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Board composition

FW moderates a discussion on board composition between Sarah K. Stewart at Boyden, Deborah DeHaas at Deloitte
LLP, Steven R. Walker at the National Association of Corporate Directors, and Margaret Pederson at Women Corporate

Directors.

THE PANELLISTS

Sarah K. Stewart
Partner-Board Services
Boyden

T: +1 (412) 756 1000

E: sstewart@boyden.com

Sarah Stewart has been recruiting corporate board members and senior executives for
more than 25 years for companies in a broad range of industries including industrial
manufacturing, healthcare and life sciences, consumer products, and financial and
professional services. She also consults with clients on governance issues including
board assessment, CEO and management succession and board effectiveness.

Steven R. Walker

General Counsel & Managing Director, Board Advisory Services
National Association of Corporate Directors

T: +1(202) 775 0509

E: srwalker@nacdonline.org

Steven R. Walker has led the legal affairs and Board Advisory Services of the National
Association of Corporate Directors since 2009 where he currently serves as the
general counsel and director of the Board Advisory Services. In his Board Advisory
Services role, Mr Walker provides counsel to board leaders and C-suite executives on
a wide range of strategic governance matters. He is a frequent public speaker on the
topic of board governance, performance and composition.

Deborah DeHaas

Vice Chairman; Chief Inclusion Officer; National Managing Partner,
Center for Corporate Governance

Deloitte LLP

T: +1 (312) 486 5460

E: ddehaas@deloitte.com

Deborah DeHaas is a senior partner and serves in the US Executive as chief inclusion
officer and national managing partner of the Center for Corporate Governance for
Deloitte LLP. As chief inclusion officer, Ms DeHaas drives Deloitte’s strategy to recruit,
develop and promote a diverse workforce and foster an inclusive environment where
leaders thrive. She leads the Center for Corporate Governance by setting the strategic
direction, establishing board and C-suite relationships through innovative client
experiences.

Margaret Pederson
Advisory Board Member
Women Corporate Directors
T: +1(203) 594 7796

E: pederson@amirexx.com

Margaret Pederson is President of Amirexx LLC and Managing Director of Golden
Seeds, an investment group focused on early and growth companies founded or
led by women. Ms Pederson serves on board of directors of Viad (NYSE:VVI), Xamax
industries and TextureMedia Inc, has an expertise in strategy plus innovation and is
Chair or member of Innovation, Strategy, Compensation and Nominating/Governance
Committees. She was Division President of multiple media companies and Chairman
of global industry associations.

FW: Given the board’s ultimate deci-
sion-making authority, how important is
it at a senior level to have the requisite
balance of skills and abilities in place to
drive corporate strategy?

DeHaas: A key responsibility of the
board is to advise management on the
development of the company’s short and
long term strategic priorities, approve
such strategies, and ultimately oversee the
execution of the strategy. To do this ef-
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fectively, boards should consider whether
they have the right processes in place, as
well as the right capabilities and diverse
perspectives among both senior manage-
ment and the board. Furthermore, a board
with members who are able to challenge
management and one another on strate-
gic alternatives, who understand strategic
risks, and who offer new ways of think-
ing about related opportunities and chal-
lenges could be beneficial. Aligned with
the discussion of specific skills needed

to drive a successful strategy is the impor-
tance of representation of the company’s
constituents, for example, customers,
employees and investors. Hence, a board
rich in diverse experiences and skills can
provide unique and ‘outside-in’ perspec-
tives and strategic thinking across a broad
range of initiatives.

Walker: Ideally, a company’s board
composition will mirror its strategic fu-

ture. Clearly, the experience, skills and



judgment of the men and women around
the table matter. They affect the quality
of the board’s involvement in strategic
planning and the wisdom of the board’s
strategic decisions. In our annual corpo-
rate governance surveys, we ask direc-
tors to rank the issues of greatest concern
to them. Invariably, strategy ranks first,
even before corporate performance. Why?
Because in the long term strategy drives
performance, and good directors serve for
the long term.

