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Making The Most Of The IRO And IR Dept.

By Louis M. Thompson, Jr., Compliance Week Columnist — June 19, 2007

Ipq iven the increasing role of investor relations in bringing important intelligence to the board of directors, dealing with
J activist mutual and hedge funds that want to engage the board on strategy, and communicating with the investment
community at a strategic level, it’s time for many companies to evaluate the best reporting relationship of IR within
senior management.
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majority of participants believed their primary IR role was to work with the buy-side analysts
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More From Lou Thompson

Recently, Jerre Stead, chairman and CEO of IHS, a multibillion-dollar Denver-based

company, addressed the National Investor Relations Institute’s Rocky Mountain chapter on the CEO’s perspective of
investor relations. Stead has served as chairman or CEO of seven large corporations and has served on 27 boards during
his career. He believes the IR and corporate communications functions should be combined and report directly to the
CEO. He said that he and his senior vice president for investor relations and corporate communications, Jane Okun,
communicate with investors, analysts, employees, and the public more than any two people in the company, and he said
that it is critical that their communications and messaging be completely in sync.

Okun came to her present role with an MBA, a background in corporate finance, investor relations, integrated
commumcatlons and corporate planning at several Fortune 500 companles as well as experlence as a CPA W|th a major
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say that before he accepts a new board position, he checks to see where IR is positioned in the company. If it doesn’t
report directly to the CEO, he will not accept the board seat.

There is no question that an IRO must have a command of finance as it pertains to IR. This takes many forms: what the
company’s current stock price implies about valuation; how changes in an analyst’s model affect his or her valuation of the
company and, ultimately, the recommendation and target price; and, how a corporate transaction or initiative translates
into a change in valuation. Finally, analysts have very strong skills in financial analysis and largely base their
recommendations on detailed quantitative analysis. Therefore, the IRO must be able to speak in quantitative terms and
have meaningful discussions with analysts and the portfolio manager. This requires a understanding of accounting,
financial statement analysis, and corporate finance.

What raises the need for strategic communication skills is the role in developing the company’s integrated strategic
messaging to a variety of audiences and communicating those messages to the investment community. Having IR as a
part of the corporate communications team and reporting directly to the CEO is the optimum relationship. This would
include a strong “dotted line” between the IRO and the CFO.

Another important role for the IRO in today’s environment of shareholder activism is to serve as an information and
intelligence source for the board of directors. Typically, IROs prepare written reports for the board, primarily focusing on
factors that affect stock price performance, naming the major investors, identifying who’s buying the stock or selling and
why, and providing the characteristics of the shareholder mix and a summary of analyst reports. Beyond that, there is a
growing trend for IROs to be invited into the boardroom for a strategic-level discussion beyond what they provide directors
in their board meeting books.

To do this—to gain enough trust and acceptance among the investor community, so that the IRO, in turn, can learn the
sentiments of that community that the board of directors would want to hear—the IRO obviously must have internal access
to senior management and the strategic decision-making process. They need to provide directors feedback on whether
the Street understands and accepts the company’s strategy and such issues as the agenda of activist investors that may
knock on the board’s door requesting a meeting to challenge the company’s direction.

The IRO also needs to participate in creating the messaging to investors to win their support on contested proxy issues. In
the 2007 proxy season, say-on-pay proposals were at the forefront of shareholder proposals. Pay for performance was a
key reaction to the new proxy disclosures on executive compensation. This requires a communication plan to deal with
investors’ reaction to these issues.

If companies want to improve their relationships with the investment community, they must view IR as part of a strategic
integrated communications program and must ensure that the IRO has a seat at senior management’s table so that the
investment community perceives that person as a strategist—and not merely a tactician providing maintenance
information for analysts and investors.
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