
1Director Institute - Next Generation Directors   

How does a director 
properly exercise his or 
her fiduciary duty? 
At first glance fiduciary duty is simply a matter 
of prudently managing the assets of the entity 
of which he or she is a director to optimise the 
bottom line. That is, acting in the best interests of 
that entity ahead of all other interests including 
his or her own. While this is absolutely correct, 
what is the bottom line that directors should be 
focusing on? Is it the bottom line for the current 
accounting period? The current financial year? 
Perhaps the bottom line for a three- or five-year 
strategic planning period?

Focus must be on all the above and more. In the 
same way that a person will take well considered 
short, medium, and long-term approaches to 
the management of their own assets and the 
optimisation of their returns, directors must take 
a holistic view of their fiduciary responsibilities. 

This extends beyond financial considerations 
directly affecting the bottom line to wider issues 
that can indirectly impact an entity’s short, 
medium and long-term risks and returns. 

In recent times corporate governance 
professionals and their industry associations 
have given considerable attention to the 
subject of “multiple bottom lines”. The thinking 
behind this concept is that, in addition to the 
traditional financial bottom line (usually in terms 
of profit and loss), consideration should also 
be given measuring an entity’s performance in 
areas such community social responsibility and 
environmental sustainability.

There are those who consider that for a Board 
to focus on anything other that the financial 
bottom line is a distraction and not in keeping 
with directors’ fiduciary duty. Nothing cold 
be further from the truth – consideration of 
all factors that may affect the entity’s viability 
is an essential element of directors’ fiduciary 
duty. Measuring performance in areas such 
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as community social responsibility and 
environmental sustainability will provide hard 
data on which to base decisions on matters that 
can ultimately impact the financial bottom line.

The financial bottom line itself is not 
straightforward and focus on it can vary 
dramatically across different entities, particularly 
relating to the stages of their development. 
Start-ups - and particularly today’s “disruptors” 
may have strategies that emphasise growth 
at the expense of a healthy bottom line. Such 
strategies may focus on developing the balance 
sheet at the expense of short-term profitability. 
Over twenty years ago, as a senior executive 
working for an e-commerce start-up, I attended 
a CEO briefing emphasising revenue growth 
over profit. The CEO explained that the entity’s 
share price would, in the short term, be driven by 
revenue, not profit. Suffice to say, that strategy 
was not sustainable. Older readers will recall 
OneTel, the mobile phone company that took 
Australia by storm, buying market share using 
discounted pricing – only to fail spectacularly. 
In many cases, however, well capitalised start-
ups’ revenue growth versus bottom line profit 
strategies are totally justified and can be very 

successful when well managed.  

Directors’ fiduciary duty involves close attention 
to increasing regulatory compliance. Increased 
compliance responsibilities for Australian 
corporations has resulted in greater focus in this 
area, often introducing Risk and Compliance 
Committees and executives. Generally, this is 
very positive for corporate governance and sits 
comfortably with the introduction of multiple 
bottom lines. 

Compliance requirements affect all corporations 
– from the top ASX listed companies to the 
smallest not-for-profits. Directors have a 
responsibility to be aware of their entity’s 
compliance requirements. Compliance, however, 
is not always enough; emphasis on compliance 
rather than appropriate governance can result 
in a “tick and flick” approach that may not deliver 
the outcomes that regulatory compliance seeks 
to achieve. 

Company directors should consider adopting a 
principles-based approach to governance that 
goes beyond the compliance requirements 
placed on them. Compliance obligations cut 
across multiple bottom lines, applying in areas 
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such as environmental management, industrial 
relations and employee relations as well as 
financial areas.  While it may well be argued 
that some corporate compliance obligations 
are onerous and potentially costly, compliance 
areas generally reflect an entity’s risk profile 
and can provide a valuable foundation for risk 
management and strategic planning. Rather than 
railing against compliance obligations, directors 
should look to utilise baseline compliance as a 
foundation for improving corporate governance, 
strategic direction and, ultimately, sustained 
profitability. That is not to say that regulators can 
overstep the boundaries of reasonableness in 
some areas of compliance. When this occurs, it 
should be brought to the regulators’ attention.  

A principles-based approach to corporate 
governance, risk management and compliance 
may well see directors setting standards above 
and beyond statutory compliance levels in the 
interests of their fiduciary duty.  We live in a 
world of increasing regulation and compliance 
is integral to this. Directors should consider 
compliance requirements in the context of 
their corporate risk profile and undertake a gap 
analysis to identify areas requiring additional 

focus. This will provide a sound basis for 
principles-based corporate governance, risk 
management and compliance. Consideration 
should then be given to establishing appropriate 
multiple bottom lines to monitor and measure 
the performance of the entity.