Stewart: In order to be highly effective,
the board should have a diverse mix of ex-
periences to draw from when evaluating
corporate strategy. It is equally important
to have a management team that has the
ability and competencies to not only drive
the strategy, but to create it. The board’s
engagement in strategy falls along a spec-
trum. At large global companies with
a management team that has broad and
deep skills, the board’s role is to under-
stand, challenge, enhance and approve
the strategy. At smaller companies, direc-
tors may have an opportunity to influence
strategy earlier in the process. However,
when large company directors feel a need
to insert themselves into the development
of strategy, it calls for either a change in
directors or a change in the management
team.

Pederson: As a director, industry and
functional experience are valuable in in-
formed decision making. It is challeng-
ing to understand all the components and
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complexity involved in setting strategy
without a strong understanding of the fun-
damentals driving the business, as well as
the competitive and technological devel-
opments impacting future options. Under-
standing the implications and potential
ramifications — deliberate and otherwise —
of various tactics and strategies is key, es-
pecially in fast changing environments or
regulated, scientific and technical fields.

FW: In your experience, are there any
major differences between how a board
should be composed in the public as op-
posed to the private sector? How does the
increasing amount of regulatory scrutiny
impact this issue?

Walker: The best private companies and
boards recruit as if they were planning to
go public, with an eye to sustainable long-
term value. So ideally, ceteris paribus, the
differences will be minor; however, there
is a twist. By definition, public companies
sell their shares to the public, rather than
to a small group of personally known or
financially sophisticated individuals. As
such, their boards are subject to a more
stringent set of standards, such as the ex-
pectation in the US that they will have a
majority of independent directors and that
their key committees will be composed
entirely of independent directors. For
public companies, this puts a premium
on independence, which in some cases
can weaken the industry expertise of the
board, since industry insiders are less
likely to be considered independent. Pub-

lic company boards must make a special
effort to identify individuals who have
both independence and relevant industry
knowledge.

Pederson: Boards benefit from compa-
rable composition and skills regardless of
whether they are public or private. How-
ever, how a board functions and where it
focuses its resources varies depending on
whether it is a public or private firm and
the level of regulation in the particular
industry. Public boards must spend con-
siderable time on regulatory issues that
are not germane to private firms, which
can spend more time on strategy. At an
extreme, some public companies must
spend 60 to 80 percent looking backward
on financial and regulatory performance,
whereas private companies can spend
more than 70 percent on current and future
business initiatives. Therefore, individu-
als tend to gravitate to one type of board
or the other partially based on experience
— their background in public or private en-
terprise — and preferences in the business
areas where they focus their time.

Stewart: Every large private company
is likely to want the board to function as
closely to the public company model as
possible. The most progressive private
companies followed the best governance
practices before they were codified into
law. Some regulations apply to all com-
panies regardless of ownership structure;
however, at the end of the day, private
companies do have more freedom to
decide whether a particular best prac-
tice adds value or impedes the business.
Regardless, private companies need to
keep up to date with changing interpreta-
tions of regulation. For example, a recent
US Supreme Court ruling requires that
private companies comply with whistle-
blower laws just like public companies.

DeHaas: One significant difference be-
tween public and private company boards
is that private company boards may not
employ governance practices that are as
formal; they do not have listing standards,
SEC and other regulatory requirements to
adhere to, such as having certain board
committees, director independence and
diversity disclosure. Also, private com-
panies tend to have a greater number of
inside directors on their board. None of
this necessarily translates to a less effec-
tive board, however private companies
can still consider adopting public compa-
ny governance practices and standards. In
particular, having more independent and
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diverse directors may help contribute to
fresh perspectives and enhanced dialogue
in the boardroom. This can also contribute
to a greater alignment of board composi-
tion to company strategy and possessing
the skills and experience needed to advise
on the development of strategy and over-
seeing its execution.

