to ensure that it is conducting business in a socially
responsible and ethical way. Its primary motivation for considering
CSR within its overall governance model is that it believes good CSR
is good for business. The board wants employees to be proud of the
way the firm operates, and it wants host communities to see Enbridge
as a loyal participating partner in the community. The most important

things a company has are its reputation and brand—and the board
is responsible for ensuring that Enbridge’s reputation and brand are
enhanced so as to generate stock value for shareholders.

In 2004, the board renamed its Environment, Health, and Safety
(EH&S) Committee the “CSR Committee” and expanded its mandate
to include responsibility for human rights, community investment, and
stakeholder relations. The committee, composed of five directors,
meets four times a year. The board might discuss CSR issues for
30 minutes, or the discussion could go on for hours, depending on
the nature of the issues. (In fact, there are times when the board
discusses CSR issues for the entire duration of the meeting.) The
committee’s role is to receive regular reports from management on
such issues as health, safety, the environment, charitable works,
community involvement, human rights, impacts of operations on
local communities, political contributions, and government relations.
The committee plays a monitoring role, probing and overseeing
progress and risks in key areas. Sometimes the committee recom-
mends certain actions to the board, but most of the time it provides
input and feedback directly to management. The committee monitors
the firm’s performance and progress against targets and compares
its performance—year-over-year and with that of its industry peers.

Additionally, the board includes key CSR issues in its strategic
planning process, spending time on Aboriginal relations, green-
house gas emissions, CSR issues in capital planning, and other
CSR-related matters.

as advisory committees or annual stakeholder meetings,
but this was rare. As for the companies themselves, one
firm stood out for its stakeholder orientation. This firm
reported that once or twice a year, an external stakeholder
advisory committee (set up to advise management) meets
with members of the board’s CSR committee for purposes
of information. Additionally, from time to time, board
chairs of this company have played a leadership role on
strategic CSR initiatives and partnerships with external
groups and NGOs. A review of the terms of reference of
the 18 CSR committees reveals that over half have been
given explicit authority to engage outside resources or
external parties.

It is interesting to contemplate the nature of this disconnect
on the appropriate role for active board engagement with
stakeholders, but it points the way to future debates on

the essential responsibilities of board directors. Expect
boards and theoreticians to be grappling with the ques-
tion of stakeholder engagement question in the years
to come.

From this review, it is apparent that there are some strong
CSR governance programs in place. The gap between
current practice and thought leader expectations provides
an indication of how CSR governance might evolve over
time. A deeper understanding of the barriers and success
factors for strong CSR governance might further reveal the
opportunity road map for improving board practices in
this area toward the end goal of enhancing shareholder
value and sustainable wealth creation.



Creating a Culture
for CSR Governance

Chapter Summary

+ Boards that do not understand the CSR
business case are less likely to have a role
in CSR matters.

+ The lack of understanding and awareness of
CSR opportunities and threats, and the absence
of a CSR governance road map, are further
barriers to CSR governance.

+ A critical success factor for CSR governance
is a strong culture and leadership by the chair
and CEO in support of CSR discussions.

+ Awareness of the CSR business case is an
important precondition for CSR governance;
boards that understand the opportunities to
manage risks and create business value through
a CSR orientation are more likely to be inter-
ested in CSR matters.

irectors wishing to bring CSR issues to the
board table can be confronted by a number

of barriers that make their task more difficult.

Key among them is the lack of awareness of the busi-
ness case for taking social and environmental issues
into consideration in strategy development and firm
management. Sometimes this is experienced as a con-
flict between short- and long-term financial perform-
ance in which short-term environmental expenses (such

as purchasing pollution abatement equipment) would
translate into long-term financial gain through energy con-
servation, but the expenditures are not approved because
the firm’s short-term performance is given higher priority.
Board level assumptions that CSR is an unrecoverable
business expense can impede consideration of social and
environmental opportunities and risks. Group think and
the mindset of the board chairperson can be personality-
driven barriers to CSR governance, making it difficult
to advance the CSR agenda. The lack of understanding
and awareness of CSR opportunities and threats and the
absence of a road map can further hinder the develop-
ment of a CSR governance program.

Board level assumptions that CSR is an unrecoverable
business expense can make it difficult to advance the
CSR agenda. The mindset of the board chairperson
can be another barrier to CSR governance.

