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Boardroom Consultants: The first firm to specialize exclusively in director recruitment and
board services with close to 400 successful director placements, numerous board assessments
and governance consulting assignments for leading business organizations. Boardroom
Consultants draws on the collective knowledge of an Advisory Board composed of former
chief executives to provide consultative services important to superior board performance.

As trusted advisors to clients, Boardroom Consultants provides discreet, objective board
assessments, succession planning, and other services that make boards valuable assets.
www.boardroomconsultants.com

Slayton Search Partners: A top-tier executive search firm whose limit-less® approach to search
has made the firm the first choice of U.S. businesses and organizations that demand the
best possible results. By focusing on a structure that balances the size needed to do the job
with the size needed to deliver personal attention and service, Slayton avoids restrictions
that limit access to top talent among traditional search firms, helping transform executive
search into a limit-less® opportunity for improved performance. www.slaytonsearch.com

NACD: Founded in 1977, the National Association of Corporate Directors is the only
not-for-profit membership organization dedicated exclusively to serving the corporate
governance needs of directors and boards. NACD’s mission is to achieve improved
corporate performance through better board practice. By offering education, information,
conducting independent research, and disseminating leading practices, NACD provides
resources for increasing director and board effectiveness. www.nacdonline.org

Business Roundtable: The Business Roundtable is an association that is committed to
advocating public policies that ensure vigorous economic growth, a dynamic global economy,
and the well-trained and productive U.S. workforce essential for future competitiveness.
The Roundtable believes that its potential for effectiveness is based on the fact that it draws
on CEOs directly and personally, and presents government with reasoned alternatives and
positive suggestions. www.businessroundtable.org

TIAA-CREF: For nearly 90 years, TIAA-CREF has been helping those in the academic, medical,
cultural and research fields plan for and live in retirement. We do this with a full array of
financial products and services to help them live to and through retirement and invest for
life’s other goals along the way. In keeping with our strong nonprofit heritage, we offer

low fees, a long-term approach to investing, and a full line of financial products and services
provided by consultants who never receive commissions. Instead, they are compensated
primarily on how well they serve you, not what they sell you. www.tiaa-cref.org



The democratization of the governance function raise numerous questions aboul the

relationships between boards and chief executive officers, organizational control

and accountability, and the balance of governance influence in an age of increasing

shareholder activism.

These questions touch nearly every facet of board directors’ individual and collective
responsibility for being stewards of objective, effective and fully wpdated governance
practices. From their implications on executive compensation and director selection to the
ways they point to gaps in investor relations and risk management, these contemporary
challenges to the traditional balance of power between the board and shareholders portend

an even broader shift in governance practices.

It would be unwise to ignore, at the same time, how the current debate about shareholder

activism and the increasing democratization and redistribution of inﬂuence over corporate

leadership s reshaping expectations for the chief executive oﬁicex

GOVERNANCE REFORM,
BUT AT WHAT COST?

There is great fluidity and ongoing dialogue about the
proper role and responsibility of the board, the CEO and
shareholder. It is clear that the traditional balance of
control (and transparency) over corporate governance
between and among them, including major investor
groups, is changing.

The critical question is whether it is changing for the better.

At the center of this ongoing debate is William J. “Bill”
Holstein, whose exemplary work to surface, explore and
engage boards, CEOs and other parties to governance
reform on questions about the emerging democratization
of the governance function served not only as a catalyst
for our Fall Institute, but also as the focus of this discussion.

Holstein’s significant thought leadership relating to the
evolution of board relationships with CEOs and shareholders
and his seminal work exploring the influence and potential
long-term impact of governance activism has raised
serious questions:

Has the current trend of democratization of the governance
Junction had the effect of weakening today’s CEOs?

Avre shareholders becoming too powerful?

Can shareholders effectively be involved in choosing new directors
and setting executive compensation?

Where should the power lie?

Holstein expertly guided our Institute audience through an
insightful exploration of these provocative and timely issues
by moderating a panel discussion featuring the perspectives
of a distinguished panel of leading governance voices,
including Pearl Meyer, Senior Managing Partner of executive
compensation consulting firm Steven Hall & Partners;

John Wilcox, SVP and Head of Corporate Governance for
TIAA-CREF; Mike Musuraca, Assistant Director with the
Department of Research and Negotiations for AFSCME; and
Holly Gregory, Partner in the global law firm of Weil,
Gotshal & Manges. We are indebted to Bill Holstein and
these panel participants, each of whom helped to make
this event a unique learning experience.
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BEHIND THE PENDULUM SHIFT The challenge for boards moving forward, she adds,
is to give disparate activist concerns a hearing

Pearl Meyer, senior managing director of Steven Hall and more of a voice in governance interest as opposed

& Partners, says there has been a demonstrable to a controlling interest. To achieve that, Meyer

shift in corporate governance practices over the past argues, “I do think the board has to do a better job

15 years that has moved power from the imperial in representing and communicating with these

CEO to a more proactive board of directors. various constituencies.”