FW: To what extent does strong board
composition lead to better corporate gov-
ernance and a greater understanding of
compliance requirements among senior

staff?

Pederson: Strong board composition
and knowledge of governance provides
the background to understand compliance
requirements which are becoming in-
creasingly complex. Outside advisers can
provide beneficial expertise, yet the board
and senior staff need to be able to effec-
tively direct and evaluate this effort.

DeHaas: The board plays a critical role
in vital company matters, such as advis-
ing and ultimately deciding on company
strategy, setting ethical expectations of
employees, overseeing various possible
risks, and hiring and firing, evaluating
and compensating the chief executive of-
ficer (CEO). A strategic and thoughtful
approach to board composition can make
a difference in how well these and other
governance related matters are executed.
For example, having board members with
strong compliance and regulatory experi-
ence may be helpful in understanding ap-
plicable compliance matters and related
management reports, fostering productive
discussions with management, and even
further, creating meaningful impact on the
overall ability and culture of the company
in managing these critical areas. Effective
board oversight can be driven by appro-
priate policies and processes that allow
the board to make informed decisions and
provide proper advisement to manage-
ment. This is greatly impacted by the tone
set by the CEO, chairman or lead director,
and robust onboarding of new members
so that all are on the same page regarding
expectations and responsibilities.

Stewart: To some degree, we take it
on faith that having seasoned leaders on
the board with experience relevant to the
company, and who are committed to the
principles of good governance, will result
in a better managed company and supe-
rior performance. Here’s a real life ex-
ample that illustrates how the board can
positively influence senior management’s
fulfilment of compliance obligations: the
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chief auditor at a regional insurance com-
pany recently explained how the higher
expectations of the board’s new audit
chair, a financial executive from a large,
global consumer company, raised the bar
on the internal audit team, resulting in a
more rigorous, progressive and effective
approach.

Walker: Strong board composition can
foster better governance and strong com-
pliance but it goes beyond these elements.
A board that has a strong composition will
seek a range of backgrounds and skills.
This in turn enables a balance of risks and
rewards. Corporate governance and over-
sight of compliance can mitigate risks,
but what about increasing rewards? Gov-
ernance and compliance alone will not
generate those. Strong board composition
must include a commitment to business
success, which means moving forward
into new and expanding, value-creat-
ing realms while taking calculated risks.
While governance and compliance are im-
portant, they are secondary to this prima-
ry imperative of creating and sustaining
business growth on behalf of shareholders
and all stakeholders.

FW: In terms of the advancing techno-
logical landscape (taking in social me-
dia, virtual communities, social network-
ing), how are boards responding? What
impact are these developments having on
board composition?

Stewart: Many boards could stand to
do a better job of succession planning for
themselves which would force directors
to recognise potential future trends and
challenges that call for a new set of skills.
Most boards are playing catch up with re-
gard to the technology affecting how, at
a fundamental level, companies are do-
ing business and relating to customers
and employees. Like the old IBM board,
made up of directors who had never used
a computer, boards are made up of direc-
tors who lack a personal knowledge of the
latest advances. We are definitely begin-
ning to see boards reaching for directors
who bring a first-hand perspective on so-
cial media and other new technologies,
many of whom are younger and who don’t
match the description of the traditional
operating, CEO-type.

Walker: Boards today have gone virtual
in how they receive, study and modify
their materials. While many companies
still provide their boards with the classic
printed ‘board book’, most boards now

have a secure board portal for storing and
accessing their materials. Directors using
portals will bring their tablet devices into
the boardroom in order to refer to their
materials. In some cases, directors will
use a search engine during the meeting
to obtain additional information or check
facts. This can be a powerful tool for mak-
ing decisions in real time, but it can also
be a distraction. There is also a slight risk
of security breach through hacking. The
board chair needs to set the tone for an
orderly and focused meeting amidst po-
tential distractions. As boards select new
directors, in a choice between two equally
qualified individuals, they may prefer one
who is comfortable with technology. At
the same time, boards would be wise to
avoid individuals who are so enamoured
of their devices and connections that they
cannot concentrate in a 3D setting with
real people.