Directors interviewed for this report identified the critical
success factors in engaging boards on CSR matters, nam-
ing “culture/leadership” and “developing the business case”
as the two most important success conditions. (See boxes
“Critical Success Factors for Board Consideration of
CSR” and “Awareness of the Business Case Is a Critical
Success Factor for Board Consideration of CSR” for fur-
ther commentary on the cultural, leadership, and busi-
ness case aspects critical for successful board-level
engagement on CSR.)



Critical Success Factors for Board
Consideration of CSR

Tone set at the top

CSR part of the DNA of the firm

Culture of leadership on this issue

Charismatic leaders

Motivated management; motivated chairperson
An engaged board and a culture of openness
An enlightened, aware board

* 6 6 6 0 o o

Source: Interviews with directors of CSR committees.

In some instances, management leadership on CSR

is deemed key to a strong CSR orientation on the board.
Explicit efforts to educate boards on all aspects of CSR
programs and developments can also result in greater
awareness, interest, and engagement on the part of dir-
ectors. In one instance, a strong focus on succession plan-
ning over the years enabled the board to recruit internal
CEOs who were strongly aligned with the corporate
values. In another example, CSR leadership was pro-
vided by a significant founding shareholder who held
these values—the shareholder was deemed to be the
key driver of CSR consideration by the board.

Additional success factors include: directors that are
recruited for their CSR competency and are knowledge-
able and strong champions of sustainability; the existence
of a CSR committee that has a clear mandate and allows
focused time and attention on key topics; and the inclusion
of CSR within the mission and values of the company.

Having a specialized CSR function within the organization
can help to solidify success. Finally, industry regulation on
sustainability issues can be a further important contrib-
uting factor.
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Awareness of the Business Case Is a Critical
Success Factor for Board Consideration of CSR

+ Leadership understands that a requirement for a healthy
company includes sustainable development and CSR.

+ The board sees the link between social responsibility
and the company’s success.

+ The board understands the business case and can see
how it advances our reputation and builds our brand.

+ Directors understand that CSR advances the company
image, motivates employees, and builds a link between
the firm and its customers.

+ The board understands that some of these initiatives
have longer-term value.

Source: Interviews with directors of CSR committees.

To overcome the barriers and reinforce conditions of
success, it is essential to nurture a board culture for CSR.
This is done by: developing the CSR business base; estab-
lishing a values framework; building CSR knowledge;
understanding, encouraging, and rewarding leadership;
fostering open board dialogue; including CSR factors in
CEO succession planning and director recruitment and
training; providing a CSR mandate to a committee; and
structuring a CSR function within the firm. Addressing
the CSR business case and the culture gap will be
important considerations going forward.

Boards will need to understand these barriers and success
factors if they wish to join the ranks of emerging best
practice CSR governance practitioners. Indeed, it is import-
ant to understand the top CSR issues that boards will be
grappling with over the decade and to become familiar
with predicted future best practice in CSR governance
so as to develop an overall CSR governance road map.



A CSR Governance Road Map

Chapter Summary

+ C(Climate change will be the most critical CSR
issue for boards in the coming years.

+ “Good corporate governance” will be redefined
in the future to include CSR.

+ Boards will take either an “embedded” approach
or a “focused” approach to integrating CSR into
their affairs.

+ Boards will integrate CSR into their strategy
sessions.

oard CSR priorities in the coming years will

be as diverse as the firms themselves. Board

CSR agendas will encompass both social and
environmental issues, and at the top of the list will be
climate change—the firm’s role and responsibilities in
dealing with climate change and the opportunities and
risks engendered by global warming.

Secondary issues on the environmental front include
water, land access, and product stewardship. On the
social side, the focus will be on diversity, compensation,

workplace issues, labour shortages, aging and other demo-
graphic challenges, health care, human rights, ethics, and
community and customer relations.

These CSR issues may well find their way onto the board
agenda, whether driven by a crisis, competition, or forward
thinking. They are likelier to do so if they are identified,
managed, and leveraged through a comprehensive CSR
governance program. The following section provides an
overview of future best practice in CSR governance, which
can be rolled up into a road map or guidance tool for
directors wishing to bring CSR into the boardroom.

