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« The Non-Executive Directors’ Association (NEDA) is an organization dedicated to non-executive
directors (NEDs).

Fik « The objective of NEDA is to provide member NEDs with a comprehensive range of practical

support, education and advice, in association with a number of key partner organizations,

including the Institute of Chartered Secretaries and Administrators(ICSA).

« The responsibility of Non-Executive Directors is heightened by the UK's well-deserved global
reputation for the highest standards of corporate governance. These standards are
underpinned by well-developed codes and guidelines which are regularly updated in light of
new experience. This Non-Executive Directors’ Handbook provides a comprehensive
guide for NEDs at each stage of their career.

The role of the non-executive director
Directors' duties and liabilities
Becoming a NED

NEDs and the board of directors
Effective boards and board meetings
The audit committee

The remuneration committee

The nomination committee

Strategy

10. Internal control and risk management
11. Financial reporting and auditing

12. Director development and board performance evaluation
13. Relationships with stakeholders

LCONOUhWNE

HFfr : The Non Executive Directors’ Handbook, 5th edition extractzE(CHREADERK.
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The role of non-executive directors

Non-executive directors should contribute to the effectiveness of the board in companies of different types
and size, but their contribution can be particularly valuable in companies where there is separation of
ownership of the company from control, and the members of the board own a relatively small proportion of
the total number of shares in issue. NEDs must work together with their executive colleagues as a board of
directors to lead the company, but at the same time NEDs must also act in a monitoring role, protecting the
interests of the shareholders against the risk of excessive self-interest by executive management. There are
four broad roles for non-executive directors:

I. They contribute to the formulation of company strategy. As members of the board, they should ‘offer
constructive challenge (and) strategic guidance’. If they bring specialist knowledge to the board in
areas such as digital and cyber security activities, they should also offer specialist advice.

II. They should review the performance of executive management in meeting their agreed goals and
should ‘hold management to account’,

ITI. They should monitor the integrity of the financial information produced by the company, and satisfy
themselves that the systems of internal control and risk management are robust and defensible.

IV. They have responsibilities for deciding appropriate levels of remuneration for executive directors and,
given the emphasis on broader stakeholder engagement, other senior management and employees.
They also have an important role in the appointment and removal of executive directors, and in
succession planning.

H P : The Non Executive Directors’ Handbook, 5th edition extractz&(THEEANERK. 29
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FMEE I LXK AEMIC AN RIETN TS,

The role of executive directors

It could be argued that a unitary board needs only two executive directors in its membership: the chief
executive officer (CEQ) and the finance director or chief finance officer (CFO). The CEO provides a link
between the board and the executive management team, as leader of the executive team, and is
therefore accountable to the board for management performance. The finance director provides
expertise in accounting and finance, an aspect of the company’s affairs that can drive much of the
board’s decision making.

Executive directors have a balancing act to perform between their responsibilities as directors and their
responsibilities as executive managers, which are different. The FRC’'s Guidance on Board Effectiveness
(revised July 2018, which provides guidance on applying the principles and provisions of the UK
Corporate Governance Code) stresses that executive directors have the same duties as other members
of a unitary board and that their duties extend to the business as a whole, not just that part which is
covered by their executive roles. In the boardroom, they should take the wider view of their
responsibilities.

H PR : The Non Executive Directors’ Handbook, 5th edition extractzE(THEE&HWERK .
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Corporate Governance

At the heart of corporate governance is the relationship between the directors of a
company and the equity shareholders. This can be compared with the agency-principal
relationship. The board of directors of a company can be seen as the agent of the
company, acting on behalf of its principal (the shareholders). The agent must act in
the best interests of the principal, and should be accountable to the principal for its
stewardship of the company’s assets.

In practice, this ‘ideal’ relationship between the directors and the shareholders does not
always function as effectively as it should. The aim of the guidelines, rules and
regulations on corporate governance is to improve the quality of governance, so
that the directors fulfil their obligations to shareholders. In doing so, they should
improve the performance of the company and meet the needs of its shareholders

more successfully.

H PR : The Non Executive Directors’ Handbook, 5th edition extractzE(THEE&HWERK .
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