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Introduction:

Qualified financial experts (QFEs) are increasingly sought for Boards of Directors for publicly traded and private companies,
and non-profit organizations. These experts, particularly those that are independent, are needed for publicly traded
companies to comply with New York Stock Exchange, Nasdaq and SEC requirements for audit, compensation, risk and
strategy committees’. While their subject matter expertise and experience in financial reporting and metrics have long
been required, additional skills are needed for 21st century QFEs: internal control (IC) frameworks and sustainability issues
and metrics. This article discusses sustainability and its importance to effective board governance, suggests resources and
preliminary action steps, and concludes with a summary of the role for the 21st century industry leading board.

Sustainability
Definition, Importance:

Sustainability is defined as meeting the needs of the present without compromising the ability of future generations to
meet their own needs” and, as investors increasingly integrate sustainability information into decision making,
“sustainability information needs to be reliable and prepared with IC processes, board governance and oversight, similar
to the processes used for financial data.” Recognizing the growing stakeholder focus on corporate social responsibility
(CSR), corporate citizenship, sustainability, and reporting on sustainability, the leading standard setter in the field of
internal controls impacting financial reporting is the Committee of Sponsoring Organizations (COSO) which, in its 2013
Integrated Framework eliminated “financial” from the reporting objective, to expand the scope and application of
nonfinancial metrics.™

Corporate Governance Guidance:

NACD’s Advisory Council Report on the Board’s role in ESG" noted that: stakeholders value sustainability (but their priorities
vary); sustainability dashboards provide insights even when the full strategy is being developed; sustainability dashboards
and metrics must align with the company’s strategy and mission; and sustainability transparency and reporting and
transparency are a journey which benefits from engagement with employees, shareholders, regulators and non-profit
entities. Boards must therefore understand sustainability and sustainability, achieve effective ICSR (see Chart Innovating
ICSR) and integrate ICSR into the firm’s ICFR (see Chart TCFD Double Materiality Perspective).

To effectively serve in their strategic oversight role, board members should first utilize educational resources regarding
sustainability issues, sustainability ratings, KPIs and reporting methods.” The full board should: i) assess the company’s
mission and priorities related to sustainability; ii) gauge stakeholder priorities and commitments to various elements of
sustainability; iii) determine which, if any, framework (ISSB, TCFD, etc.) the company will adopt for alignment; iv) based on
the adopted framework, establish metrics, measurements and KPls; iv) determining how, when and where to publish the
company’s strategy, framework, alignment, metrics, KPIs and results; and v) proactively engage stakeholders and flexibly
adapt sustainability strategies as appropriate to improve effectiveness and impact.

QFEs, who often serve on audit committees, may: revise the corporate charter to include oversight of external reporting
of sustainable business information; review the effectiveness of the company’s system of ICSR; develop frameworks,
standards and guidelines to measure, monitor, and report sustainability data; and approve the selection of an external
assurance firm." In short, the 21st century financial expert director should consider the strategy from multiple angles,
including risk mitigation, reward/opportunity and stakeholder engagement. In this board role, QFEs will be critical in
achieving effective ICSR and implementing consistent, measurable and material reporting in corporate financial
statements.
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Chart: TCFD Double Materiality Perspective
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Summary:

This article addresses a knowledge area in which Boards of Directors, and particularly independent directors who are QFEs,
need to develop skills to build effective 21st century companies: IC frameworks and sustainability issues and metrics. It
outlines the importance of each area, suggests resources and action steps, and notes the integration of these non-financial
components to a sustainable, thriving, agile business. While financial metrics have historically driven most strategy and
execution, it is increasingly evident that internal controls and sustainability must be incorporated in the process, and
financial expert directors, with their skills in accounting, data management, financial materiality and governance will play
a key role in developing the strategies, KPIs and reporting frameworks for these areas.
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