Board CSR agendas will encompass both social and
environmental issues. Climate change will top the list—
the firm’s role and responsibilities in dealing with it and
the opportunities and risks engendered by it.

Our research reveals that, in future, CSR will be integrated
into basic governance practice, effectively redefining “good
corporate governance.” There are two models predicted
for future best practice in CSR governance: embedded
and focused.



TWO MODELS FOR FUTURE GOOD PRACTICE

IN HOW BOARDS APPROACH CSR

In the “embedded” CSR model, CSR becomes absorbed
into traditional governance processes. It becomes part
and parcel of board duty to look at long-term resource
constraints and other social and environmental risks and
opportunities, and to factor these considerations into cor-
porate strategy and oversight. In such an integrated model
there won’t be a distinct CSR group, director, committee,
remuneration bonus, or stand-alone CSR report. CSR—
expressed as universal principles—will be incorporated
into the corporate charter at the constitutional level. This
will be the foundational framework from which CSR
governance will flow.

In the “focused” CSR model, boards still adopt CSR at
the foundational level and embed their CSR perspectives
into the firm’s mission, vision, and values. However,
boards of directors following this approach explicitly
consider CSR matters. They provide structured time for
CSR, whether on the main agenda or, more commonly,
through a separate board committee that takes time to
delve into the issues. CSR becomes a focus of the busi-
ness strategy and is expressly integrated into performance
management systems. Executive compensation is tied to
the achievement of environmental and social (in addition
to financial) goals. These boards regularly account for
their social and environmental performance against goals
and targets, through CSR reports or other methods.

Neither model is likely to hold sway; indeed, the
approach boards take may be more a factor of the firm’s
culture, its external environment, its place on the CSR
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learning curve, and/or the degree to which the CSR ethic
has been thoroughly and successfully integrated into
business decision making.

Both approaches are likely to include the following

additional practices:

+ CSRin Strategy Development: CSR will become inte-
grated into corporate strategy in the future best prac-
tice board. Some boards may have a stand-alone CSR
strategy; others might integrate a CSR perspective
across the firm’s strategic direction, including possibly
marketing, R&D, legacy and new products and ser-
vices, new markets, and operations. Whether a firm
follows an embedded or a focused approach, there
will be a process for identifying and capitalizing on
CSR opportunities as well as for managing emerging
CSR risks. Both will make their way into CSR and
firm strategy.

+ CSR in Risk Management: Future boards will recog-
nize CSR as a financial risk that needs to be taken
into account. They will manage their social and
environmental risks as an overall part of their normal
business—an integral part of successful corporate
governance and management.

+ CSR Policies and Audits: Boards will adopt CSR poli-

cies and embed CSR into current codes of practice.
They will provide oversight of internal control sys-
tems to monitor conformance with the firm’s CSR
policies.
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+ CSR in Major Business Decisions and Capital
Investments: Board approval of major business
decisions and significant capital investments will be
subject to consideration of the social and environ-
mental impacts on stakeholders, the environment,
the supply chain, and other aspects.

+ CSR Training for Directors: Future directors will have
taken CSR training and be oriented to their govern-
ance role in respect of social, ethical, and environ-
mental issues.

EVOLUTION OF STAKEHOLDER ENGAGEMENT

As noted earlier, there is a debate over the proper role
of the board when it comes to stakeholder engagement.
There are a few isolated examples of boards and board
chairpersons that take leading roles with key stakeholder
groups; but for the most part, such practices are rare. While
current best practice in stakeholder relations involves two-
way dialogue between the firm and stakeholders, in future
some predict an evolution toward stakeholder governance
(a step beyond stakeholder management and engage-
ment). Stakeholder governance could include stake-
holder board members, stakeholder panels providing
advice to the board, or some other approach. Those who

predict this best practice trend believe boards will be
driven by their need to gain outside views and will be
setting up mechanisms for stakeholders to have direct
access to the board.

EVOLUTION OF BOARD STRATEGY

Among firms that practice CSR today, the degree to
which CSR considerations are brought into the board
strategy process is mixed. A common view, however, is
that having a clear CSR strategy will be central to effective
CSR (and therefore financial) performance. Firms that
incorporate social and environmental analysis and priorities
into their board-level strategic planning, and that identify
and strategize around material CSR issues, are likelier to
achieve improved financial and sustainability outcomes.

