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Thank you for your kind introduction.

It was George Bernard Shaw who that said that the UK and US were “two nations divided by a common language”.  But as I arrive here from England I am heartened that in the principles of Policy Governance I have a common language with all of you here.  As to whether you will appreciate what this Englishman has to say, time will tell, but at least after Miriam and Caroline’s earlier addresses you have had an opportunity to get attuned to a British accent!

Now I said that we here have a common language – at this point I must confess I have not had the opportunity to attend the PG Academy but Boards that make a Difference was compulsory reading when I took up my post at BP three year’s ago.  Subsequently, I have had the opportunity of meeting with John Carver and Caroline Oliver on several occasions.  I take the fact that I have been invited to speak with you today to be a pretty strong endorsement of my competence in the Policy Governance (“PG”) model.

Now I have been asked to address for you today the application of PG principles in the business world.  Now a number of us here today would attest to the fact that while the model grew out of experiences primarily in the public sector, it is every bit as applicable to business boards.  Indeed, a number of speakers and workshop presenters have made reference to their experiences with corporate boards.

Had I wanted to be controversial, I might have gone as far as to say that if corporate lawyers had analysed the roles of company boards from first principles, then they would have arrived at the PG model themselves.  So coherent is the model it will dictate company and corporation law.  Instead it was down to a social scientist to record and describe the fundamental principles of that model.  Having heard so much in the past two days of how human, personality and behavioural issues impact on the work of Board’s perhaps that’s no surprise.  However, only last evening I discovered that Dr Carver described himself as “a frustrated lawyer” so perhaps I shouldn’t be too harsh on my profession.

So now before I turn to comment on the PG model’s application in business – some of its strengths and some of the impediments to its application - let me say a few words about BP, the corporation which employs me and whose board I serve.

BP – the corporation, its history, its business and its interest in PG

BP as a corporation is approaching its 100th year.  It began as one man’s speculative venture to explore for oil in the Persian Gulf.  We now know, that that region of the world is blessed with the largest reserves of oil and gas on the planet.  But in the early years of the 20th Century it took the intervention of one, Winston Churchill, then Head of the British Admiralty, to bale out the company by persuading the British Government to purchase a substantial stake in the company to secure supplies of fuel oil for the Royal Navy.  BP has come a long way since then.  

Today BP has a market capitalisation of nearly $200 billion.  The British Government sold its holding some time ago and today BP has over 1.2 million shareholders around the world.  BP is the largest company in the UK, the third largest in Europe and in the top ten worldwide.  What you may not know is that since the Amoco merger in 1998 (then the largest industrial takeover ever) BP is the largest oil and gas producer in the US and a third of our stock is in US hands.  

For students of Trusts and Board Trustees in the audience you may be interested that the BP Group now contains three major parts of John D. Rockefeller’s old Standard Oil Trust.  Standard of Ohio (his original corporation), Standard of Indiana which of course became Amoco and ARCO.  Coupled with Aral and Burmah Castrol, the BP of today is the second largest oil and gas company in the world, operating in over 100 countries worldwide.

So BP is a large corporation and a major and successful business.  Why should someone from that background have such an interest in PG?  Well, as a company some 12 year’s ago, BP had cause to begin a search for the fundamentals of governance.  In that year, the then Chairman and CEO was replaced by the board who had concerns at the direction he was taking the company and with his style of leadership.  In doing so, the Board determined that from then on, the roles of the Chairman of the board and Chief Executive should be split.  Having done that, the Board and its advisors began a process to define the role of those two offices.  That exercise undertaken over several years, culminated in the adoption of a set of Board Governance Policies which define purpose of the Corporation, the role of the board, its linkages to shareholders and the CEO and the manner in which it delegates authority to the CEO for the executive management of the business.  

If you are a BP shareholder you will have seen these described in our Annual Report or Form 20-F.  These policies are also described in some detail on our website - www.bp.com.  Although none of the IPGA members here today were involved in their production, I know that when my predecessor and our Company Secretary read John’s books and then met with him in Atlanta, Ga. – there was a definite “meeting of minds”.

Now I leave it for John and others to judge whether or not he believes BP practices PG in the business world but I believe there are many positives that PG has to offer businesses.  And given my perspective as an advisor to the Chairman of Board of what is now one of the largest corporations in the world, I believe that the model is very definitely scalable for businesses large and small.

PG as a model for business

Now in discussing the application of PG in business, it seemed appropriate to shape my comments around the structure of the PG model board policies.  

I begin with the object or purpose of a business corporation AND I should add that given my background, I will consider the attributes of PG from the perspective of a public quoted company board.

I mentioned earlier that BP has over 1 million shareholders.  They come in many varieties from investment managers and large pension funds, which may hold millions of BP shares, hedge funds, index traders, to small retail shareholders and employees – people like you and me.  

While business school literature isn’t always helpful in considering PG – here it is – considering such a diversified ownership base (for that is what our shareholders are) – business school theory makes clear that the purpose of business corporations is the delivery of value to shareholders.  Those of you who are scholars of stakeholder theories that hold that corporations are also accountable to other stakeholders, such as employees, consumers and wider society, I can do not better than commend to you the discourse no this subject in Corporate Boards that Create Value in which John and Caroline clearly identify that relations with stakeholders should be viewed as means and not an end in itself for a business corporation.  “Owner accountability” a phrase coined by IPGA members about which we have heard much these past 2 days, is a term which for many years was a readily identifiable process for BP – with the British Government owning a 60% stake in our business until the 1990s our Board was well used to the reality of its owneraccountability.  

