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Methodology

As part of the Director 360° initiative, Deloitte member
firms interviewed 288 board chairmen and directors in
19 countries or regions around the world on the topic
of board effectiveness and the issues, challenges, and
opportunities that boards face. Deloitte interviewed
directors in Australia, Belgium, Chile, Colombia, the
Czech Republic, Finland, France, Germany, Hong Kong,
India, Ireland, Israel, Mexico, the Middle East, New
Zealand, the Philippines, South Africa, Sweden, and the
United States.
The following is a detailed list of director interviews
conducted across the globe:
Australia
Belgium
Chile
Colombia
Czech Republic
Finland
France
Germany
Hong Kong
India
Ireland
Israel
Mexico
Middle East
New Zealand
Philippines
South Africa
Sweden
United States
TOTAL

15 directors
12 directors
19 directors
15 directors
10 directors
18 directors
16 directors
5 directors
13 directors
9 directors
30 directors
30 directors
25 directors
3 directors
29 directors
6 directors
6 directors
17 directors
10 directors
288 directors

The interviews were conducted between April and
August 2012. Our report incorporates quantitative
and qualitative data based on these interviews. Note
that there was no normalization or weighting of
results, despite differences in the numbers of directors
interviewed. All the information provided by participants
is treated confidentially and reported only in aggregate
form. The names of the individual participants or their
companies are not disclosed.
Where appropriate, Deloitte has used quotes from
those interviewed to substantiate findings and opinions.
The views and opinions expressed in this report do not
necessarily reflect the view of Deloitte Touche Tohmatsu
Limited, Deloitte member firms, or the individual
directors interviewed.
We make no representation or warranty about the
accuracy of the information, or on how closely the
information gathered will resemble actual board
performance or effectiveness.
Due to rounding, responses to the questions covered in
this report may not aggregate to 100.
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Executive summary

The Deloitte Global Center for Corporate Governance is
proud to present the results of our global director survey,
Director 360°: Degrees of Progress. For the second year
in a row, we offer our perspective on the views and
concerns of directors serving on boards around the world.
Our analysis reflects in-depth interviews with 288 board
directors at public and private companies in 19 countries
or regions. This represents a large and comprehensive
piece of primary governance research and reflects a
meaningful increase from last year’s efforts, which
encompassed 215 directors in 12 countries. Deloitte
solicited views from these non-executive directors on
a variety of questions ranging from board composition
to regulation, risk oversight, and the director’s role in
strategy formulation.

• While boards are using technology to monitor business
performance and to pay closer attention to their
impact in local and global markets, some directors
expressed concern that technology might increase
scrutiny by shareholders and others. Our survey
indicates that 76 percent of the global directors
surveyed anticipate the level of shareholder scrutiny
to increase in the next few years. However, greater
attention need not mean negative attention. Reports
of business successes hit the news faster than ever
before, helping organizations attract potential
investors quicker and with less effort.

Our results reflect ongoing and substantial change in
the global business environment and the responsibilities
of board directors. Boards are not immune to shifts in
their operating environments, and in many places the
aftermath of the financial crisis has permanently changed
their role and their perception of how they can be most
effective. How directors adapt to the challenges and
questions that come with change is a theme that runs
through this report:

• The uncertain global economic climate continues to
weigh heavily on boardroom agendas. Risk oversight
remains a top priority for nearly every board, and
directors are focusing their oversight on organizational
strategies and business operations. Risk oversight
considerations remain at the forefront of business
decisions, with 67 percent of respondents indicating
that they do not expect the time devoted to risk
oversight to decrease over the next few years. Indeed,
there is some concern that new regulations to protect
investors’ interests may distract boards from their
agendas.

• In an increasingly global marketplace, how closely
should a board’s composition reflect that of its
stakeholders, and how should diversity be addressed?
Most of the directors we surveyed (47 percent) agree
and strongly agree that the board has introduced
diversity policies, guidelines, and/ or goals for board
composition, which could imply that greater diversity
enhances the board's ability to consider issues from
a range of perspectives. Despite this, 34 percent of
directors surveyed do not focus on recruiting directors
from outside their home country unless there is a
shortage of local candidates.

Despite the diversity among survey respondents,
representing 19 countries from India to Hong Kong to
Europe to the Americas, it is perhaps surprising that
we see a broad consensus among directors across the
globe. On most topics, directors agree with each other
irrespective of geography. This is most likely the result
of an increasingly global business environment in which
regulations and stakeholders’ interests tend to be more
closely aligned than ever before. Differing opinions are not
necessarily reflective of different geographies, but may
arise from differences in the complexity of organizations’
activities and structure.

• A more connected world influences how directors
carry out their responsibilities. Fifty-three percent of
directors report they could use technology more often
or more effectively to drive boardroom efficiency.
Examples include accessing documents anywhere,
at any time, or quickly connecting with colleagues
around the world without leaving their desks. Nearly
20 percent of all directors in a variety of regions now
use tablets.