Whether boards in the future follow the embedded or the
focused model, good corporate governance will come to
be defined in a way that includes a role for the board in
social, ethical, and environmental matters. The following
chapter provides a potential road map that points the way
for directors, boards, their advisors, and investors to start
taking these issues into account.



CSR Governance Road Map

CSR governance road map, or framework,

Chapter Summary is proposed here to stimulate debate and dis-

+ Boards can follow a 12-step “CSR governance cussion about the proper role of the board of

road map” to plot out good practice in establish-
ing their CSR governance framework. Investors
and other stakeholders can use this model to
assess board CSR performance.

An important first step on the CSR path is for
boards to be involved in establishing a CSR
mission, vision, and values, and in setting the
tone “at the top.”

Communicating the board’s commitment and
building CSR into risk management, strategy,
performance monitoring, and reporting are
critical additional steps.

More advanced boards may wish to ensure that
executive compensation incorporates CSR com-
ponents, that directors are recruited, trained,
and oriented on the basis of CSR factors, and
that critical business decisions such as CEQ
recruitment, mergers and acquisitions, and
major capital investments consider CSR
impacts and opportunities.

directors in factoring social and environmental consider-
ations into building long-term shareholder value. Boards
can use this as a template to review the role they would
like to play in CSR strategy, oversight, and reporting.
Investors can use the road map as a checklist for assess-
ing the degree to which a firm takes CSR risks and
opportunities (which affect long-term shareholder
value) seriously.

Stage 1 is for those boards just starting out and includes
the initial steps a board might take to move along a CSR
path. Stage 2 is for boards that are ready to take their
CSR role to a more integrated level.

The following road map has been organized into Stage 1
and Stage 2 CSR governance. Stage 1 is for those boards
just starting out and includes the initial steps a board
might take to move along a CSR path. Stage 2 is for
boards that are ready to take their CSR role to the next,
more integrated, level. Altogether, there are 12 steps
to a comprehensive CSR governance model.
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A Road Map for CSR Governance

Stage 1 For Boards Just Starting Out

1. Build CSR into the firm’s mission and values.
Establish CSR mission, vision, values, principles, and policies in
consideration of stakeholder priorities and international standards.

to stakeholders.

2. Communicate board’s commitment.
Communicate the board’s CSR commitment internally and

3. Build CSR into risk management.
Include social and environmental considerations in risk and
opportunity identification, management, and monitoring.

5. Mandate a committee with CSR responsibility.
Include a CSR mandate within a pre-existing committeg,
or establish a new committee with a clear mandate.

(See box “Proposed CSR Committee Mandate.”)

4. Integrate CSR into business strategy and
provide oversight.

Integrate CSR into business strategy and corporate plans;
set goals, objectives, and targets, and monitor performance
against targets.

6. Report to stakeholders on CSR performance.
Review and approve third-party audited CSR report for
distribution to shareholders and stakeholders; ensure CSR
report complies with international CSR reporting standards.

'

Proposed CSR Committee Mandate

Policies: Review and
recommend CSR policies
(including codes of con-
duct) and management
systems; monitor compli-
ance with policies, com-
mitments, and regulations.

Strategy: Review/recom-
mend CSR strategies and
plans; provide guidance to
management on objectives
and targets; provide over-
sight and guidance on CSR
performance/progress.

Trends: Monitor and pro-
vide recommendations on
public policy, consumer,
stakeholder, corporate,
and general public trends,
issues, and developments
that could impact the com-

pany.

Risk Management:
Monitor and oversee CSR
risk management plans;
review effectiveness of
issue identification and
management.

Stakeholder Engagement:
Review and monitor stake-
holder relations; consider
opportunities for direct
stakeholder input into
committee deliberations.

CSR Report: Determine
overall scope of, provide
input on, and recommend
board adoption of board
CSR report.

Incident Management:
Review incidents and
remedial actions and
monitor crisis readiness
and emergency plans.

CSR Assessment: Review
and make recommenda-
tions on CSR impacts of
major business decisions.

