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BOARDS ARE FACING
A CULTURE SHOCK

A positive organisational culture doesn’t only foster compliance,
it drives employee engagement, high performance and strong
stakeholder relations. But across corporate Australia, the tone from
the top is increasingly tone-deaf.
When the global financial crisis (GFC) hit a decade ago, much blame
was laid on weak risk culture. While Australia escaped the worst of
the GFC, it seems we’ve also been slower to learn from it. Worse, it
led to complacency that we were somehow immune from the poor
governance and corporate practices that characterised many of the
most significant failures.
Now, history is repeating itself. The banking Royal Commission has
revealed illegal and unethical actions, widespread misconduct and
systemic compliance failures, as well as exposing the worst elements
of corporate culture.
But the problem is much bigger than a single industry. Trust in our
businesses, public institutions and even the non-profit sector has
plummeted. Customers, employees, shareholders and the wider
community expect better.
It is widely accepted that boards are ultimately responsible for the
culture of their organisations, but just how they are expected to
discharge that duty is currently a topic of considerable debate.
Directors are at the centre of the discussion. While regulations and
guidance point to stronger board involvement in organisational culture
as vital to restore trust, the extent of their role is far from unanimous.
This report offers a guide to help boards, executives and corporate
governance professionals uncover the culture that permeates their
organisations and drive change for the better.
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A PRACTICAL CULTURE COMPASS
FOR DIRECTORS

Culture is never static. It’s a living, breathing part
of every organisation, a product of everyone
from the shop floor to the cubicle, the production
office to the executive suite.
Just like a tranquil ocean can conceal dangerous
rips, a profitable and apparently high-performing
business can have a negative culture lurking
below the surface. Amplifying the challenge is

JOIN IN

Model every aspect of culture in the
board’s own operations and behaviour.

GET DOWN

Go into the business to find out what
is happening and connect with a mix
of people.
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the variation across the different functions
and levels of an organisation.
Directors keep watch, looking for signals of
trouble. But which way should they look to
effectively oversee such a complex issue?
Our culture compass presents a practical
model for directors to monitor culture from a
range of perspectives.

LOOK OUT

Monitor information from beyond
the management team and outside
the organisation.

FOLLOW UP

Take swift, decisive action when
warning signs are identified.
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THE VIEW FROM THE TOP

In the discussion about how to repair what is broken in organisational culture and who is responsible
for fixing it, there is widespread agreement on several basic facts.

CULTURE CAN’T BE REGULATED
There is no one-size-fits-all model for
organisational culture. Each business must
determine the culture they seek to achieve
and establish the purpose, values, frameworks
and behaviours to instil it at every level. Not only
that, but excess regulation can hamper a good
culture.

“Good culture and proper governance
cannot be implemented by passing a law.”
“Regulatory complexity increases pressure on
the regulator’s resources and may allow entities
to develop cultures and practices that are
unfavourable to compliance.”
Justice Kenneth Hayne
Royal Commission Interim Report

BOX TICKING DOESN’T WORK
Regulators increasingly face a Catch-22 situation
in their approach to corporate governance and
culture. Adopt a prescriptive approach and be
dismissed as distracting from substantial issues
with box-ticking. Or make qualitative statements
and face criticism that standards are vague and
easily dodged.
Corporate governance is what the people at
the top make it. If they see it as a box-checking
exercise and as an impediment to getting things
done, then that’s all it will be.
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“ASIC’s role is not to dictate a company’s culture
nor how a business is run, but we do want
companies to shine a light on their own culture
and see if it is sufficiently ﬁt for purpose. Culture
is at the heart of how an organisation and its staff
think and behave. It is an issue companies must
address themselves.”
John Price
ASIC Commissioner
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THE VIEW FROM THE TOP

IT’S UP TO BOARDS AND MANAGEMENT
Boards and management must work together to
improve the culture of their organisations. Neither
can do it alone.
Boards must set the tone, but they must also
empower management to fulfil that vision.
This may require a rethink of some performance
incentives, which overly emphasise financial
measures at the expense of others