In this year’s report, we provide snapshots of directors’
opinions on a variety of boardroom challenges and their
perceptions of how their roles will continue to evolve.
We have divided this year’s report into four main themes:
board effectiveness, regulation and enhanced scrutiny,
risk oversight, and strategy and growth. Although there is
considerable overlap among these themes, they provide
a useful framework for thinking about such a large and
diverse group of directors.
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Board effectiveness
The bulk of questions in this year’s survey relate to board effectiveness
in one form or another. This reflects the increasing recognition that it
is less the formal and externally visible structures that drive corporate
governance strengths and weaknesses, but often the more qualitative and
subjective characteristics that distinguish a strong and active board from
a weak one. Some of these qualities relate to who serves on the board
and how they contribute; others relate to the processes and technology
boards use for succession planning, assessment, and new director
orientation. Still others reflect the delicate and difficult-to-measure quality
of the relationship between the CEO and the board chairman.
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1.1 Global directors
As business becomes more global, bringing on directors
from outside the board’s home country has become a
leading practice in many places. This is another form
of board diversity, yet it can be surprising how few
companies with significant global operations or global
revenues consider foreign directors.
Some of this discrepancy may be explained by the idea
that international experience can be hired, or consultants
can be brought in when needed, rather than adding
a new director to the board. But it also may be a
desire for comfort with like-minded directors, or with
a common language. When asked, only 32 percent
of directors from the 19 countries or regions surveyed
agreed or strongly agreed that this was a focus of the
board. Directors in Australia, Germany, Belgium, and
Israel showed a strong preference for local directors. In
contrast, those in smaller countries like Chile, Ireland,
and Finland expressed much more openness to foreign
directors. When asked what challenges boards face as
a result of globalization, over 19 percent of all directors

responded by pointing to the necessity, and at times
difficulty, of finding strong directors from other places
to serve on the board. We note that this was the most
common response to this question. On the other hand,
when asked what measures the board or company was
taking to address the question of diversity, only one
percent of respondents mentioned adding international
directors.

Chart A
Internationalization of board members is a focus of the board:
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Global
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Director 360° Edition 2 2012 — Global Report

7

1.2 Board diversity
With the introduction of quotas and targets for gender
diversity in many countries during the past two years, it
is no surprise that this topic has reached the top of the
agenda in more boardrooms. Four of the 19 countries
or regions surveyed have either introduced an outright
quota or have promoted targets to increase the number
of women directors. These include three countries
where the greatest number of directors reported the
introduction of board diversity policies or goals —
France, Belgium, and Australia.
Beyond gender, diversity speaks to the question of how
boards can establish a roster of directors sufficiently
varied to allow informed discussions that are challenged
by different approaches and ways of thinking. Indeed,
16 percent of all directors told us they are likely to focus
on the diversity of skills directors bring to the table rather
than on whether directors have a particular background.
A further 28 percent of the survey participants say they
take no initiatives in this area.

Among specific countries, over 65 percent of directors
in Mexico and South Africa report that their boards have
diversity policies, the highest in our survey. Elsewhere,
the picture is less sanguine: only 47 percent of global
directors agree or agree strongly that their boards have
introduced such policies. On the other hand, majorities
of directors who disagree are rare — we find this only
in Chile and India. Interestingly, last year’s survey asked
a question that may provide a window into this year’s
results: when asked whether increasing diversity was a
focus of the board, 60 percent of global directors agreed
or strongly agreed.

Chart B
The board has introduced diversity policies, guidelines,
and/or goals for board composition:
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1.3 Board evaluations
Board evaluations are increasingly common around the
world, yet their prevalence reflects their mainly AngloAmerican origins. Countries like the United States,
South Africa, Australia, Ireland, and the Philippines
all report large majorities of directors who say their
board evaluation process is strong. Directors from
continental Europe, the Middle East, and Latin America
are more likely to reserve judgment or disagree. In
Belgium, France, Israel, and Chile, strong minorities of
directors report that their processes to evaluate board
performance are not sufficiently robust.
For many boards, evaluations — whether externally
facilitated or completed internally — are an important
way to ensure high levels of effectiveness. They are
often used to identify weaknesses in the mix of skills
on the board, which is an important consideration
when the nomination committee thinks about new
directors. Evaluations also can be used to drive changes
in committee membership, chairmanship, or the
way the board and the committees work together.
At the end of the day, evaluations are one of the
few formal mechanisms boards use to take stock of
their effectiveness; over time, we expect to see more
countries adopt processes to evaluate performance.