Pederson: More boards are looking
for a digital expert as a member to pro-
vide such expertise, which can lead to
younger, more tech savvy individuals
with non-traditional board backgrounds
joining boards. Without that expertise,
boards need to rely on management and
outside digital consultants to provide that
expertise. Some boards are doing training
to help less digitally savvy board mem-
bers get up to speed, including providing
reverse mentoring where a younger col-
league provides guidance.

DeHaas: In a recent Deloitte survey of
board practices, conducted in collabora-
tion with the Society of Corporate Secre-
taries and Governance Professionals, 27
percent of those public company corpo-
rate secretaries surveyed said their boards
receive reports on company social media
usage, 33 percent of boards have been ed-
ucated on data analytics, and 42 percent
said board awareness on cyber security
is high. None of these results represent
a majority, yet boards and their manage-
ment teams are recognising the impact
that technology places as both a strategic
opportunity and a potential risk. In fact,
as technology topics rise on boardroom
agendas, more boards, particularly those
in the tech industry, want to hear from
their chief information/technology of-
ficer, or their equivalent, on topics like
IT strategy, cyber and social media. To
stay further informed, some boards utilise
third-party advisers to educate them on
leading practices, and others assess the
need to add related skills to their compo-
sition.

»
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FW: In your opinion, are boards giving
proper consideration to succession plan-
ning? Is a significant change in mindset
required?

DeHaas: Most boards understand their
critical responsibility of selecting, evalu-
ating, compensating and terminating the
CEO, and sometimes even the broader
C-suite. Where some may fall short is
having a robust, formalised succession
process — which could be detrimen-
tal upon a sudden departure. At a high
level, a typical process would likely
entail the board, most often led by the
compensation or governance commit-
tee, reviewing and approving, on an
annual basis, the succession plan put forth
and executed by the CEO. A robust plan
would account for a ‘black swan’ scenario
in which an abrupt, unplanned departure
occurs, such as a death, and for a long-
term departure. It would also include po-
tential or sources of potential candidates
whom the CEO would be responsible for
grooming and developing, if internal,
with full board oversight. There have been
shareholder proposals calling for succes-
sion plan disclosure, which is yet further
reason for boards to give proper consider-
ation and attention to the process.

Stewart: For years, directors have named
CEO succession planning as arguably the
board’s most critical responsibility. At the
same time, a disturbing number of direc-
tors admit that they don’t spend enough
time on succession planning and don’t do

it well. That is a huge disconnect. Direc-
tors need to bridge the gap between un-
derstanding how important succession is
to protecting the business and insisting
that it be done. Cue the institutional in-
vestors whose demands for more trans-
parent disclosure in the proxy are making
it increasingly difficult to forestall deal-
ing with the issue.

Walker: Succession planning for CEOs
is top of mind for a significant number of
boards. In our most recent survey of pub-
lic company directors, it ranked third af-
ter strategy and performance, with nearly
one-third of respondents identifying it as
a ‘top three’ issue. CEO succession even
edged out the increasingly urgent topic of
risk oversight by a few percentage points
in this regard. The main finding in that
survey was that satisfaction increases
with formality — 90 percent of directors
with formal plans for CEO succession
were satisfied and only 10 percent were
dissatisfied. For directors with informal
plans, the balance of satisfaction versus
dissatisfaction was 66 to 34. Succession
planning for boards landed somewhat
lower as a major issue, ranking fifth for
large cap companies, after talent develop-
ment, and even lower for smaller firms.
We do have a new survey out in the field
now and are seeing continuing interest in
succession planning. Regardless of rank-
ing, succession planning is a sensitive and
complex matter — especially for boards,
which have multiple individuals and in-
teractions to consider.

