
Chapman and Cutler LLP 
 

 
Chicago     New York     Salt Lake City     San Francisco     Washington, DC                                                                      chapman.com 
 

Corporate Governance Quarterly Update              Q2 2015 

The Stakes Are High: The Importance of Implementing an Effective 
Stakeholder Engagement Strategy 

Companies today face increasing pressure from 
stakeholder groups to become more transparent and 
involved in addressing various economic, environmental, 
governance and social issues.  Due to the changing 
corporate environment, not only are companies expected 
to maximize long-term shareholder value and ensure high 
standards for employees, suppliers and the communities 
in which they operate, but they are also expected to be 
responsive to other stakeholder concerns, sometimes 
even those unrelated to their business.  Moreover, today’s 
increasingly interconnected society has provided those 
groups with the ability to more easily collaborate and to 
monitor, scrutinize and publicize corporate actions.  As a 
result, it is important for companies to adopt and 
implement a strategy to effectively engage with their 
stakeholders.  Such a strategy may, in turn, generate 
increased profits for companies and result in creating 
long-term shareholder value, for example, by way of 
attracting new customers, increasing customer loyalty 
and motivating employees. 

This corporate governance update discusses certain 
topics that highlight the need for a stakeholder 
engagement strategy and presents considerations to 
facilitate boardroom and C-suite discussions to help 
execute a cohesive and effective engagement strategy. 

Why Implement a Stakeholder Engagement 
Strategy? 

Background.  Corporate stakeholder engagement is the 
process by which a company involves those groups who 
directly or indirectly affect and/or may be affected by a  

company’s actions, products or services.  In addition to 
shareholders, stakeholders often include employees 
(retired, current and future), customers, suppliers, 
creditors, communities, governmental officials 
(e.g., public authorities, policymakers and regulators), 

nongovernmental 
organizations (e.g., labor 
unions and faith-based 
organizations) and the 
environment.  
Stakeholders inherently 
have an interest in the 
company and may 
directly experience 
benefits, losses or harm 
as a result of corporate 

actions.  Stakeholders’ interests and concerns, however, 
are often diverse and at times conflict with each other. Yet 
corporate success frequently depends on maintaining 
positive relationships with all of these groups. 

Further, it is becoming more widely accepted by 
management and boards of directors as well as certain 
investors that addressing the interests of key stakeholders 
and delivering value to society at large are not 
necessarily at odds with the goal of maximizing long-term 
shareholder value; on the contrary, they may be essential 
to achieving that goal.2  Nevertheless, many companies 
do not appear to be making effective stakeholder 
engagement a priority, as they tend to focus primarily on 
shareholder issues and concerns.  The benefits of an 
effective stakeholder engagement strategy, however, may 
be numerous and could include: 

 increasing corporate profits (and, in turn, shareholder returns) 
 reducing production costs and/or organizational expenses 
 retaining current and attracting new customers 
 generating greater customer loyalty 
 motivating employees (retired, current and future) 
 enhancing relationships with governmental officials and legislators 
 increasing organizational effectiveness 
 enhancing communications among key constituents, including 

with respect to compliance and ethics issues 
 staving off shareholder activism 

 enhancing corporate opportunities by better understanding 
emerging issues that may affect the company 

 increasing community confidence 
 promoting innovation 
 anticipating potential problems 
 reducing the risk of regulatory proceedings or litigation 
 reducing adverse reputation risk 
 satisfying investment criteria for certain institutional investors 
 staying at the forefront of emerging best corporate governance 

practices 

A McKinsey & Company 
survey found that 67% of 
executives from profitable 
companies, versus 28% of 
executives from less 
profitable companies, 
reported that they are very 
effective at understanding 
the priorities and objectives 
of stakeholders.1 
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An effective stakeholder engagement strategy requires ongoing evaluation, implementation, reporting and oversight, and 
includes the following key components: 

 

 

 

 

 

 

 

 

 

 

 

 

 

The importance of implementing an effective stakeholder 
engagement strategy is further highlighted by the 
following topics.  