Chart C
Processes to evaluate board performance are sufficiently robust:
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1.4 Evaluating boards
Where board evaluations are in place, we see a certain
ambivalence about using the results to promote
change — whether this means changes in board
composition, changes in the way the board engages
with management, or changes in how directors provide
oversight of risk or strategy. Directors recognize that
using board evaluations to drive change can promote
tension between the board and management if handled
the wrong way, or if management is not consulted on
sensitive topics.

In all countries surveyed, the percentage of directors
who agree or strongly agree with this question falls just
below 50 percent. This could reflect the answer from
the previous question, where many directors expressed
doubt about the robustness of the evaluation itself; if
the process is flawed, boards are less likely to put stock
in the results. Directors from the United States, Australia,
France, New Zealand, and Finland express higher
degrees of confidence in using evaluation results.

Chart D
The results of the board performance assessment are used
to affect future change:
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1.5 Remuneration
Remuneration of board members varies widely across
jurisdictions, often driven by history and cultural
preferences. In many smaller countries, directors are
paid a flat fee; in others, this fee may be supplemented
by shares or stock options designed to align the
interests of the director with those of the company.
Shares and stock options can be controversial: some
directors indicate that such practices can muddy the
waters of oversight and, in the worst cases, transform
directors from outsiders providing oversight to
cheerleaders for management. Where these practices
are common, directors often dismiss these concerns,
indicating that the desire to preserve one’s personal
reputation will trump the financial rewards options can
bring. However they are paid, directors who spend
considerable time on the board providing oversight
of company operations must consider whether their
own pay is appropriate and comparable to what other
companies pay their directors.
Although 52 percent of global directors agree or
strongly agree that their pay is appropriate, a substantial
minority of nearly 26 percent disagree or strongly
disagree, perhaps indicating that director fees have not
kept pace with the increased time and effort occasioned
by the financial crisis. A similar question1 asked in
last year's survey, which resulted in a higher level of
agreement, indicated 65 percent of global directors
agreed or strongly agreed with the proposition.

Chart E
Remuneration/ compensation of board members is appropriate
relative to their responsibilities, efforts, and time commitment:
2012

2011
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1 Survey question: Remuneration of board members is appropriate.
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1.6 Technology
By all accounts, technology has invaded the boardroom
over the past several years. Stories abound of directors
being issued tablets upon joining the board, or of
management setting up specialized websites for
directors to gain password-protected access to board
documents and real-time reports. Indeed, the single
most common answer to the question of how the board
uses technology to fulfill its responsibilities — at 20
Chart F
The board could use technology more often or more
effectively in fulfilling its responsibilities:
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percent of all directors — is that the board now uses
tablets. On the other hand, another 22 percent of the
director respondents informed us that this question does
not apply to their board, or that they are doing very little
with technology apart from using email and standard
tools.
The idea that directors, many of whom are in their 60s
or 70s, are uncomfortable with new technology may
be overstated. In fact, results from the Director 360°:
Degrees of Progress survey show an appetite for more
technology to support the board’s activities, with over
50 percent of all directors saying more can be done. For
example, technology can be used to source data across
organizations to provide a fuller picture of operations or
risks. Outliers in this area include Germany and the Czech
Republic, where over one-third of directors disagree
that more could be done, indicating either a lingering
discomfort with new approaches or that the board is
already using technology effectively.

1.7 Effective board meetings
How board meetings are structured can be either a
help or a hindrance. Overly formal board meetings can
stifle debate, and agendas that are little more than a
series of slide presentations can limit discussion. Open
agendas that set aside time for discussion can lead to
more efficient discussion in the long run. Moreover,
some boards require separate meetings of the outside,
non-management directors — called “executive
sessions” in many places — and these meetings can
be effective avenues for boards to discuss sensitive or
strategic questions, particularly when they are a regular
item on the agenda.
Questions about board meeting format also point
to the critical role of the chairman. In many ways,
it is the chairman of the board who is the first and
last stop for directors who want to encourage more
discussion, or for those looking to invite more members
of management to meetings. Strong board chairmen
will craft agendas that are long enough to cover all the
necessary topics without feeling rushed.

Chart G
The format of board meetings contributes to efficient
execution of board responsibilities:
Global
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The global directors who were surveyed broadly
support their meeting format, with 77 percent in
agreement that it contributes to efficient execution of
board responsibilities. Outliers were found in countries
where board meetings could be overly formal or where
meetings are organized with little time for feedback or
open discussion. Colombia and the Middle East region
were observed to be outliers, where 33 percent of
directors disagree that board meetings contribute to
efficient execution of responsibilities.
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1.8 The orientation process for new board
members is formalized and effective
The process of bringing new directors onto the board,
through a formal orientation program, is a relatively
new development that has emerged in the past several
years. For many boards, orientation has always been a
part of assimilating new directors, but it has remained
an informal process, perhaps consisting of a few
meetings with the chairman and the CEO or a stack of
documents to read before the first meeting. These days,
new director orientation may mean a formal series of
introductions to management and business unit leaders,
a session with in-house and external counsel, a tour of
the organization's facilities, and a variety of educational
activities.

