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RenewinglthelbBboard

ByDonald Nordberg

"Therelislaldrisisloominglin Boardrooms|from(doasttoldoast, (0ne that(invokes the simpleldconomic
principleldfisupplyland(demand."

"Increased(tesponsibilitieslandd'shortagelof qualified candidateswill likely(resultlin(substantial
increaseslindompensation/forloutsideldirectors."

"Board|directors|for{US[corporations havelbeenfacingldnlincreasingmumberldf demands. At(thelsame
time, [thelpool(of dvailablelcandidates!tolfill such(positionshas(been shrinking."

" JustwhenBoardsneedthem(most, lindependent, [qualifieddirectorsldrelbecominglscarce."

Theseldommentaries #[drawnfrom(thousandssincelthelcorporatelgovernancelcrisisocked
Americalin2002[=[point(tolalserious/issue,[onelthatiwillnotsimplygo/away. Is/thelsituation/really
soldlarming?Orlaretheseldommentatorsbeinglalarmist?

Sincelthe[Sarbanes Oxley[Actland @doptionlof mewllistingruleslatithe éxchanges,would (be
outsideldirectorsof listed dompaniesfaceldhigher(threshold [0f skills.[They mustmotonly be
independently mhinded. Theymustmow meetfegulatory criterialfor independence, foo. They thust
worklongerhours. Inlthe current'climate, lany board facing(the fask of fecruitingmew directors
mustbeworriedlaboutlthreelquestions:

Source: BoardEx

= Islthelpoollofitalentbiglenough? ]
»  Willthenewl(rules/frighten DirectorMandates
would (beldirectorsaway? 10,000
»  Andwilliwelbelableltolfind the 9,000
necessary Lexpertise? 8,000 -
o 7,000
Fearslabout(thelsizeloflthepoolhave ‘§ 6,000
beenbased largely lonlconjecture or 'é 5,000 7
interviewswithboardchairmen/and § 40007
directors. Thelexecutivesearch(firm = z’ggg
Korn/Ferry,[forlexample, (conducted(a L 000
much[quotedisurveylofiseveralhundred o4
directors/in/Canadai. Morethan(60 1 2 3 4 5 6 7 8 9
percentbelieved(they faced alshortage No.Gf[Mandates

oflqualifieddandidates. Theseviews|dre,
ofldourse,[impressionisticland (based (as
thelsurveylitselflshows2partly on(their (beliefthatselecting board membersis mow @muchmore
serious/task. Fully 91 percent/onlthefespondents/said theywerelthemselvesbeingmorevigilant
aboutlassessinglapproaches(they(receivelto join mewboards.[And [anecdotallevidencelsuggests/the
situation(ismotmuchdifferentinitheWS.
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I'don'tisuggest(thatthetaskisn'tdifficult.(Orthatthelchanges in[UScorporatelgovernancehasn't
madelthe[process oflidentifying(directors(ataskthatfequiresdamorelrfigorous/analysisthan(the
Friends(of(Bill approachlinthe(past.Butitheldnswer toatleastthe firstof these questions/isthat
thepoollofiqualified directorslisldctually(alotlarger(than [the [Scare[stories suggest.

Director(mmandates

Data/fromBoardEx, [dnlinternationallonline board [and director(analysissystem, (pointtolalarge
number(oflindividuals(alreadylservinglasicorporateldirectorsiwhomayhavepotentialtoltake6n
moreboard mandates.[Board Ex[profiles[14,000lindividuals/servingon/theboards of morethan
4,000listedldompanies/intheWnited(States.[A largemajority 0f thelindividuals2(8,655,0r61.6
percentlofitheltotal 2 servelonlonly (oneboard. Theselareindividuals, inlthe main, whoselown
companies/tegardthem(as/qualified tobeldirectors, butltheyldon'tshareltheir knowledgeland
expertiselwith/any(other dompany.