“What’s the board’s responsibility for culture?
Well, ultimately, all of this stops with the board. If
the board is not aware of the state of the culture
of the company and doesn’t take active steps to
monitor and indeed address issues which might
arise, then the board has substantially failed.”
Elizabeth Johnstone
ASX Corporate Governance Council Chair

CULTURE BY THE NUMBERS

89%
96%
76%

Directors whose boards are trying to effect cultural changei

Gap between perceived ethical behaviour by large companies and its importanceii

People who say boards should take action on poor executive behaviour
regardless of its business impactii

i. AICD Director Sentiment Index, October 2018
ii. Governance Institute 2018 Ethics Index
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JOIN IN |

Model every aspect of culture in the board’s own operations and behaviour

Good governance begins at home. Directors need to demonstrate that they uphold the same – or higher
– standards that are expected across the organisation.
Fail to do that, and directors become part of the problem rather than part of the solution. When different
behaviour is tolerated at the top, this quickly gets around and perpetuates an ‘us Vs them’ mentality. This
erodes the organisation’s stated values and undermines its culture far beyond the senior executive ranks.
Play by the same rules
⊲⊲ Organisation-wide policies relating to ethical
behaviour should apply to all directors,
including non-executives. This includes the
code of conduct, as well as other policies such
as work health and safety and continuous
disclosure.
⊲⊲ Policies clearly specifying that they relate to
directors, executives and staff send a broad
and powerful statement that nobody is above
or outside the law.
⊲⊲ That extends to directors taking their own
compliance obligations seriously, including
timely notification of changes to personal
interests and trading in securities.
Be generous with your time
⊲⊲ Building effective relationships with
management is the cornerstone of setting the
cultural tone. Central to this relationship is
respect for each other’s time.
⊲⊲ While management needs to allow directors
enough time to prepare for meetings, directors
can provide valuable support by being
available and present.
՟՟ Prepare before meetings so that
discussions are more efficient.
՟՟ Connect between meetings to target
issues and share insights.
՟՟ Allow a buffer for meetings to run longer
to avoid curtailing valuable discussions.
՟՟ Focus on meetings free from other
distractions or interruptions.
՟՟ Have regular conversations separately
from the formal meeting cycle.
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Keep improving
⊲⊲ High-performing boards actively examine
their own performance, identify where
changes can be made and plan how to
implement improvements. Viewing board
evaluations as a periodic box-ticking exercise
misses a critical opportunity to model a culture
of accountability and continuous improvement.
⊲⊲ Participating in regular training, as a board and
individually, is also important. It equips boards
with the tools to deal with emerging issues
facing the business and the broader industry.
⊲⊲ Directors could also participate in the
organisation’s broader training on topics
that underpin its culture, such as an online
regulatory compliance course or unconscious
bias workshop.
Challenge constructively
⊲⊲ It’s easy to stand by the corporate values
when the going is good. A greater test is to
look at behaviour when times turn hard.
⊲⊲ Having difficult conversations with mutual
respect and diplomacy demonstrates positive
culture when it is most challenging. It sets a
benchmark for leaders to take the high road
and apply the same principles with their own
people.
⊲⊲ Part of the board’s job is to ask the tough
questions and hold management to account.
Directors must be able to speak openly about
the issues they encounter. However, if intense
discussions escalate into a war of words, this
may cause unseen damage to a trusting and
supportive relationship with ramifications
beyond the boardroom.
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LOOK OUT |

Monitor information from beyond the management team and outside the organisation.