In terms of the board – executive(management) delegation business boards are no different save perhaps in one costly respect.  (Having seen sums paid to Chairmen/CEO’s like the NYSE’s Mr Grasso and others I could say very costly.)  CEO’s will by definition have more time, knowledge, information and experience in management of the business than the board.  CEOs are employed for their business judgement – a legal concept well‑defined in corporate jurisprudence – they should be allowed to exercise it.  Moreover in business, in an open and competitive market, how can a board that meets, say, 10-12 times a year, hope to compete in rapidly changing competitive environments?  Decisions need to be taken as entrepreneurial opportunities arise.  The consensus decision‑making of groups such as boards is not well suited to business. Hence boards must delegate.

As all good neophytes of PG know, delegation of itself requires the provision of boundaries on the means by which specified ends are to be achieved.  It is here perhaps that most resistance may come.  But if those boundaries are properly set and explained, these limitations should be viewed by business CEO’s (as for their public board counterparts) as liberating - empowering them to exercise their business judgements freely within the broad scope of those confines.  

I was reminded recently as we worked up some delegations for an operational aspect of the business that the use of the negative in the expression of limitations has been used through the ages and always as a form of “liberation” – the Ten Commandments given to Moses and the Israelites – and the rule of law in jurisprudence, that everything is permitted except that which is forbidden.  As to the substance of the detailed ethical, financial, control, environmental, moral values or limitations, these are well understood – and again equally applicable in the business context as any other.

By way of insight, BP’s limitations recognise key elements of our business, namely: (1) the oil and gas business is an inherently risk-taking venture - our shareholders may thus expect us to operate accordingly; (2) our business is long‑term (with 20-25 year investment cycles) so must respect the environment and societies within which we operate to protect these long-term interests.

Finally let’s consider the board’s own process for discharging its governance function.  Certainly in common law jurisdictions like the UK, US and Canada the board’s role as “representative of shareholder interests” is clear and law mandates appropriate monitoring of CEO/management delegates as part of the fiduciary nature of “directorship” to ensure as we have heard that it’s “delegation not abdication”. 

So applying PG principles is clearly possible in business… and I would say (if John would permit me) that BP provides a case study of such an application.  If you consider how our business has been transformed in the last ten years I think that provides some comfort to any doubters.

Impediments to the broader adoption of PG principles in business

So what’s stopping business seizing this initiative?  I believe it is a combination of personalities, board culture and regulation -  they all play a part.

Why? Personalities and Culture - consider who sits on boards of public companies.  Most often serving and retired CEO’s and executives – not generally those who are schooled in the art of governance.  Even in the UK where 94 out of the top 100 companies have split the Chairman and CEO roles, business boards don’t necessarily understand their role of governance.  The temptation to manage is natural and all but irresistible.  The culture that boards take decisions on, say, Capex projects over a particular value, is strongly ingrained.  Explain to a board member that his/her role is to set broad policy, ensure a link to the owners, represent their interests and monitor the pursuit of the corporation’s objects by a CEO with a vast delegation of authority, and he/she will feel out of their comfort zone.  Board members need to be introduced to the nature of governance – re‑orientated.

Why? Regulation – the UK and US are very different regulatory environments but each have responded to recent corporate failures – corporate governance failures – by tinkering with elements of board process rather than considering whether boards are adhering to the fundamentals of governance.  Perhaps in the UK we are a little more enlightened – the split of Chairman/CEO at least gives an opportunity for governance and management functions to be separated.  Also the servant‑leader concept is made more real by shareholders’ greater ability to hold board members to account by voting them on/off boards and expressing a view on the levels of their remuneration each year.  US directors are not subject to such real life accountability mechanisms, and are much the poorer for that.
Here in the US, take a look at President Bush’s 10 point plan to tackle shortcomings and enhance “Corporate Responsibility”.  Does it even address governance?  Not so far as I can see – the emphasis is on punishing malfeasance, getting CEO’s to sign off on accounts and improving the veracity of audited financial statements.  There is no mention of boards’ governance role.  Against the background of such regulation it is understandable that corporate boards become preoccupied with process rather than getting to the heart of governance.

Concluding Comments

Now I don’t want to end on a negative note, for those of you here in the business of spreading the gospel of PG, the business world represents a vast potential opportunity to prize the area of governance from the hands of the compliance lawyers.  There are challenges to think through on the way, but the potential of unleashing governing boards and liberating executive management to give full vent to their entrepreneurial flair is enormous.  The developing backlash against the burden of compliance governance – see recent speech by NYSE Chairman Thain – may provide a telling further entrée.

Taken to its conclusion, lived out in practice, policy governance should address all those areas of concern highlighted by the Bush “10 point plan”, and in doing so deliver something ultimately much more valuable.  PG can enhance the ability of corporations to complete in the market, by liberating CEO’s business judgement, and focussing on the objects of the business, PG should deliver ever greater and lasting returns to shareholders.  Thus business boards can, as IPGA’s tag-line to this conference urges, “realise the promise of owner accountability”.

Thank you very much indeed.
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