Justbecauselsomeonefis aldirector, though,doesn'tl@utomatically meanhe has/capacity folserveon
moreboards.Mostlindividualswithonly(one Ortwoboardmandates arefull timelemployeeslas
well[Z(chieflexecutives|or financialldirectors ofitheir/companies(landtheyfacelseriousldemands
onltheirltime.Butldoesthatimean(theylarexeally toobusy?

'Busy'[directors

One (oflthe Seminalpieces(of @cademic¥esearchlinicorporatelgovernancelshowedthatpoor
governanceltended (to/gohand in'handwith(poor performance. Moreover, it identifiedalstrong
correlationlofpoorperformanceland directorsweretoobusy Servingon/otherboardsi. "Busy"
directorsiwerelthoseleéxecutiveswith three directorimandatesloutsideltheldompany wherelthey
wereléemployed, or(six for thosenotlinfull fimelémployment. Bythisdefinition, [afew directorslare
very busy,lindeed. Twolofthe(14,0007in/the BoardEx dataldlaim19(director (mandates/eéach. But
thoselarelthelgreatlexceptions. Butmosthavedapacity.

This motionhelped inform/guidancefromtheNational/Association/of CorporateDirectors, which
warns["employed"(directors(against/takinglonmorethanfourmandates(inltotal, [andthreeliflit's
the[CEOs(oranotherlsenior [executivelon/theboard [6f the[Gompany whereltheyldarelémployed.The
Councillof InstitutionalInvestors = lookingafterishareholderinterests =takes/a oreldonservative
line. It¥ecently scaled back/its guidancelforlémployed/directorsfrom(threemandates/in/totallto
two, and [alsolasked [CEOs who(weren'tlin/thetophalflof their[peerigroups toldeclinedutside
mandatesii, Usingleitherimodel suggests(therelis (at(leasttheoretically 2 [significant iinused

capacity formew - —

directors. Thefable Capacityfor[AdditionalMandates

"Capacitylfor . . Estimated @dditional Estimated @dditional
No.[directorsWith ) .

Additional Mandates" 1@r2Ehandates capautyl_IInderlIIEIACD capautleInderlIIII

summaries/the[impact guidance guidance

oflthatladvice. 11,709 25,748 14,039

Changes/in/dorporate/governance practicelhavelincreased workload of directors, tobelsure.
Spencer|Stuart'sl@annualBoard Index released[in INovember 2004 showsthe iumber(of board
meetings(0f[S&P500 dompanieslis mow/eightlalyear, having(dreptiiplsincetheldollapsesof Enron
and (WorldCom(and(theincreased¥egulatory(pressure’”. Committee work(grew, too.[Audit
committees(of the S&P500metonlaverage(8.7 times/alyearin2004, tipfrom!(7.30n (2003 and only
fiveltimes(in2002.[Thosefactorslarguefortakingla moreldonservativelapproachthanithe CIlone.
Evenlso, there would[seem[tbbelscopelfrom/thepoolioftheseserving'executive directors"to
accommodatewellldover10,000@additionalimandates.
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'Professional’ldirectors
Therelis/alreadylabodyoflindividuals wemighticall "professional"(directors. They'reloften retired
CEOslor(other dorporate officersiwholdoncentratemow on(serving(as/outsideldirectors. [Eugene H.
Fram, the[J. Warren McClure[Professor 0f Marketing atthe Rochester Institute(of Technology, has
identified (these[peoplelas/one(of three

groups|of(people whotepresent/an ProfessionalDirectorMandates
underutilizedresourcelfor

directorshipv.[Otherslarelsenior 1,600
managers/approaching(retirementiand 1,400
mid[¢areer(executiveslooking(to 1,200
expand itheir/skills. The latterfwo £ 1,000 1
categorieslincludemany whothaven't 2 800
servedon(boards(ofllisted [dompanies %
andmight(fall[downlat/the first s ©09
hurdle. Butlthefirstigroup Tepresents/a 400 1
poolweldanlestimate. 200

o
The(BoardExIdatalincludenames(of 3 4 5 6 7 8 9 10
individuals/and(thelboards/ofllisted No.fMandates

companies/they(serve,thethandates
theyhavelheld inlthe past, (asiwellldasbackground [on'their (6therlinterests. Thosewith(threelorfour
mandates=[the[primeldandidatesfor(Fram's/firstlandsecond (category of[professionaldirectors2
total(1,919.This, lfoo, suggests(further dapacity lisldlready available.