Pederson: Hiring the CEO and effective
succession planning is one of the primary
responsibilities of the board of directors.
It is good governance for public compa-
nies and good business for private com-
panies. Yet, statistics indicate that many
companies are not adequately prepared
for succession planning. There are three
core reasons for this: there is a concern
that the CEO will take it as an indication
that the board is looking for a manage-
ment change, lack of agreement on strate-
gic direction and lack of disciplined pro-
cess for identifying and evaluating talent.
Done effectively, CEO succession plan-
ning is a continuous and dynamic process
that ensures business continuity. Boards
need both a long term plan to deal with
expected turnover, and a short term or in-
terim plan for unexpected resignations,
terminations or crisis.

FW: Replacing an underperforming
colleague can be an wuncomfortable,
as well as a procedurally difficult task.
What steps should companies take in
such circumstances?

Walker: Judging the ‘performance’ of
an individual director is not as simple as
it may sound. Certainly, there are situa-
tions in which individual directors are
not keeping up, but this is not always
the case. The work of the board is both
collective and periodic. Boards work as
groups and meet several times a year, not
every day. As such, the director who may
seem, for example, to say too little or say
too much in a particular meeting may in
fact be getting it just right. There may just
be an issue of chemistry with a dominant
individual on the board or a clique. In that
case, the problem is really with board
performance, not individual performance.
The key is to focus on process and princi-
ples, not personalities. Everyone must be
treated in the same way. It is never good
to go into an evaluation process with the
idea of shedding a director. The evaluator
should start with an entirely clean slate in
which every director’s skills and value are
given equal consideration. Overall, when
it comes to individuals, it is better to focus
on fit, relative to strategy, rather than per-
formance. The director may be perform-
ing well but may not have the particular
skills now needed for the board, given its
evolving strategy. A neutral outside party
can help facilitate this analysis.

Pederson: Developing strong communi-
cations and a culture of directly address-
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ing challenges is key; both need to be in
place before there is a potential problem.
An appropriate first step is an evaluation
that identifies shortcomings with a plan
created to address the issues of the board
overall, a committee or an individual. The
colleague should be offered the opportu-
nity to correct performance; an outside
adviser can develop and oversee a specif-
ic plan. When such actions do not rectify
the situation then corrective action may
be required. Replacing an underperform-
ing colleague is considered an especially
delicate and challenging task — in unof-
ficial conversations among directors — es-
pecially when the group has been working
together over an extended time. It is more
straightforward when there is an obvious
performance issue that can be addressed
in a more formal manner.

Stewart: This is a tough one for boards
because it’s personal. Years ago, direc-
tors were comfortable letting an under-
performing peer coast to retirement, es-
pecially one whose prior contributions
were valued. Today, smaller boards can-
not waste a single seat and higher retire-
ment ages make keeping a director who
has lost his or her currency more difficult
to justify. There are things boards can do.
They can nominate directors who come in
with the understanding that board compo-
sition must evolve with company strate-
gy. They can require directors to resign at
retirement age and after a specified term
length. While boards aren’t required to
use those levers, they are there when you
need them. Ideally, though, boards should
step up to evaluating individual directors,
something that provides another rationale
for having a non-executive chair who can
relieve the CEO of that burden.

DeHaas: An underperforming director
can pose a risk to the full board and to
the company. While the removal discus-
sion may be uncomfortable, particularly
when involving longstanding directors,
it may be a necessity. Establishing a pro-
cess, such as a peer assessment, can be
a great way to assess individual director
performance regularly. It can also help
re-emphasise the full board’s commit-
ment to striving to higher performance.
Results, which can offer valuable and
specific feedback on a director’s low per-
formance, can be helpful in supporting the
substantiation for resignation or removal
discussions, typically facilitated by the
chairman, lead independent director or
governance committee chair — individuals
perhaps best positioned to set the tone and
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culture of board performance. Further,
some chairmen maintain ongoing director
contact throughout the year. This outreach
process helps foster relationships with in-
dividual directors and allows for oppor-
tunities to discuss and hopefully alleviate
any performance concerns or potential is-
sues.