Managing Reputation Risk.  A company’s reputation is an 
essential asset.  A highly regarded reputation can 
contribute to a company’s bottom line by attracting new 
customers, creating brand loyalty among current 
customers, recruiting and retaining top performing 

employees, and generating 
trust and confidence among 
suppliers and government 
officials.  In today’s socially 
interconnected world, 
however, a mismanaged 

corporate reputation has the potential to adversely affect 
a company’s revenue and stock price, result in the loss of 
customers or brand value, or trigger a regulatory 
investigation.  A key component of successful reputation 
risk management, therefore, is implementing and 
maintaining an effective stakeholder engagement strategy 

that includes, for example, 
monitoring and surveying 
employees’, customers’ and 
suppliers’ perception of the 
company and engaging 
shareholders on issues such 
as executive compensation 
and corporate governance. 

Preventing Fraud & Incentivizing Internal Whistleblowing.  
Approximately two-thirds of companies in the U.S. are 
affected by fraud, losing an estimated 1.2% of revenue 
each year to such activity.5  Costs associated with 
investigation and remediation of the fraudulent acts and 
resulting indirect costs, such as reputational damage, 
may also be significant.  Therefore, it is critical for 
companies to have an effective compliance and ethics 
program and to communicate that program to applicable 
stakeholders.  Further, the financial incentives provided 
by certain governmental whistleblower programs can be 
substantial, which makes it crucial for companies to have 
an effective whistleblower program so that stakeholders 
(including current and former employees and suppliers) 
understand how to utilize internal processes and are 
incentivized to report suspected unethical or unlawful 
conduct internally rather than first turning to regulators.  
The Securities and Exchange Commission (“SEC”) 
Whistleblower Program, for example, permits a (natural) 
person (e.g., customer, supplier or creditor) to be eligible 
for a whistleblower award and does not require that a 
whistleblower be an employee of the company.6 

Effective stakeholder engagement, therefore, should 
include company training with and the dissemination of 
compliance and ethics educational materials to relevant 
stakeholders, beyond employees.  Regularly educating 
stakeholders on the processes behind reporting 
suspected wrongdoing in accordance with a company’s 

On average, more than 
25% of an S&P 500 
company’s market value 
is directly attributed to 
its reputation.3 

87% of surveyed 
executives rate 
reputation risk as more 
important or much more 
important than other 
strategic risks their 
companies are facing.4 
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compliance and ethics programs, which should include a 
whistleblower hotline, may prove beneficial to the 
company and potentially result in reduced fraudulent 
activity and increased corporate profits. 

Staving Off Shareholder Activism.  Shareholder activists 
are increasingly engaged in pressuring companies to 
address their and other stakeholders’ concerns relating to 
certain environmental and social (“E&S”) issues.  Activist 
campaigns are often costly for a company, consuming 
time, labor and financial resources necessary to respond 
to the campaign, and may also contribute to management 
distraction, business disruption and damage to reputation 
and relationships with various stakeholders. 

It is predicted that E&S 
shareholder proposals, 
which currently 
represent 52% of all 
proposal submissions 
(compared to 46% in 
2014 and 39% in 2013), 
will set new records in 
the 2015 proxy 

season.8  Many of the same E&S proposal themes from 
2014 (e.g., disclosure of political contribution and 
lobbying activities, and proposals promoting board 
diversity and employee sexual orientation anti-bias 
policies) and several new ones have emerged this proxy 
season.  The largest number of 2015 E&S proposals 
concern climate change, carbon asset risk and 
greenhouse gas emissions.9  Several new topics this 
proxy season involve human rights and equal 
employment issues, including political nondiscrimination 
in the workplace, fair employment, migrant workers, 
gender pay inequality and low employee wages versus 
top executives’ pay.10  A stakeholder engagement 
strategy that effectively addresses stakeholder concerns 
relating to E&S issues may stave off shareholder activism, 
thus allowing the company to allocate valuable resources 
elsewhere. 