Nearly 50 percent of global directors report a formal
and effective process, but a substantial minority (more
than 25 percent) notes that the process may not be
formal and effective. Respondents pointing to weak
new director orientation may reflect less formal board
practices; on the other hand, some negative responses
may simply reflect lower director turnover in these
countries.

Chart H
The orientation process for new board members
is formalized and effective:
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1.9 Board responsibilities
Confusion in the role of board committees can be one
of the most damaging problems boards face. When
boards get it wrong, committees can overlap in their
responsibilities, duplicate efforts, and fail to address
areas where oversight is needed.
The problem can be exacerbated when boards form
new committees, under direction from regulators
or otherwise, and do not consider how these
committees will work with existing structures. The
recent introduction of risk committees, for example,
has challenged many boards to consider how this new
committee will work and how it will inform, and be
informed, by the existing audit committee.
Fortunately, 81 percent of respondents agreed
or strongly agreed that there is a clear division of
responsibility among their committees, and we see few
concerns in this area generally. Some countries, like
Australia, Ireland, and South Africa, had 100 percent
of directors who agreed or agreed strongly on a clear
division of responsibilities among board committees.
On the other hand, directors in Sweden, Belgium, and
Mexico were more equivocal.

Chart I
There is a clear division of responsibilities among board committees:
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Regulation and
outside scrutiny
A second trend this year relates to the increasing amount of attention
that investors and regulators are paying to corporate governance. As
some economies emerge from the financial crisis, investors are returning
to markets and asking more questions than ever about governance
structures, policies, executive pay, and risk oversight. Likewise, regulators
are introducing more governance rules and the Organisation for
Economic Co-operation and Development has announced it intends to
update its Principles of Corporate Governance. Taken together, these
circumstances present a challenge to boards that may not be accustomed
to scrutiny and may be overwhelmed by the spotlight. This is the second
year we have highlighted such scrutiny as a pattern among responses,
and we expect this trend to continue.
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2.1 Regulatory landscape
Given the introduction of significant governance
regulation in the United States and the EU in the past
few years — the Dodd-Frank Act and the European
Commission Green Paper on Corporate Governance are
just two examples — it is no surprise that directors in
almost all jurisdictions agree that their boards will be
influenced by regulation. Regulators in more countries
are responding to calls for greater emphasis on
governance: from a focus on the pay practices of large
banks to the introduction of board-level risk committees
and changes in required disclosures, new regulations are
increasing in both scope and number in many places.

We see this trend reflected in the results of our
interviews. Globally, 52 percent of all directors surveyed
agree that the regulatory environment will affect the
board, and 33 percent agree strongly; this is one of the
highest levels of consensus in the survey. The questions
are how boards’ focus will change, whether this shift
will be linked to developments in strategy and risk, and
whether boards will spend sufficient time considering
the impact of evolving regulations on their business.
When asked specifically what modifications they expect
in board agendas as a result of changes in the regulatory
environment, 16 percent of directors indicated there
would be minimal impact; this was the most common
answer. A minority (7 percent) suggested their board
might be distracted from its business goals.

Chart J
Changes in the regulatory environment will impact
the board’s areas of focus over the next few years:
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2.2 Shareholder engagement
Shareholder engagement with boards of directors
has emerged as an important factor in corporate
governance over the past several years. Starting in the
United Kingdom, where the Financial Reporting Council
introduced a Stewardship Code in 2010 to increase the
quality of engagement between institutional investors
and companies where they invest, more investors in the
United States, Canada, Australia, and elsewhere have
increased the time and money they spend in speaking
with companies. Boards are challenged to respond to
these trends; some chairmen, particularly in Europe, have
taken on the role of interlocutor between the board and
large shareholders.
Our survey found that 64 percent of global directors
agree or agree strongly that the level of interaction will
increase over the next few years. When asked whether
shareholder scrutiny affects how they interact with
shareholders, 49 percent agree, pointing to considerable
interaction or impact. The results are somewhat
surprising in that they show consistent agreement across
jurisdictions. Shareholder engagement seems no longer
to be a United States and United Kingdom phenomenon;
it is beginning to be apparent in Latin America, Asia, and
continental Europe as well.
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Chart K
The level of interaction between shareholders and the board will
increase over the next few years:

Strongly Agree

19%

Agree

45%

Neither Agree
Nor Disagree

24%

Disagree

Strongly
Disagree
0%

Global

10%

2%

10%

20%

30%

40%

50%

2.3 Shareholder scrutiny
Along with increased interaction, directors indicate that
the level of scrutiny from shareholders is also likely to
increase over the short term. Nearly 76 percent of global
directors agree or agree strongly with this prediction,
while 16 percent indicate they neither agree nor
disagree. This may reflect anxiety over increasing levels
of shareholder activism as countries emerge from the
financial crisis, or it may reflect responses to increased
engagement from investors that boards are already
seeing. For many directors, more intense scrutiny is
simply part of the new reality of serving on the board of
a listed company. Some directors Deloitte interviewed
expressed a reluctance to be imputed with a public role,
and wished to serve and contribute outside of the public
eye. If the trend of greater outside scrutiny continues,
less visible board service of this kind may not be possible
for much longer.