The closed doors of the boardroom can create an echo chamber that dampens the voices of customers
and staff. If directors don’t look out, they can quickly find they need to.
Boards are highly reliant on management as their primary source of information. That risks being a barrier to
seeing the organisation through the lens of its other stakeholders. Information reflecting those broader views
is essential for the board to effectively oversee culture.
Open the doors
⊲⊲ A cast of thousands in every board meeting
is sometimes a recipe for disaster. However, a
well-chosen list of attendees can help directors
understand the business at a deeper level and
home in on areas for greater oversight.
⊲⊲ Managers immediately below the CEO’s direct
reports have high visibility on significant issues
and play a vital part in communicating the
corporate culture across operational leaders
and teams. Inviting general managers to meet
with the board can also boost engagement
at a level that can feel overlooked and
underappreciated.
⊲⊲ Others from specific functions, such as those
with responsibility for responding to customer
complaints, performing internal audits or
conducting exit interviews, can contribute
practical insights that breathe life into board
reports and performance metrics.
“The most heartening element of sitting
through the royal commission is that at almost
every turn bad deeds have been picked up by
junior members of staff.”
Daniel Ziffer
ABC reporter for ‘The Business’
Seek independence
⊲⊲ Information from beyond the executive team
can come from a wide range of sources (see
‘Where to Look’ on the next page).
⊲⊲ Benchmarking that information against past
performance, industry trends and best practice
provides further insight.
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Get social
⊲⊲ Exploring social media is one way to find
out what ordinary people are saying about
the organisation. Comments, posts, tweets
and online reviews can paint a picture of an
organisation at its worst but point the way to
underlying issues.
⊲⊲ How it responds is an important indicator of its
culture at the coalface. That includes not only
the way issues raised by customers and the
public are addressed, but also the speed and
sentiment of replies.
⊲⊲ A service-driven culture will be quick to
respond, make people feel they’ve been heard,
and work out a solution. Alternatively, attempts
to shut down negative feedback, boilerplate
responses and hollow apologies are a sign that
urgent improvement is required.
Don’t start from scratch
⊲⊲ For those who are relatively new to monitoring
organisational culture, useful resources are
widely available to help get on track without
reinventing the wheel.
⊲⊲ APRA’s) independent prudential inquiry into
governance, culture and accountability has, in
particular, been widely described as required
reading for all directors.
⊲⊲ When considering significant failings in
organisational culture, two key questions are:
1.

How would we know if this
happened here?

2.

What would we do if it did?
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Where to look

What gets measured

The most relevant cultural indicators will vary
between organisations. Once identified, they
should be incorporated in monitoring and
analysis, risk management frameworks and
reward arrangements.

Staff engagement reports are just the tip of the
iceberg when it comes to reporting to the board
on organisational culture.

Staff
⊲⊲ Employee referrals and internal transfers.
⊲⊲ Number and nature of bullying or
harassment reports.
⊲⊲ Levels of unplanned absences and stress
leave.
⊲⊲ Dismissals for cause or non-compliance.
⊲⊲ Settlement agreements.
⊲⊲ Exit interview themes.
⊲⊲ Employee engagement levels and
underlying data.
Customers
⊲⊲ Customer satisfaction levels.
⊲⊲ Net promoter scores.
⊲⊲ Number and nature of customer complaints.
⊲⊲ How long complaints take to resolve, both
on average and with respect to visibility
over issues that take longer.
⊲⊲ Proportion of complaints resolved in a
single interaction.
⊲⊲ Customer turnover rates.
Compliance
⊲⊲ Overdue internal audit actions.
⊲⊲ Completion rates for mandatory training.
⊲⊲ Number and nature of policy and regulatory
breaches.
⊲⊲ Timeliness of breach identification and
reporting.
⊲⊲ Feedback from regulators and auditors.
Reputation
⊲⊲ Media monitoring.
⊲⊲ Social media content.
⊲⊲ Independent data tools and analysis.
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For effective oversight, boards need meaningful
information in every reporting pack, not just a
periodic report once or twice a year.
Management should provide information
that encourages ongoing dialogue about
organisational culture. That information
needs to address three elements:
1.