Sources:

The Conference Board of Canada; Strandberg Consulting.
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Stage 2 ror Boards Ready to Take CSR to Next Level

7. Reward executives for CSR performance. 8. Recruit directors with CSR perspectives.
Incorporate non-financial/longterm objectives into executive Explicitly include CSR in director recruitment, e.g., director
compensation; ensure performance management systems diversity and experience and background in CSR issues/
reward CSR performance. management.

9. Orient and train directors on CSR. 10. Provide mechanisms for stakeholder input.
Include CSR in director orientation, ongoing training and Ensure mechanisms are developed for board consideration
education, and board evaluations; ensure board is provided of unfiltered input from stakeholders.

with adequate CSR expertise and information to make
informed decisions.

11. Recruit CEOs with CSR competency. 12. Consider CSR in major business decisions.
When recruiting a new CEQ, ensure candidates are assessed Include consideration of CSR in major acquisitions,
for CSR awareness and competency. business partnerships, mergers, and investments.

After a board has followed all these steps toward integrating CSR into its mandate, it will want
to assess progress and impact. The board may then decide that it has achieved its integration
objectives and that it no longer requires a stand-alone CSR committee. At that point, the board
may prefer to integrate CSR perspectives into other committee mandates (audit, risk manage-
ment, human resources, governance, etc.).

This 12-point road map can be a guidance framework for boards seeking to take social and
environmental factors into account in their deliberations. Most of these elements are already
in practice among leading CSR firms around the world that are looking to build long-term
shareholder value. Boards that integrate these steps into their corporate governance program
will be able to benefit from greater CSR oversight and strategy on material issues that affect
the future of the company.




Conclusion

Chapter Summary

+ This study reveals that there is a definite trend
toward increased board oversight of a firm’s
social, environmental, and ethical performance.

+ Although current practice is limited, the growing
business case for CSR, along with the engage-
ment of institutional investors and the arrival
of a new generation of directors, will “main-
stream” CSR governance in the years ahead.

+ There is considerable good practice in CSR
governance that can provide a road map for
directors to enhance their oversight role.

+ The board’s key role is to “set the tone at the
top.” This is a critical success factor in CSR
governance—and, ultimately, CSR performance.

his look at the trends, drivers, and current and
best practice in CSR governance reveals a def-
inite trend toward increased board oversight of

a firm’s social, environmental, and ethical performance.

While current practice is limited, the growing realization
of the CSR business case, more engaged institutional
investors, and (over time) a new generation of board dir-
ectors will drive the mainstreaming of this practice in
the years ahead. Given the materiality of CSR to firm

performance and the emergence of governance standards,
codes, and regulations that prescribe a role for directors
in considering stakeholder interests and long-term social
and environmental operational risks, firms are expected
to bump CSR issues from the C-suite into the board suite.
While CSR factors are now considered primarily oper-
ational matters, all signs point to their becoming matters
for board oversight and strategic decision making in the
coming decade.

The growing realization of the CSR business case, more
engaged investors, and a new generation of board directors
will drive the mainstreaming of CSR governance.

As the research reveals, however, even within many
leading CSR firms there are disconnects between practice
and theory—CSR factors are not a prime consideration
in board recruitment and training, boards are not taking
accountability for the firm’s CSR performance reporting,
and CSR does not appear to be a strategic consideration
in long-term strategy planning. Nevertheless, much good
practice does exist, and that has helped in the develop-
ment of a CSR governance road map. This road map is
made up of 12 steps to help boards forge a path toward
the integration of CSR factors into their operations. To
move forward, it is clear there needs to be a board cul-
ture for CSR—the actions and mindset of the CEO and



chair are critical to the setting of the tone. Indeed, this
study concluded that “setting the tone” is a key role of
the board. The board must “set the tone at the top” by
articulating and communicating a clear values frame-
work within which the firm operates.

Whether boards decide on a stakeholder, integrated,

or systemic model, or whether they adopt an embedded
or focused approach, one thing is clear—we will see more
boards practicing CSR in the years to come. Debate will
continue as to the role of the board in directly engaging
(or even recruiting) stakeholders, how central CSR should
be to firm strategy, the accountability of the board for
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firm CSR performance (as evidenced by the board’s role
in the CSR reporting cycle), and the role of the CEO and
board chair in shaping board CSR agendas. It is on these
fronts that CSR governance will evolve in the coming
years.