Directors in South Africa, Australia, Mexico, Chile,
France, and the Philippines report unusually high levels
of agreement regarding increased shareholder scrutiny,
although significant minorities do not foresee a similar
trend in Colombia and the Czech Republic.

Chart L
The level of shareholder scrutiny on corporate governance
practices will increase over the next few years:
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2.4 Directors' liability
The threat of director liability can be the most direct
consequence of outside scrutiny. For shareholders,
director liability can be a useful incentive for board
members to continue to provide oversight of
management risk-taking. On the other hand, if the
threat of liability is too high, this may affect the
willingness of talented people to serve on boards.
This may be particularly true in smaller markets where
director networks are more tightly linked. In our survey, a
minority of directors indicated that the liability imposed
on them is excessive, with 44 percent agreeing or
strongly agreeing that potential liability is too high.
However, in a number of jurisdictions, individual
directors have been found liable for breaches of fiduciary
duty recently, and director and officer liability insurance
premiums are rising.

We find a noticeable split in responses — Australia,
Belgium, Chile, India, Israel, Mexico, and South Africa
all show significant majorities of surveyed directors who
agree or strongly agree that potential liability is too
high, but a majority of directors in France and Sweden
disagreed. To compare to a similar question we asked
last year, directors indicated that heightened liability may
make it harder to recruit talented directors and cast a
chill over boardroom discussions.

Chart M
The level of potential liability imposed on directors is too high:
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Oversight of
risk-taking
If there is one theme that stands out from our survey, it is how multiple
factors have conspired to shine a spotlight on how directors oversee
risk. These factors may differ from country to county, but they include
regulation or the threat of regulation, outside scrutiny, pressure from
management, and a desire among directors themselves to improve. Some
boards have been left to themselves to figure out how to provide better
oversight of risk; others have spent so much time on the topic that they
feel overwhelmed. Still others have crossed the line between oversight
and micro-management in their zeal for more insight and involvement.
The areas discussed herein represent a reasonable cross-section of some
of the concerns Deloitte continues to hear from directors on this topic.

Director 360° Edition 2 2012 — Global Report
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3.1 The board's role with risk policy
The high level of uncertainty about the global economic
environment and the lack of visibility into how these
conditions may affect companies have elevated the role
that boards play in setting risk policy. Boards are more
actively involved than they once were, with 73 percent
of directors stating that they are actively involved
with risk policy-setting. While investments in other
organizational functions are, in many places, being cut
back or placed on hold during the downturn, many
boards have continued to invest in risk management.
Many companies now employ specialist risk managers,
including chief risk officers, and have expanded their
internal audit activities. Still, the question for many
boards is how they should be involved in setting risk
policy and what being “active” means in practice. Some
directors we interviewed pointed to their involvement
in setting the company’s risk appetite; others played
a less direct role and simply endorsed management’s
proposals for risk appetite levels. When asked how they

divide risk responsibilities with management, 27 percent
of respondents cited an approach in which management
reports on risk while the board oversees it.
However it is defined, active involvement seems to be a
universal aspirational goal for boards. Audit committees
are paying close attention to their risk management
frameworks to ensure they are robust. Boards across
countries were unanimous in the view that they play an
active role; Australia, Hong Kong, New Zealand, Ireland,
Sweden, and the United States report particularly high
levels of engagement.

Chart N
The board plays an active role in setting the organization’s risk policy:
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3.2 How the board assesses business risk
It is clear that economic uncertainties resulting from the
financial crisis have influenced boards to undertake a
number of measures to oversee risk. One example is the
implementation of monthly reporting on strategic risks
or revision of written risk appetite statements. Boards
are particularly keen to understand the strategic risks
facing their organizations, such as those that could
affect large investments in key markets, as well as the
risks they may face as the result of implementing the
strategy itself. Boards want to know what types of
threats could emerge to undermine shareholder value,
and especially the unexpected and unlikely events — the
so-called “black swans.” Each of these concerns from
the boardroom may trigger a request to management to
provide additional information.