Incidents

2. Themes
3. Actions
Measurable data is essential to define a clear
starting point, set objectives, monitor progress
and identify trends.
Reporting on culture metrics challenges the
silo mentality that can pervade organisations,
especially larger ones.
Gathering data and drawing insights across a
broad range of areas takes cross-functional
collaboration. It can also expose shortfalls in the
systems used to record, track and interrogate
this information, which often lack the rigour,
sophistication and integration of financial
reporting systems. This in itself is something
organisations need to consider and address.
Measurement isn’t everything
Metrics also need to leave space for directors
to consider culture through the lens of their
extensive experience and professional judgement.
Boards and management should be continuously
alert to anything that looks wrong or feels out
of place. Acceptance can lead to complacency,
enabling people to overlook warning signs and
avoid questioning the status quo.
The rise of organisational culture has been
accompanied by growing emphasis on emotional
intelligence. This supports a more nuanced
approach that recognises the inherent complexity
and many facets involved in developing and
changing culture over time.
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GET DOWN |

Go into the business to find out what is happening and connect with a mix of people.

The standard you walk past is the standard you accept – but you need to start walking in order to see what
people are doing. That includes directors getting beyond the boardroom on a regular basis. Even the very
best reports can’t replace the insights that come from looking at operations firsthand.
A common concern among employees is that they don’t see members of the upper echelons of the
organisation out and about in the business. It might come as a surprise to some directors to find their faces
are unfamiliar to staff. While that can allow them to observe what goes on unnoticed, building connections
is a more effective strategy.
Broader interaction pays off
⊲⊲ Talking – and listening – to employees plays
a critical role in both setting and monitoring
corporate culture. Taking the time to go on
site, find out what people are focusing on, and
have conversations away from a formal meeting
environment does more than simply building
visibility.
⊲⊲ A corporate directive delivered from on high is
no match for a director speaking to the business
in person. They have a unique ability to connect
individuals to the organisation’s strategy and
values at the highest level, whether by sharing
their own experiences, recognising achievement
or exploring the heart of business operations.
⊲⊲ The knowledge that directors can and do
regularly visit all parts of the business is also
likely to help banish complacency.
As a board
⊲⊲ A program should be developed for boards
to visit all of their organisation’s significant
operations. These might involve a schedule of
briefings, presentations and activities, or be as
simple as a site tour and a staff lunch after a
board meeting.
⊲⊲ Incorporating meetings with major customers
and business partners adds another dimension
to board visits. It conveys their importance and
helps build relationships at the highest levels.
“You need to use good judgement, you
don’t necessarily affirm everything you hear,
you need to be a good listener.”
Elizabeth Johnstone
ASX Corporate Governance Council Chair
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Committees
⊲⊲ Holding some of the scheduled meetings
on site provides the opportunity to combine
broader management participation and allows
for a deep dive into more complex topics.
⊲⊲ A smaller group can also allow for a more
low-key visit to operational areas than may be
possible with the full board, including casual
interaction with a broader range of staff.
⊲⊲ Individual directors attending significant
corporate activities is a show of support from
the top, increases directors’ visibility and can
give added weight to management’s messages.
There is a wide range of ways for directors to
get involved:
1.

Present an award at the business’s
annual achievement celebration.

2.

Join the organisation’s table at an 		
industry event.

3.

Go to an organisational update or town 		
hall meeting.

4.

Attend a community consultation forum.

Senior executives
⊲⊲ As part of their role embedding in the
organisation’s culture, senior executives should
regularly connect directly with frontline staff,
customers and other stakeholders.
⊲⊲ There are few more powerful ways of ensuring
customers feel heard than making sure they
receive a call from the CEO.
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FOLLOW UP |

Take swift, decisive action when warning signs are identified.