Boards seeking to do more than pay lip service to CSR
issues will be integrating social and environmental incen-
tives into the firm’s performance management system,
recruiting CEOs in alignment with their CSR priorities,
and building CSR into firm strategy. These areas are
worthy of further study, as they will dictate how CSR
unfolds in the years ahead.
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Mindy Lubber

Dr. Craig McKenzie

David Stewart-Patterson

Doug Pearce

Nick Robins
Marion Swoboda
Beverly Topping
Allen White
Simon Zadek

Peter Zollinger

Professor, International
Management Development

Director General

Director, Governance Programs
Senior Counsel

Chief Executive Officer
Professor

Executive Vice-President

Chief Executive Officer

Chair

Head of SRI Funds
Senior Equity Analyst
Chief Executive Officer
Senior Advisor

Chief Executive Officer

Director

Cranfield School of Management

United Nations Global Compact
Ceres

Supreme Court of South Africa
Ceres

University of Glasgow

Canadian Council of Chief
Executives

British Columbia Investment
Management Corporation

Canadian Coalition for Good
Governance

Henderson Global Investors
Sustainable Asset Management
Institute of Corporate Directors
Business for Social Responsibility
AccountAbility

SustainAbility

United Kingdom

United States
United States
South Africa
United States
United Kingdom

Canada

Canada

United Kingdom
Switzerland
Canada

United States
United Kingdom

United Kingdom
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Director Interviewees

Canadian Directors

Name Title/Committee Company Country
Bob Astley Corporate Director Bank of Montreal Canada
Mel Benson* Chair, Environment, Health & Safety Committee Suncor Energy Canada
Governor James Blanchard*  Chair, Corporate Social Responsibility Committee Enbridge Canada
Dr. F. Peter Boer* Chair, Public Policy and Responsible Care Committee NOVA Chemicals Canada
Holger Kluge* Chair, Health, Safety & Environment Committee Husky Energy Canada
Nancy Lockhart* Chair, Environmental, Health, and Safety Committee ~ Loblaw Companies Limited  Canada
Jeffrey Marshall* Environmental, Health & Safety Committee Catalyst Paper Canada
John Mayberry Director Inco/MDS Inc./Scotiabank Canada
Ken McCready* Member, Corporate Responsibility & Environment EnCana Corporation Canada

Health & Safety Committee

Barbara McDougall* Chair, Corporate Social Responsibility Committee Imperial Tobacco Canada Canada
Mary Mogford* Member, Corporate Governance and Nominating Potash Corporation of Canada
Committee Chair, Audit Committee (Environment, Saskatchewan

Health & Safety Committee)

Eric Newell* Member, Safety, Health & Environment Committee Nexen Inc. Canada
Dale Parker Director (since retired) Talisman Canada
Paul Tellier* Chair, Human Resources, and Member, Audit Alcan Inc. Canada

Committee and Corporate Governance (Environment,
Health & Safety Committee)

John Turner Director Empire Life Insurance Canada
Company

(cont’d on next page)
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International Directors
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Name Title/committee Company Country

The Rt. Hon. Corporate Responsibility and Reputation Committee Unilever United Kingdom

The Lord Brittan

Jill Conway Chair, Corporate Responsibility Committee Nike United States

Sir Christopher Gent Chair, Corporate Responsibility Committee, GlaxoSmithKline United Kingdom
Non-Executive Chairman

Wim Kok Chair, Social Responsibility Committee Shell United Kingdom

Héléne Ploix Chair, Social Responsibility Committee Alliance Boots PLC United Kingdom

Marco Suter

Dorothy A. Terrell

Chair, Corporate Responsibility Committee

Chair, Public Responsibility Committee

UBS

General Mills

United Kingdom

United States

*Interviews with these directors were included in the interview analysis as they were board members of firms with “CSR/EHS” committees.
The other interviews were conducted in the pilot phase.
Note: In two instances (Alcan and Potash), the director interviewed was not a sitting member of the “CSR/EHS” committee.



Comparative Analysis

Role of Board

Literature Review

Thought Leaders (Ideal)

Directors (Actual)

Practices

CSR Committee

Strategy

Monitoring

*

Determine core values,
principles, and corporate
purpose to frame CSR.
Identify and manage material
environmental, social, and
ethical risks and opportunities.
Integrate into board practices.