Results from surveyed directors around the world
indicate that boards appear relatively comfortable with
risk reporting, with 69 percent agreeing or strongly
agreeing that they receive enough information to
assess the impact of business risks to their organization.
While this is positive, it is notable that despite measures
established in response to the financial crisis, 30 percent
of global directors still indicate some concern about the
information they receive about business risks. Finland,
France, Germany, Colombia, and Belgium were among
the countries where directors were less satisfied with the
amount of information they receive.

Chart O
The board receives enough information to
assess the impact of business risks:
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3.3 Risk oversight
Deciding how to prioritize the limited time boards can
spend on particular topics will likely remain a challenge.
Yet it is notable how much more time many boards
have allocated to risk oversight compared to just a few
years ago. In some cases, board involvement with risk
oversight has broadened from day-to-day operational
risks to strategic and environmental risks, the state
of the global economy, commodity prices, and even
the possibility of sovereign default. More boards are
spending time on scenario planning and looking more
carefully at systemic risks, or those risks arising from
the consequences of other risks. When asked about
time allocation in this area, boards appear to expect the
current environment to continue to drive their focus
on risk oversight — 67 percent of the global directors
surveyed disagree or disagree strongly that they expect
their time on risk oversight to decrease. Mexico was the
only country where the majority of directors expected
their time to decrease. Finland, France, Australia, Ireland,
Chile, India, the Czech Republic, and New Zealand all
show a strong majority of directors expressing the view
that time spent on risk oversight will either increase or
remain unchanged.
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Chart P
The time spent by the board on risk oversight is expected to
increase in the next couple of years relative to what it was during
the recent global financial crisis:
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3.4 Tone at the top
Directors around the world continue to believe that
it is their role to set the ethical tone of the company.
For many directors, serving on the board means being
a steward of the company and its ethical policies.
Moreover, there is often a belief that staff and others
look to the board to set an example. Ensuring that
an organization has the right tone at the top is a
cornerstone of many risk programs. Directors are in a
good position to do this, as they set expectations for
management about the integrity of financial reporting
and create and maintain tolerances for executive action

across the business. Our survey indicates that compared
to last year, directors are even more convinced of their
role in establishing the proper tone at the top, with 90
percent in agreement or in strong agreement, compared
to 80 percent last year.
Outliers to this question included Colombia and Israel,
where more than 10 percent of directors disagreed.

Chart Q
The board plays a significant role in establishing the proper tone at
the top of the organization:
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3.5 CEO succession planning
For many companies, CEO succession is one of the
largest nonfinancial risks the board is responsible
for overseeing. Indeed, responsible and active CEO
succession planning is vital to any organization’s growth.
Succession planning is often more than just finding
a leader to promote continued success; leaders need
to be developed over time and prepared to bring the
organization to the next level when the current CEO
leaves.
Global survey results are unusual in that they show a
noticeable split between those who agree or strongly
agree (approximately 44 percent) and those who
disagree or strongly disagree (approximately 33 percent)
that the board addresses CEO succession planning
effectively. This result is in line with last year’s survey,
which found a similar divide (46 percent agreed or
strongly agreed that their organization had an effective
CEO and senior management succession plan; 31
percent disagreed or disagreed strongly).
Some countries appear to lean more in one direction.
For example, in Australia, 80 percent of directors either
agree or strongly agree, and 70 percent and 67 percent
of directors in the United States and India, respectively,
agree or strongly agree that CEO succession planning is
effectively addressed by the board. Significant minorities
of directors in Latin America indicate disagreement.
These countries — Mexico, Chile, and Colombia — have
many companies where families play a large role in
corporate leadership, complicating succession.
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Chart R
CEO succession planning is effectively addressed by the board:
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Strategy and growth
The fourth theme our survey is board involvement in strategy and growth.
This is a broad topic, and encompasses areas as diverse as executive
compensation, the environment and sustainability, trade-offs between
growth and investment, and the responsibility of the board to provide
input into strategy.
The 1992 Cadbury Code in the United Kingdom argued that the board
chairman should be the “architect of corporate strategy”; however, in
the United States and elsewhere, there remains much debate on how
deeply a board should wade into the waters of strategy development. In
some organizations, there is a belief that the CEO is so closely associated
with strategy that the boards' questioning of the current direction is
tantamount to questioning the authority of the CEO himself. These
differences are instructive when reviewing approaches to growth and
strategy in boardrooms around the world.
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4.1 Strategic planning
Different boards have different ideas about whether
they should be actively involved in developing the
strategic plan. In some companies, management and
boards prefer the board to assume the role of endorsing,
rather than developing, corporate strategy; at others,
management may feel that a board that is not involved
in developing strategy has abandoned its responsibilities.
Whether or not a board is actively involved in developing
strategy, most directors we surveyed appear to consider
it one of their key responsibilities to check back with
management on the implementation of strategic
initiatives. These strategies may relate to mergers and
acquisitions, entry into new markets, new product
development, or a host of other topics, but in all cases
they relate back to management’s strategic plans.