Conclusion

TheBoardEx[datalgive [somelcomfortthatltherelis mot(animpeding|drisis inlthe iumber(of people
tolservelas/dorporateldirectors.Theyshowl(thatlalargeproportion(ofGurrent(directors havelatleast
altheoreticallcapacity toltakelonldadditionalmandates. Many, I'm[sure, Wvill dhoosemotto 3 too
engagedin(operating/theirlown/businesses. Moreover, the burdensdirectorsface haveldlearly
increased, (assuggestedin[CII'stightened [guidelines.Butmostoflthe [pressurelimposed by
Sarbanes/Oxley=[thingslike[certificationof results - fall mainly [on(eéxecutive/directors:[those
directorslalsolserving(asfull timeémployees(of the[dompany. Will e belable o find theright
expertise?That'slalquestionmominations/committees/and [their[advisers(willlstilllhavetolanswer.

Guidelinesforlidentifying(directors

1. Lookiforldandidates/alreadylservinglonlaboardlin/anladjacentindustryorthoselvho
havebeen/directorslin(yourindustrybutldon'ticurrentlyservelonlalcompetitor's
board.

2. Considerldcademics, lawyers,accountants(or(other(professionals whomay have
served(onboardsbefore: theymightbelsetlon(a mewdareerlasprofessionalldirectors.

3. Seniormanagers/at(large/dompanieswholaremot(yet/directors maywellbringvaluable
insightstolsmaller firms[and Telishthe opportunity tolexpand (their(éxperience withla
boardmandate.

4. Experiencelonmotfor(profitboardsmightbetiseful, lespecially wWherereputational
risk(is high'and/theboardwould benefit fromlinput/oniethics.[Butiwatchloutfor
interests(thatimay[donflictiithldchievingthe[greatestvalue.

5. Investigatebackgroundslofidandidates[2[schools,interests, iobbies. Itwillhelpensure
alculturalffitifolyourboard.

6. Watchlout/forrealland [potentialidonflicts(of interestthat maylariselfrom/a/dandidate's
networklof(éonnections 2 motfustfrom otherboards, but fromuniversities, clubsland
previouslemployers.
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Industryldomparison

Itlis[difficultitolascertain/thescopelfrom
theldatathowmuch/capacity/therelis/for
thelspecificlskill of financial €xpertise
nowldemandedforlaudit'Gommittees
by listingrequirements/dndSarbanes(’
Oxley.But(welcan/seelindustry
expertise.[TheBoard Exidatashow(that
threelquarters(ofitheldirectors/of(US
banks, [forlexample,lhavenomorelthan
oneloutsidemandatelandmany will
havelatleast[someldegree offinancial
expertise.

Thelsectorsmostheavilyldependention
"professional" directors(2thosewith
threelor moreldirectorships/2/are(steel
and[software. Butleven(there, the
percentageloflightly dommitted
directorslismore(than60[percent.
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i"Corporatelgovernance,chiefléxecutive officerl[Gompensation, @ndfirmperformance," JohnE.
Core, RobertW.Holthausen*,David [F. lLarcker, Journal[of Financial Economics((1999), Vol. 51 pp

3711406.

iiSee http://www.edgevantage.co.uk/categories/article.asp?i=2282

v[See http://www.edgevantage.co.uk/categories/article.asp?i=2254

v"Are[Professional BoardDirectorsthe[Answer?" [EugeneH. Fram, MITSloan Management
Review, Winter2005,Vol.[46,INo.2,[pp.75-77.
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