Set up accountabilities to monitor
performance (e.g., committees).

Develop CSR strategy, targets,
and key performance indicators.

Monitor performance and
implementation.

+ Set values and tone at top.

*

Assess risks and opportunities.

+ Incorporate CSR within

+ Focus on long-term orientation.
+ Be accountable to stakeholders.

strategic plans.
Create incentive structures for
executive CSR performance.

+ Be informed and understand

CSR issues.

Company-specific decisions
to establish CSR committee.
Options include:

*

*

*

Role of full board

Incorporate into all committee
functions

Incorporate into a pre-existing
committee

Stand-alone committee

Include CSR within planning and
strategy development.

No mention.

+ Set tone at top.

+ Include CSR in principles
and values.

+ Provide oversight on CSR;
monitor performance on
CSR.

+ Create incentive structures
for
executive CSR performance.

+ Define business strategy in
CSR.

+ |dentify and fund CSR
responsibilities.

+ Set and monitor CSR policy
direction.

All had stand-alone CSR
committees.

CSR is (occasionally) included
within business strategy.

Monitor CSR performance
through regular progress
reports.

(cont’d on next page)
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Role of Board

Literature Review
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Thought Leaders (Ideal)

Directors (Actual)

Reporting

Executive CSR
Compensation

Consideration of
CSR in Director
Recruitment

Training

Stakeholder
Engagement

CEO Recruitment
to Take CSR into
Account

Major Acquisitions
or Investments

Disclose/report on CSR
performance.

Link remuneration to non-

financial factors.

Include CSR in director
recruitment.

Include CSR in director training.

Identify and address stakeholder
issues; establish opportunities for
direct stakeholder engagement.

Include consideration of CSR.

Include consideration of CSR.

Boards should be involved in
CSR reporting.

Boards should tie executive com-
pensation to environmental and
social performance. (Alternative:
Tie to long-term performance.)

Three approaches:

+ Ensure values alignment.

+ Recruit directors who can
understand and represent
stakeholder interests.

+ Recruit stakeholder
representatives.

Include CSR in director training.

Stakeholder engagement is a
management responsibility.

Minority view: Boards should
have a formal process for direct
engagement.

No mention.

No mention.

Provide input into CSR report;
some boards approve the
report, though most do not.

CEO compensation includes
financial and non-financial
factors.

Three approaches:

+ Values alignment

+ Recruit directors with CSR
orientation

+ Not a factor

CSR is included in new director
orientation; some reference to
director training on CSR issues.

Stakeholder engagement is a
management responsibility.

Site, field, and facility visits
and receptions are common
opportunities for stakeholder
interaction.

Mentioned once.

Mentioned once.




Related Products and Services

Centre for Corporate Citizenship and Sustainability—this
new research centre is a “one stop shop” for CSR
executives looking for a primary and reliable source
of new knowledge to bring to their organizations.
Strategic Risk Council—this council is for senior
management with overall responsibility for strategic
assessment and risk management in multinational
and national firms.

Corporate Ethics Management Council—this council is
for senior executives who have strategic responsibility
for ethics, compliance, or reputational risk manage-
ment within their organization.

Public Enterprise Governance Centre—this centre is for
board members, chief executive officers, and chairs of
public enterprises in Canada, including federal, prov-
incial, and municipal corporations and agencies of
the Crown.

Council on Corporate Aboriginal Relations—this council
is for directors, managers, and senior management per-
sonnel responsible for developing and managing their
organization’s relationships with Aboriginal groups
and companies.

Corporate Community Investment Council—this council
is for professionals responsible for managing their
organization’s strategies and programs related to com-
munity investment and partnership development,
stakeholder relations, and corporate contributions
and reputation.

¢ Risk, Governance, and Corporate Performance:
A Board’s-Eye View
Corporate Social Responsibility Review
Compensation of Boards of Directors, 17th Edition:
Cost of Running Boards Escalates

¢ The Elephant in the Boardroom: A Spotlight on the
Board’s Role in Materiality—Meta-Materiality

¢ How to Ensure Ethics and Integrity Throughout
an Organization

Conference e-Proceedings are audiovisual CD-ROMs

containing a recorded archive of the presentations made

at Conference Board events and synchronized directly

with all PowerPoint presentations.

