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Refocusing Corporate Reporting - Response to McDonald Wood 

  by Eric Chalker 
 

To Improve Governance, First Restore Ownership    
  In his thoughtful article in the previous issue, Ian McDonald Wood explored new ideas for holding public 
companies to account. Fundamental to his thinking is the concept that shareholders have had their day and 
that, they having been found wanting, the state should now impose new means of achieving better  
corporate governance. This is dangerous thinking and must be challenged. 
  
 I do not challenge Mr Wood’s belief that “there is a strong link between high standards of corporate  
governance in businesses and the levels of shareholder value they create over the medium to long term.”  
Nor do I disagree that something “has changed radically the shareholding profile of UK-listed public  
companies”, but contrary to his argument, this isn’t just because of “globalisation” and hasn’t just  
happened in the “last decade.”  Indeed, Mr Wood himself rather destroys those two assumptions by  
quoting what has happened to equity holdings since “the early 1990s,” in which respect he is of course  
correct, as I have several times written myself.   
  
 So, there can be no dispute that share registers have changed radically, but it is from here that Mr Wood 
takes the wrong path.  Seeing what has happened as inevitable (supposedly the way the world is now), Mr 
Wood would take us further in the same direction.  He offers two options, one being a greater role for  
Government and the other to surround the owners of businesses with “a broader group of stakeholders”.   
  
 Make no mistake, these are political proposals. Most would regard the first as socialist and the second as 
corporatist. Neither would be good for enterprise, the actual purpose for which equity-based businesses ex-
ist. Corporations must be governed by law and there is a need for regulation in some matters, but the more 
company directors are told by others what to do, the less they will think for themselves. Likewise, the more 
that non-owner “stakeholders” come crowding into the boardroom, with a range of conflicting  
demands, the less enterprising are those actually responsible for managing the business likely to be. 
  
Ending the disconnect between owners and managers 
 As I argued in my personal response to the BEIS consultation on Corporate Governance Reform, the  
principal cause of company managements being found wanting is the disconnect between owners and  
managers. This disconnect has become greater over time, from more than one cause, resulting in the  
inability of many owners to assert their legal rights over management and, in consequence, giving  
managers relative freedom to act in their own interests. This is what needs to be corrected. 
  
 Institutional investors such as pension funds typically delegate their Companies Act responsibilities as 
owners to asset managers, who may in turn delegate voting to a subsidiary agency. Shares are frequently 
lent by one type of investor to another for any one of a number of purposes, including voting. Hedge funds 
use derivatives of one kind and another to exert pressure on company directors, describing themselves as 
shareholders when they are not. Intermediaries are everywhere and the concept of ownership is lost.   
  
 Likewise, we private investors have been coerced and driven into nominee accounts. This makes us  
invisible to company directors and at best impedes, but more often frustrates our ability to exercise what 
ought to be our voting rights. (Even those with shares in their own names may still have difficulties voting, 
because of weak provisions in the Companies Act and misguided interference by a regulator.)  
  
 One way and another, a share register can no longer be counted on to show who has a direct economic  
interest in the success of the business. This has disconnected businesses from those whose wealth is at 
stake and disconnected those who should be the owners from those who are the managers. This must be 
remedied if the original purpose of incorporation is to be achieved, namely the bringing together of those 
with money to invest and those with commercial ability to turn it to profit.  It should not be abandoned in 
favour of making public companies agents of the state: they should not be subject to government edict in 
their operation and managers should not be so regulated they cannot achieve good commercial outcomes 
for the owners.   
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Companies Act changes are needed, to improve the position of owners and empower them 
 Rather than find substitutes for owner control, as Ian McDonald Wood proposes, owner control must be 
strengthened and made real, particularly by improving and empowering the position of private investors, 
whose interests have been regularly disregarded in setting corporate governance standards. 
  
 First, in order to re-establish a direct connection between owners and managers, every individual who 
makes, with his or her own money, an investment in any particular company’s shares must be legally  
entitled to be registered as the shareholder, regardless of how the shares were purchased.  Second, registra-
tion as a ‘shareholder’ should be limited by law to those individuals, corporations, collective funds and 
other institutions which have a direct financial interest in the shares that are registered in their names.   
  
 Every shareholder should be able to designate an agent to act for it (such as a broker or nominee), but an 
agent must not take the place of the shareholder in the share register and no agent should be allowed to act 
for the shareholder without first receiving explicit written authorisation to do so.  To prevent those without 
a direct financial interest in a company’s shares from voting on that company’s affairs, the right to vote 
must be limited to registered shareholders (as defined above), while agents must be stopped from voting 
their principals’ shares unless appointed as a proxy in the usual way. 
  
 All registered shareholders must be automatically entitled to receive annual reports, company circulars, 
meeting agenda and proxy voting papers in paper form without the need to request this (unless this right 
has previously been waived and is being re-established); to prevent shareholders in companies that are 
listed or available on the Alternative Investment Market being coerced into giving up this right, issuers 
must be stopped from asking more frequently than every five years. 
  
 Companies must be legally obliged to provide annual reports in clearly readable form, on paper and 
online, with a minimum font size, minimum print density and contrast, limited use of strong colours and 
limited use and size of photographs that do not convey information needed by shareholders to judge  
directors’ performance and company prospects. 
  
 The time, date and place of all company annual general meetings must be displayed on company websites 
at least 42 days in advance, to give shareholders more time to plan their attendance than is provided by the 
statutory 21 days of the formal notice.  Companies should be required to arrange their annual general  
meetings at times which are convenient for all categories of shareholders to attend (early in the morning 
may be convenient for City workers, but not for very many private investors). 
  
 The practice of considering all resolutions simultaneously must be stopped, because it inhibits questions 
on specific points and diminishes the scope for exchanges on separate matters.  A hand vote must be  
required for each resolution, so that the opinions of those who have made the effort to attend the meeting 
(often at significant personal cost) can be visibly expressed and not swamped by the institutional votes  
registered by proxy, even though the proxy votes may prevail.  Contrary to frequently encountered  
practice, minutes of general meetings must record key elements of what is said at them, by owners as well 
as managers, in order properly to reflect all the ‘proceedings’ as required by the Companies Act, including 
critical questions and comments; these minutes must be placed on company websites for the information of 
all shareholders and potential shareholders. 
  

To improve corporate governance, don’t sideline owners.  Empower them.  
Eric Chalker, Past Policy Director for UKSA 