A full 85 percent of global directors agree or agree
strongly that they review these types of initiatives,
while Mexico, France, Hong Kong, Israel, and Belgium
had a minority of directors that disagreed or strongly
disagreed. When asked a deeper question — what are
the most important factors for a company in successfully
executing its strategy? — responses centered on three
key requirements: the need for good communication,
the quality of management, and strategic planning/
implementation.

Chart S
The board reviews initiatives to implement the strategic plan:
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4.2 Communication between the board and
management on strategy
Regarding the importance of communication between
the board and management in strategy discussions,
many directors we surveyed spoke about the need to
actively discuss strategic objectives with executives.
Although there are differences in how deeply the board
is involved — as indicated above, some boards are
architects of strategy alongside management and others
limit their involvement to endorsing management’s
strategies — most of the global directors surveyed report
active involvement and discussion.
Globally, 88 percent of the global directors surveyed
agree or strongly agree that they engage in active
discussion of strategic plans and objectives; this
represents one of the highest levels of agreement in
the survey. Directors in the Philippines and Mexico are
more equivocal, where perhaps large minorities of
directors may prefer to leave strategic discussions to
management.

Chart T
The board actively discusses with management
the organization’s strategic plan and strategic objectives:
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4.3 Maintaining balance
Overall, 69 percent of the global directors surveyed
believe they achieve an appropriate balance between
oversight of risk, growth, performance, and strategy.
Getting this balance right is critical, particularly in light of
continuing volatility in some markets. A laser-like focus
on limiting risks without thinking about growth means
the board and management may miss opportunities. On
the other hand, breakneck growth without due concern
for risk can create dangerous exposures. Differences
Chart U
The board maintains an appropriate balance between oversight
of risk, growth, performance, and strategy:
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in board involvement in this area may reflect market
conditions as much as anything else, although this
balance is also informed by a company’s risk appetite
and the caution exercised by board members.
As uncertainty in the global economic environment
continues, boards are spending more time setting the
agenda for growth and revisiting strategic assumptions.
However, there is no one right balance — instead,
companies need to define an appropriate balance in
light of their strategic priorities. In France, Chile, and
Israel, significant numbers of directors indicated that
the balance was not quite right yet. Directors in the
Philippines, India, and Colombia noted high levels of
uncertainty.

4.4 Nonfinancial reporting metrics
The push, over the past five to ten years, for companies
to disclose more nonfinancial reporting information,
ranging from environmental and social concerns to
governance metrics, has had an effect on what directors
consider when assessing performance. Although topics
like the Global Reporting Initiative and integrated
reporting dominate the headlines, directors are also
incorporating metrics beyond the financials into how
they assess the management and performance of the
business. On a global basis, 63 percent of directors
surveyed agree or strongly agree that their boards review
and measure company performance against nonfinancial
indicators. The trend holds true in most countries
represented in the survey; large majorities were recorded
in the United States (100 percent), Ireland (83 percent),
Colombia (80 percent), and Sweden (77 percent).
Some boards measure performance against nonfinancial
indicators such as ESG (environmental, social,
and governance) metrics, and others benchmark
themselves against industry or local peers with respect
to nonfinancial measures. However, there are some
countries where directors disagree or strongly disagree
that their board reviews and measures company
performance against nonfinancial indicators: the
Philippines, Israel, and France all show significant levels
of disagreement to the survey question.

Chart V
The board reviews and measures company performance
against non-financial indicators:
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4.5 Complex compensation arrangements
For many boards, strategy and growth are tightly
connected to the incentives embedded in executive
compensation programs. In many countries, the drive
to link pay with performance in a way that considers
long-term, short-term, financial, and nonfinancial
performance carries with it the danger that remuneration
policies become difficult to understand. Features of
today’s compensation plans may include short-term
incentives, long-term incentives, stock options, restricted
stock, and stock appreciation rights, just to name a few
examples. Moreover, each may have its own vesting
and performance criteria. Of the global directors
surveyed, 49 percent agree or strongly agree that these
arrangements are too complex.

Directors in the United States, France, Germany, and
Belgium, where shareholders have begun to vote on
compensation policy (the so-called “say-on-pay” vote),
feel the strongest that plans have become complicated.
Directors in other countries, like Chile, Israel, and the
Czech Republic, disagree. This may reflect the fact that
executive pay in these countries remains, for the most
part, a straightforward mix of salary and bonus. Also
of note is that when directors were asked a similar
question last year (whether remuneration arrangements
have become overly complex for directors and board
members to thoroughly understand), only 26 percent of
them agreed or strongly agreed, a far lower percentage
than is apparent in this year’s survey.