+ National CSR Conference: Connecting Business
Value With CSR

¢  Western Corporate Governance Forum: Next Steps,
New Thinking

+ 2008 National Governance Conference

Canada’s only university accredited, corporate director

development program that leads to the professional desig-
nation Chartered Director (C.Dir.). The Directors College
was founded by McMaster University’s DeGroote School
of Business and The Conference Board of Canada.

For more information, go to www.thedirectorscollege.com.

Go to www.e-library.ca to see other informative reports that would interest you.
Phone 1-866-242-0075 for information on related products and services.



Centre for Corporate Citizenship and Sustainability

Senior Leaders and Practitioners in
Corporate Citizenship, Sustainability, and CSR

Explore Best and Next Practices, Exchange Ideas, and Make New Contacts

CSR professionals looking for a “one stop shop”
that provides information from a primary and
reliable source should consider The Conference
Board of Canada’s Centre for Corporate Citizenship
and Sustainability. This new executive network
brings together senior leaders from the public,
private, and non-profit sectors seeking new
knowledge and insight on the topic of corpo-
rate citizenship and sustainability. These key
stakeholders will include suppliers, distributors,
outsourcing firms, makers of related products
or services, and technology providers.

The Centre’s objective is to help members

increase their knowledge of corporate citizen-
ship and sustainability and to discover new ways
to bring their organizations up to current stan-
dards in such countries as the U.K. and Australia.

The Centre convenes up to three times per year,
bringing together senior-level executives and
practitioners via face-to-face and electronic
networking. The use of leading-edge technology
facilitates the dissemination of information to
our members.

The Centre meets in locations across Canada to
address current corporate social responsibility
(CSR), corporate citizenship, and sustainability
issues through informal networking and struc-
tured presentations. Our inaugural meeting
looked at “Benchmarking and Reporting Your
CSR Initiatives.” The themes for subsequent
meetings are based on consultation with mem-
bers and cover current issues (such as climate
change).

For more than two decades, The Conference
Board of Canada has helped Canadian businesses
find their footing in CSR. Through our research,
we publish strategic insights and develop prac-
tical tools to assist companies implement
CSR. Through our Annual Corporate Social
Responsibility Conference, executive networks,
and The Directors College, we also bring together
senior leaders from the private, public, and
not-for-profit sectors to explore the changing
role of business in society.

www.conferenceboard.ca




The Conference Board of Canada has a unique ability to bring together the

senior leaders of Canada’s top organizations to discuss issues, share and
compare best practices, and learn from each other. Our main services are:

Executive Networks:
Exchange ldeas
and Make New

Contacts on
Strategic Issues

Custom-Ordered
Research: Tap Our
Research Expertise to
Address Your Specific
Issues

Customized Solutions:
Help Your Organization
Meet Challenges and
Sustain Performance

e-Data: Stay
on Top of Major
Economic Trends

Saaying on Top of Major
¥ ic Trends

Conferences, Seminars
and Workshops: Learn
from Best-Practice

. Organizations and

Industry Experts

The Niagara Institute:
Develop Leaders of the
Future with Interactive
and Engaging Leadership
Development Programs

e-Library: Access
In-Depth Insights,
When You Need
Them Most

The Directors College:
Canada’s only university
accredited corporate
director development
program

For more information, contact our

Corporate Account Executive Team at 1-866-711-2262

or go to www.conferenceboard.ca.




The Conference Board of Canada
255 Smyth Road

Ottawa ON K1H 8M7 Canada
Tel. 1-866-711-2262

Fax 613-526-4857
www.conferenceboard.ca

The Conference Board, Inc.
845 Third Avenue, New York NY
10022-6679 USA

Tel. 212-759-0900
Fax212-980-7014
www.conference-board.org

The Conference Board Europe
Chaussée de La Hulpe 130, Box 11
B-1000 Brussels, Belgium

Tel. +32 2 675 54 05

Fax +32 2 675 03 95

The Conference Board Asia—Pacific
2802 Admiralty Centre, Tower 1

18 Harcourt Road, Admiralty

Hong Kong SAR

Tel. +852 2511 1630

Fax +852 2869 1403
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