Organisations with a high degree of strategic maturity do much more than holding an annual offsite with the
board and executive team. A strategic focus is part of the conversation at every meeting, even if it’s not a
specific agenda item, and is embedded into every proposal and report that’s brought to the board.
Similarly, leading and monitoring culture is a constant process that needs to encompass every aspect of the
organisation.
What culture can learn from safety
⊲⊲ Developing processes to effectively identify
risks, implement mitigation strategies and
rapidly escalate issues is central to a strong
safety culture.
⊲⊲ There is high awareness of the impact
safety has on people inside and outside
an organisation, as well as its potential
reputational, legal and financial consequences.
⊲⊲ Boards receive regular reporting on safety
performance, including details of specific
incidents plus overall trends and metrics.
⊲⊲ When an incident occurs, there is immediate
action to minimise further harm, investigate the
root cause and take action to prevent similar
issues from recurring.

⊲⊲

A critical difference is that while safety
incidents typically involve hard facts, culture
issues can appear more subjective.

⊲⊲ Management can find these issues harder to
report to the board, or even be reluctant to
attempt it, because of their perceived ambiguity
or sensitivity. This itself can indicate the
organisational culture hasn’t reached maturity.
“Good times will often mask poor practices.
In an Australian context, where the domestic
economy has enjoyed 25 years without a
serious recession, this should sound a clear
note of caution against complacency.”
APRA 2016 risk culture information paper
When something goes wrong

⊲⊲ Near misses are also identified, reported and
investigated. An absence of injury or damage
isn’t the threshold to determine that things are
working properly.

⊲⊲ While measuring culture can be challenging,
changing is even harder. A sense of urgency
is essential to ensure issues are addressed at
their source before they escalate or multiply.

⊲⊲ Issues are rarely dismissed as resulting from
an isolated incident or a few bad apples acting
outside the rules.
⊲⊲ Staff found not to comply with safety
procedures generally face serious disciplinary
action or dismissal.

⊲⊲ The board’s response is an opportunity to
demonstrate and reinforce the desired culture.
Failing to act can be seen as tacit endorsement
for the behaviour. That includes making sure
the actions taken are visible, particularly to the
people who have been affected.

⊲⊲ Insights from safety incidents, near misses
and hazards are widely shared across
the organisation to help develop greater
knowledge and awareness.

⊲⊲ Taking the issue seriously, investigating
thoroughly and holding people accountable all
show that the board means business in its role
as the organisation’s cultural conscience.

⊲⊲ Some organisations make bonus payments
conditional on no major safety incidents
occurring during the year.

⊲⊲ The final step involves following up on the
progress of plans to address the source of the
issue. This helps ensure there is a process of
continuous cultural improvement, rather than
viewing incidents in isolation.

⊲⊲ Very few organisations could claim to apply
similar rigour to how they monitor, report and
address potential issues with their culture.
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Insight

Rewarding what matters
⊲

What gets measured gets managed, but what
gets valued is the real driver of behaviour.

⊲

A positive culture strengthens performance,
leading to better outcomes for the organisation,
its owners, customers and other stakeholders.
But conversely, a heavy focus on performance
can significantly weaken culture.

⊲

Stated values pale into insignificance beside
what is actually rewarded. When that is an
overriding emphasis on profit, this affects how
people behave: their choices about what to do,
how to do it.

⊲

Looking at what takes priority when
tough decisions must be made reveals an
organisation’s true culture. That relates
substantially to remuneration, particularly shortterm incentives. But it also relates to what is
encouraged and acknowledged.

⊲

Taking action to avoid business objectives
motivating inappropriate behaviour is part of
the solution. Actively promoting a culture of
compliance and respect for the customer is
the next step.
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⊲

ASIC issued a report in September 2018 on
its review of breach reporting by 12 financial
services groups between 2014 and 2017.

⊲

The report considered 715 significant
breaches, almost half of which (46%) had
been identified by staff.

⊲

However, only nine instances of the 311
breaches discovered internally (2.7%) resulted
in the person who identified the issue being
formally recognised or rewarded.

⊲

ASIC suggested firms “should consider
whether greater and more transparent use
of recognition and reward would encourage
staff to raise incidents and make them more
comfortable doing so.”