Chart W
Executive compensation arrangements have become overly complex:
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4.6 Long-term performance measures
If the global financial crisis has led to any change in
conventional wisdom, it is that there can be dangers
when executives are incentivized to focus exclusively on
short-term performance. Bonuses paid for quarterly or
annual performance, particularly when they are based
on a small number of top-line measures, can contribute
to volatility and may be unsustainable.
The global directors surveyed concur; nearly 70 percent
agree or agree strongly that they take long-term
performance measures into account in setting
compensation policy. This result seems consistent with
their responses to considering nonfinancial indicators
when assessing company performance. The sentiment
is not universal, however: significant minorities of
directors from places as diverse as Colombia, Ireland,
and the Philippines do not sufficiently consider long-term
performance measures in the executive remuneration/
compensation policy. Of course, it can be difficult to
separate these questions from the long- or short-term
preferences of shareholders, many of whom are now
voting on compensation policy.

Chart X
The board considers long-term performance measures in the executive
remuneration/ compensation policy to a sufficient degree:
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4.7 Sustainability and corporate social
responsibility
Although a majority of surveyed directors (68 percent)
report that sustainability questions are becoming more
important to the board, many are more equivocal. For
example, 50 percent of directors in the United States
say they neither agree nor disagree that these issues are
growing in importance. Moreover, last year’s Director
360° survey revealed that only 1 percent of global
directors listed sustainability as one of the top three
issues on their agenda for the next 12–24 months; this
year, the ratio increased, but only to 3 percent.

Certainly, this was not the case everywhere: this year’s
survey shows that nearly 100 percent of directors in
the Philippines, India, France, and Finland indicate that
sustainability and corporate social responsibility are
becoming more important issues for the board. And with
growing pressure from investors and stakeholders, as
reflected in the Global Reporting Initiative and the UN
Principles for Responsible Investment, boards may find
themselves spending more time considering the wider
impact of sustainability on their business.

Chart Y
Sustainability and corporate social responsibility are becoming more
important issues for the board:
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Issues on the
board agenda
We asked board members what the three key issues on their agenda
were in the past 12 months and also what they see as the three most
important issues for the next 12–24 months.
With respect to the past year, global directors point to the global financial
crisis, regulation/ governance/ compliance, and strategy as the top three
issues, perhaps reflecting the lingering effects of financial conditions
on balance sheets and the sharp increase in regulation and outside
scrutiny, one of the defining themes of this report. More surprising are
the relatively low numbers of directors who selected shareholder value/
investors as a key issue (4 percent); competition (2 percent); globalization
(1 percent); and two topics that no director mentioned: innovation and
diversity.
Looking ahead, the same three issues appear when directors were
asked to identify their primary concerns in the next one to two years.
Differences appear further down the list, where the issue of growth
rose from 8 percent in the past to 20 percent for the future. The same
is true of topics like talent management (13 percent for the upcoming
12–24 months compared to only 7 percent over the past 12 months) and
political uncertainty/ social issues (9 percent compared to 5 percent in the
last 12 months). Innovation and diversity were cited by 5 percent and 2
percent of directors, respectively, when they were asked about the future.
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5.1 What were the three key issues on your agenda
in the last 12 months?

Table A

Global

36

Global Financial Crisis and Recovery

43%

Regulation, Governance, and Compliance

41%

Strategy

34%

Capital Management

29%

Risk Management

17%

Performance

15%

Executive Remuneration

10%

External Factors

9%

Growth

8%

Management Succession

8%

Talent Management

7%

Mergers and Acquisitions

6%

Board Effectiveness

6%

Board Succession Planning

5%

Political/ Social Uncertainty

5%

Organizational Structure

5%

Shareholder Value/ Investors

4%

Sovereign Risk

3%

IT/ Technology

3%

Reporting

3%

Operational Management/ Infrastructure

3%

Stakeholder Management

2%

Sustainability

2%

Competition

2%

Globalization

1%

Environment, Health, Safety

1%

Diversity

0%

Raw Materials/ Energy

0%

Innovation

0%

5.2 What do you see as the three key issues on your
agenda in the next 12-24 months?

Table B

Global
Strategy

38%

Global Financial Crisis and Recovery

37%

Regulation, Governance, and Compliance

31%

Capital Management

28%

Growth

20%

Performance

15%

Talent Management

13%

Risk Management

11%

Political Uncertainty/ Social Issues

9%

Management Succession

9%

Operational Management

7%

Mergers and Acquisitions

7%

Board Effectiveness

6%

Organizational Structure

5%

Executive Remuneration

5%

Innovation

5%

Stakeholder Management

5%

IT/ Technology

4%

Globalization

4%

Sustainability

3%

Board Succession Planning

3%

Competition

2%

Shareholder Value/ Investors

2%

Diversity

2%

Raw Materials/ Energy

2%

Sovereign Risk

1%
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