Understanding Sustainability Concerns.  Stakeholders are 
increasingly concerned about sustainability issues 
confronting companies.  In recent years, as noted above, 
shareholder activists have made sustainability a frequent 
shareholder proposal topic.  Certain stakeholders 
consistently urge companies to address 
sustainability-related issues, including those pertaining to 
air and water quality, emissions, carbon footprint and 
eco-friendly consumption, and companies must consider 
the impact these issues could have on their long-term 
corporate strategy.  Consequently, companies that have 
an effective stakeholder engagement strategy are more 
likely to understand the sustainability concerns of their 
key stakeholders and take steps toward addressing those 

concerns.  In addition, various institutional investors 
specifically seek to invest in companies with 
comprehensive and transparent sustainability practices.11 

Attracting Institutional Investors.  The primary objective of 
a company should be to maximize long-term shareholder 
value.  Focusing solely on maximizing shareholder wealth 
at the expense of those who create corporate value 
(including customers, employees, creditors, suppliers, 
communities and the environment in which the company 
operates), however, is not sustainable.12  To that end, 
institutional investors are increasingly looking to invest in 
companies that effectively manage their stakeholder 
relationships.  BlackRock, for example, has stated that 
part of its risk-management investment strategy is to 
invest in companies that (among other factors) build trust 
with long-term shareholders and other stakeholders, 
which strategy has resulted in more consistent returns on 
its investments over time.13  Similarly, the Florida State 
Board of Administration notes that to optimize shareholder 
returns over time, a company should endeavor to ensure 
the long-term viability of its business by effectively 
managing its relationship with stakeholders.14  

Mitigating Ramifications of Required Disclosures.  SEC 
rules requiring certain company disclosures generate 
interest among various stakeholders, thus making 
effective engagement ever more important.  For example, 
in August 2012, the SEC adopted rules requiring 
companies to disclose their use of conflict minerals 
(including tantalum, tin, gold and tungsten) if those 
minerals are “necessary to the functionality or production 
of a product” manufactured by those companies.15  These 
rules, which at times have opened companies to 
stakeholder backlash, are intended to raise public 
awareness about the origins of companies’ conflict 
minerals and promote the exercise of due diligence on 
conflict mineral supply chains.  The SEC notes that this 
disclosure requirement, in part, is to allow stakeholders to 
form their own views on the reasonableness of the 
company’s efforts with respect to conflict minerals and 
advocate for difference processes if the stakeholders 
believe it necessary.16 

Further, in response to the provisions of the Dodd-Frank 
Wall Street Reform and Consumer Protection Act of 2010, 
certain forthcoming executive compensation-related SEC 
final rulemaking is also expected to generate interest 
among stakeholders.  In September 2013, the SEC 
proposed the “CEO pay ratio” rule17 and more recently, in 
April 2015, the “pay versus performance” rule.18  The 
potential ramifications of the CEO pay ratio and pay 
versus performance disclosures, if such rules are 
adopted, may impact stakeholder relationships, as these 
disclosures could affect employee morale (should the 
disclosures expose significant income inequality or 

Top 5 E&S Proposal Topics  
in 20157  
 environmental/sustainability 
 political activity 
 human rights 
 employment/discrimination 
 board diversity 
  

 human rights 
 employment/discrim

ination 
 board diversity 
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disparity between company TSR and executive pay) or 
become a public relations issue, as it is uncertain how 
stakeholders will use and respond to this information.  An 
effective stakeholder engagement strategy (including 
proactively discussing and receiving feedback from 
stakeholders on these topics prior to making such 
disclosures), therefore, is critical to mitigate the possible 
adverse responses to certain required disclosures. 

Addressing Political & Social Issues.  One study revealed 
that 80% of U.S. adults believe that companies should 
take action to address important issues facing society.19 

Actions (or sometimes 
inaction) and stances taken 
by companies in response to 
political and social issues 
may generate certain 
impassioned responses from 
various stakeholders.  Prior to 
taking action or adopting a 

stance on such issues, it is critical that companies are 
aware of their key stakeholders’ positions as part of a 
company’s risk-benefit analysis of whether to publicly 
support or oppose an issue.20  Engaging with and clearly 
conveying to stakeholders a company’s position on select 
political issues may prove advantageous and benefit the 
company, such as by boosting employee morale and 
community support for the company. 