“How an institution encourages and rewards
its staff, for instance, can speak more loudly
in reﬂecting the attitudes and behaviours that
it truly values.”
APRA prudential inquiry report

A BALANCING ACT

More than a generation ago, governance
researchers outlined three different types of
boards: pilots, trustees and watchdogs. Since that
research was published in 1992, the changes in
the economic, digital, corporate and regulatory
spheres have been stratospheric.
As a result, boards have broader and more
challenging responsibilities than ever before.
Rather than a mix of three archetypes, boards
have become chameleons that must adapt to fulfil
multiple roles simultaneously. These shifts can
give even the most resilient director vertigo.
The expansion in board responsibilities can make
it difficult to find the right level of governance. A
strategic focus doesn’t have to be at the expense
of practicality. Effective oversight needn’t mean
being mired in operational minutiae. Empowering
and supporting management should stop short of
undue reliance and comfortable collegiality.
Corporate governance professionals and senior
executives can help navigate these challenges
by providing information that supports, not
overwhelms, the board.
The company secretary also plays a unique role
in bridging the cultural divide between directors
and management.
Managing information overload
The amount of information being provided to
boards is only increasing, reflecting their wider
responsibilities and a more complex environment.
More information doesn’t translate to receiving
reporting packs earlier, putting the squeeze on
preparing for meetings. And more information
doesn’t necessarily mean better information.
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Even when papers are of a high standard, it can
be hard for directors to see the wood for the
trees if they routinely receive hundreds of pages
in every pack.
Yet it still doesn’t mean they’re getting what
they need, and it can be harder for them to
see what they might be missing. APRA’s recent
independent governance inquiry found that
the audit committee received summaries of
significant adverse internal audit findings but
wasn’t provided with the full reports.
Role of the company secretary
⊲

Manage the volume of information provided
to the board and the quality of its insights.

⊲

Provide reporting that focuses on issues
rather than activity.

⊲

Help articulate the board’s focus on culture to
the business.

⊲

Equip directors with tools and technology
that encourage collaboration and visibility.

⊲

Foster a cooperative relationship between
the board and management, including
through managing action items.

⊲

Facilitate opportunities for directors to
engage with a broad range of stakeholders.

⊲

Support board performance reviews and
ongoing training.

⊲

Steer the organisation away from ‘box-ticking’
by highlighting how strong governance aligns
with better performance.

⊲

Implement corporate governance practices
that support the desired culture.
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WHAT NEXT?
The current spotlight on organisational culture has led to a deluge of opinion,
information and research. So, why are we joining the conversation? Because
culture matters, and it matters more than ever before. The future sustainability
of our organisations and organisations depends on it.
Years of working with directors and corporate governance professionals
in Australia and around the world have enabled us to develop a keen
understanding of the issues that keep them awake at night. Our clients trust
us to provide practical solutions to their evolving corporate governance
challenges and tools to help manage them more effectively.
That’s why we’ve recently established the Diligent Institute, which will explore
emerging corporate governance developments, undertake unique research
and address the issues that matter to you. We’d love for you to join the
conversation – tell us what you want to know more about at
Phone: 1800 646 207 | Email: info@diligent.com | Visit: diligent.com/au

Diligent specialises in corporate governance solutions that help directors,
management and governance professionals in the boardroom and beyond.
The Diligent Governance Cloud is the only integrated enterprise governance
management (EGM) solution, helping organisations to establish a robust
governance framework. It puts information at directors’ fingertips, enabling
them to keep up-to-date wherever they are.
Our solutions are based on industry-leading security and processes,
including ISO 27001 certification, combined with premium customer
service that’s available 24 hours a day, every day of the year.
Over 450,000 directors around the world rely on Diligent’s solutions, including
more than 60% of ASX-listed companies and 76% of NZX-listed companies.
For more information or to request a demonstration, please contact us by:
Phone: 1800 646 207
Email: info@diligent.com
Visit: diligent.com/au