FW: What advice would you give com-
panies on creating a strong and success-
ful board? Looking ahead, do boards and
companies review their processes, be-
haviours and culture rigorously enough
to ensure favourable comparison with
internationals standards, as well as their
competitors?

DeHaas: Our governance framework
can be used to delineate key areas of
board oversight — strategy, performance,
governance, talent and integrity — from
areas of responsibility delegated to man-
agement — planning, operations, reporting
and compliance. The framework includes
a set of attributes, including skills, pro-
cesses, behaviour and information, which
can be used to measure board oversight
effectiveness. Such tools are designed to
help boards be more efficient and effec-
tive, thereby contributing to board suc-
cess. Another beneficial tool contributing
to board success is an annual assessment
to identify areas of strength and, more im-
portantly, opportunities to improve. The
assessment should tie back to key board
responsibilities defined in the governance
framework, if a framework is utilised. Fi-
nally, the dynamic between a board and
its management team cannot be underes-
timated. A collegial, respectful relation-
ship that encourages healthy debate can
promote robust boardroom discussion,
better-informed decision making and on-
going dialogue on ways to achieve higher
levels of performance and success.

Stewart: Companies need to find the
right balance of tenure and fresh think-
ing, and embrace diversity in all its fac-
ets. They should focus on expertise, not
title, when recruiting new directors. They
should consider naming a non-executive
chair. Companies should give directors
information that informs and enlightens,
and make room for freewheeling discus-
sion at board meetings by decreasing pre-
sentations. Directors are very much aware
of what is happening outside their board-
rooms and countries. There are leaders
and followers with respect to governance
practices among US companies. US direc-
tors are watching international practices

closely because that is where the evolu-
tion in governance is moving more quick-
ly. While the concepts of diversity quotas
and non-executive chairs remain a tough
sell in the US, other changes have made
their way from the UK and Europe to our
shores. We’ve seen it happen with say-
on-pay and proxy access. More recently,
the increasing access that investors have
to board leadership abroad will have an
influence on US practice.

Pederson: Diversity of expertise with
appropriate industry and functional ex-
perience is important. Accepting non-tra-
ditional board members who bring new
skills — digital, cyber security, global — al-
lows boards to more comprehensively ad-
dress emerging and timely issues and op-
portunities. Directors should bring skills
and a profile that complements the CEO.
Accepting diversity of opinion, an open-
ness to embrace change and innovation,
even when it creates tension in the board-
room, can help boards thrive in a rapidly
changing world, one in which disruptive
technology, quickly changing competi-
tion, and activist investors are the norm
and not the exception.

Walker: Across companies, across in-
dustries and across national boundaries,
boards and committees need above all a
rigorous, continual process to evaluate
themselves as a group. This is generally
done by setting goals, by asking what the
board and each of the committees plan
to do. It also means measuring accom-
plishments, by asking whether they did it
well. They also need to identity the types
of skills, knowledge, and experience the
board needs to do its work. Benchmark-
ing services are available, but processes,
behaviours and culture will take care of
themselves if directors make an honest ef-
fort to fulfil their roles. Directors must ac-
complish a significant number of impor-
tant tasks. For example, they must select,
evaluate and compensate the CEO and
senior officers, help develop and monitor
the strategy of the company, monitor cor-
porate financial performance, oversee in-
ternal controls and financial reporting and
hire the auditor, oversee legal compliance
generally, review and approve key regula-
tory filings, declare dividends, and more.
They can be judged on the basis of their
performance in these areas — and individ-
uals can be judged based on their leader-
ship roles — such as the role of chair, lead
director or committee chair. An external
adviser can help boards evaluate their own
work in this goal-oriented fashion. B