Recognizing Stakeholder/Constituency Statutes.  A 
majority of states have adopted corporate law provisions, 
often referred to as stakeholder or constituency statutes, 
that explicitly provide company directors (and, in some 
cases, officers as well) with the authority, beyond 
traditional case law and the business judgment rule, to 
consider the interests of stakeholders other than 
shareholders when exercising their corporate 
decision-making authority.21  A typical stakeholder statute 
permits (but does not mandate) directors to consider with 
respect to any board action, the interests and effects 
upon stakeholders other than shareholders (including 
employees, suppliers, customers, creditors and 
communities), both long- and short-term interests of the 
company, and any other factor the directors consider 
pertinent. 

Additional Considerations for Companies 

Although there is no one-size-fits-all approach to 
stakeholder engagement, companies may consider the 
following to help facilitate the implementation of an 
effective stakeholder engagement strategy: 

 Adopt & Disclose a Stakeholder Engagement 
Policy.  A robust stakeholder engagement strategy is 
essential for companies to be able to understand and 

respond to stakeholder concerns that merit dialogue.  
A stakeholder engagement policy can be a vital part 
of this strategy by providing a structured approach to 
engagement.  It also provides the opportunity to 
formalize and communicate that approach to 
enhance the engagement process.  Further, a 
stakeholder engagement policy posted on the 
company’s corporate governance website provides 
transparency while establishing the parameters 
within which a company will engage with its 
stakeholders.  Elements of a stakeholder 
engagement policy, which should be more 
encompassing than those in a company’s policy 
required by the New York Stock Exchange (“NYSE”) 
relating to communications with shareholders and 
other interested parties,22 may include: 

 the objectives and scope of the policy 

 identification of primary stakeholders 

 identification of different levels and methods of 
engagement 

 delegation of engagement responsibilities 
(e.g., who/which department will implement and 
be assigned day-to-day duties) 

 how engagement will be evaluated and reported 

 board/board committee oversight of company 
engagement activities 

 Review & Update (as Necessary) Other Corporate 
Policies.  Certain existing company policies (e.g., a 
Shareholder and Other Interested Parties 
Communications Policy, a Charitable Contributions 
Policy and a Whistleblower Policy) likely address, in 
part, stakeholder engagement-related issues and/or 
activities.  Companies should review these policies to 
confirm that they are aligned with and accurately 
reflect the company’s corporate strategy, stakeholder 
engagement policy and best practices. 

 Establish Regular & Systematic Forms of 
Dialogue.  Companies should consider establishing 
regular and systematic forms of dialogue with their 
key stakeholders to gauge, among other items, 
stakeholder perspectives, ideas, expectations and 
concerns with respect to corporate strategy, 
operations and governance.  Such dialogue may be 
established by way of periodic town hall meetings, 
surveys, conferences, forums, workshops, 
newsletters, road shows and third-party moderated 
interviews.  Stakeholder engagement needs to be 
managed and characterized by clear strategy, 
objectives and allocation of responsibility.  Further, 

Political and social 
actions taken by a 
company may have 
significant implications 
on corporate reputation 
and relationships with 
certain stakeholders. 
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stakeholder engagement, once initiated, should be 
ongoing, as stakeholder needs and concerns, as well 
as their contributions to the company, evolve over 
time.  During the engagement process, however, 
companies should continue to be mindful (1) not to 
disclose confidential corporate information 
(e.g., trade secrets) and (2) of the general prohibition 
under Regulation FD regarding communicating 
material nonpublic information. 

 Ensure Board Oversight.  Stakeholder engagement 
is an important component of corporate 
accountability.  Accordingly, board members should 
receive the information necessary for them to 
adequately oversee the company’s stakeholder 
engagement.  To better understand current 
stakeholder concerns, for example, a board should 
be regularly briefed by management on the status of 
company and key stakeholder relationships and 
activities.  Boards (or a committee thereof) may also 
consider convening stakeholder forums and 
periodically inviting key stakeholder representatives 
to present at board (or committee) meetings.  In 
addition, the board (or a committee thereof) may 
include certain environmental, social and governance 
(“ESG”) metrics in the management evaluation 
process and/or the performance-based 
compensation formula. 

 Disclose ESG Performance & Stakeholder 
Engagement Efforts.  The Corporate Social 
Responsibility/Sustainability Report – The corporate 
social responsibility (“CSR”) or sustainability report 
provides a company with an opportunity to 
communicate its ESG performance to the company’s 
stakeholders and to discuss (within the confines of a 
single document) certain company successes and 
challenges on a wide array of ESG topics, including 
corporate governance, environmental issues, 
employee and supplier diversity initiatives, and 
community investments and partnerships.  The CSR 
report is also a medium for transparency (which often 
improves a company’s reputation with stakeholders) 
and may be used as an effective tool as part of an 
ongoing stakeholder engagement strategy.  The 
report may also deter shareholder activists from 
submitting ESG-related shareholder proposals or 
pursuing or threatening litigation.  In addition, the 
CSR report provides existing and potential investors 
with ESG-related information to assist in analyzing 
investment decisions.  The CSR report should be 
broadly disseminated so that stakeholders are aware 
of the company’s ESG performance and stakeholder 
engagement efforts.23 

Other Disclosure Mediums – Other means of 
disclosure, which may be utilized as an extension of 

stakeholder engagement efforts, include various 
regulatory filings, such as a company’s proxy 
statement or Form 10-K.  Although it is not currently 
common practice for companies to voluntarily make 
“stakeholder engagement” disclosures,24 companies 
are increasingly disclosing engagement with 
shareholders.25  As “shareholder engagement” 
disclosure becomes more prevalent, companies may 
experience pressure to expand such disclosure to 
include other stakeholders.  Regardless of the 
disclosure medium, it is essential that a company 
finds the medium that is best suited to effectively 
disclose its stakeholder engagement efforts.  
Moreover, companies should monitor whether their 
stakeholder engagement disclosure practices are 
aligned with peer companies and the industry in 
which they operate (as outliers may become the 
target of shareholder activist campaigns or unwanted 
negative publicity). 

 Evaluate Risk.  As with every corporate action, a 
company should identify and evaluate the risks 
(e.g., economic, organizational and reputation) 
involved with engaging stakeholders.  Prior to 
engaging a stakeholder, a company should evaluate, 
among other factors as necessary, the risks 
associated with (1) engagement, (2) not engaging 
and (3) engaging unsuccessfully.   

 Review Stakeholder/Constituency Statute.  
Companies should confirm whether their state of 
incorporation has a stakeholder/constituency statute 
and, if so, ensure that board members are aware of 
the statute.  Such statutes permit directors to 
consider interests other than shareholder interests 
(often in the form of a list of constituency groups) in 
exercising corporate decision making authority. 

How Chapman Can Help 

Chapman and Cutler attorneys provide corporate and 
business counseling to a wide range of clients, both 
publicly and privately held entities, with a focus on 
financial services institutions, utilities, investment 
advisors, insurance companies, manufacturers, 
distributors, wholesalers, retailers, contractors, 
transportation companies, professional service providers, 
pension funds and not-for-profit entities.  Chapman and 
Cutler maintains a dedicated Corporate Counseling 
Practice Group with the necessary skills and experience 
to counsel on the issues presented in this corporate 
governance update.  If you would like to discuss any of 
the issues contained in this update or other legal, 
regulatory, compliance or corporate governance-related 
issues facing your institution, please contact an attorney 
in our Corporate Counseling Practice Group. 

www.chapman.com


Corporate Governance Quarterly Update                                            Chapman and Cutler LLP 
 

 Chicago     New York     Salt Lake City     San Francisco     Washington, DC                                                chapman.com      6 

This document has been prepared by Chapman and Cutler LLP attorneys 
for informational purposes only. It is general in nature and based on 
authorities that are subject to change. It is not intended as legal advice. 
Accordingly, readers should consult with, and seek the advice of, their 
own counsel with respect to any individual situation that involves the 
material contained in this document, the application of such material to 
their specific circumstances, or any questions relating to their own affairs 
that may be raised by such material. 

To the extent that any part of this summary is interpreted to provide tax 
advice, (i) no taxpayer may rely upon this summary for the purposes of 
avoiding penalties, (ii) this summary may be interpreted for tax purposes 
as being prepared in connection with the promotion of the transactions 
described, and (iii) taxpayers should consult independent tax advisors.  

© 2015 Chapman and Cutler LLP. All rights reserved. 
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