Today’s directors, she contends, are “spending an

average of about 275 hours a year on board matters, A COMMON OBJECTIVE

as contrasted to perhaps 150 to 220 hours several

years ago.” Regulatory agencies and shareholders are John Wilcox, senior vice president and head of

also spending increasing amounts of their time corporate governance for TIAA-CREF, says that despite

assessing the governance function and staking their the stark debate about balancing the interests of

roles in elevating it. the board and activist shareholders, he’s increasingly
confident in the ability of the board of directors to

Boards continue to face mounting pressure from an do the right thing.

array of widely diverse special interests, from

institutional investors, mutual funds and public The right thing, Wilcox says, is for the board “To do

pension funds to unions and others with social the job that we, shareholders, want them to do.”

and environmental agendas. These disparate groups Wilcox argues that boards should not be surprised nor

are campaigning to advance their respective agendas, confounded by shareholder attempts to strengthen

and if they were to succeed, Meyer contends, there and institutionalize its accountability because the

could be fractious consequences for the board. directors are, after all, the elected representatives

of the shareholders.

“Shareholders have a common ObjeCtive with At their core, Wilcox points out, the evolving change
the Corporation which is to maximize value efforts of shareholders operating in the best interest

of the corporation seek “to strengthen the role of the

And when we zero in on the corporation, itiS  board, not to take power away from the board...”
beC.ause the CorporatIOh alnd ItS boa rd ) Further, Wilcox explains, “Shareholders have a
of directors are not achievi ng that ObJeCtlve, common objective with the corporation, which is
which is a shared Objective ” to maximize value. And when we zero in on the

corporation, it is because the corporation and its
board of directors are not achieving that objective,

While the ‘Say on Pay’ issue continues to garner which is a shared objective.”

headlines and votes—despite its rejection of such

proposals at numerous shareholder meetings— this In taking issue with various proposals from the
proposal as well as other potential reforms and Securities and Exchange Commission, Wilcox asserts,
regulatory maneuvers will further transform the organizations such as TIAA-CREF can also find
boardroom and move the governance pendulum common ground with the agency’s principal objectives
closer to activist interests. while concurrently working as a partner in sensible

regulatory reform to ensure real board accountability.
“I think, there are five or seven measures out there

right now that will take that pendulum which went Reflecting on what has been cast as a power struggle
from CEO control dominance to board dominance, over control of the board and corporate assets, Wilcox
closer to shareholder interests,” Meyer contends. offers the following advice and admonishment in
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the interest of better overall communications and
governance practice.

“Directors [should] not to be afraid of shareholders,”
Wilcox says. “I would urge boards of directors to
think of shareholders in the same way that you think
of your customers. And I have to say to many boards
of directors that if you treated your customers the way
you treat your shareholders, you would be bankrupt.”

Those sentiments were echoed by Mike Musuraca,
assistant director in the Department of Research and
Negotiations with AFSCME, who offered strikingly
similar advice to the board when it comes to dealing
with their constituent shareholders.

You should treat us more like customers than enemies
because we have an interest in success,” Musuraca
says. “That’s what pays the benefits that our members
are banking on to have some sort of retirement.”

Further, he adds, what institutional and interest group
shareholders are asking for is the right to participate
in the direction of the board, its governance practices
and the setting of accountability standards for its
organizational stewardship role so that directors can
be more accountable to all stakeholders.

AVOIDING AN OVERREACH

Holly Gregory, a partner in the law firm of Weil,
Gotshal & Manges LLP who specializes in counseling
on corporate governance matters, believes it is in

the best interests of activist shareholders and the board
to find consensus in a cooperative model. She
acknowledges a “50- to 70-year history of managerial
dominance in a system that was supposed to

have managers accountable to boards and boards
accountable to shareholders, and, frankly, that was
largely a fiction.”

But Gregory also cautions that the pace of reform in
corporate governance—which many, like Bill Holstein
contend has risen to the point of a democratization
of the governance function—has been so accelerated
as to create concern about their practical
implementation and longer-term impact.

“We’ve had a whole series of reforms very recently...
Boards have been hit with new laws, regulations, and
listing rules every year for the past couple of years,”
she says. “Some of the tensions that we see between
boards and CEOs is very likely a function of getting
used to the new rules and needing to have time
to assimilate.”

“Some of the tensions that we see between boards
and CEOs is very likely a function of getting used
to the new rules and needing
to have time to assimilate.”

Gregory says that governance reforms haven’t yet
had a chance to settle out and normalize, and the
extended proliferation of governance proposals
could potentially create an overreach that gives
shareholders too much external leverage over
the board’s fiduciary responsibilities.

People on all sides of the governance debate must
understand, Gregory adds, that “Boards are a very
special kind of organ. They’re a consensus organ.
They’re not meant to be a legislative organ. They
work by common agreement, and well-functioning
boards are boards in which after disparate views are
fully explored and debated a common agreement
can be found...”

Moving forward, she says, “Boards need to be carefully
crafted to make sure that you have the right mix of
people with the right mix of experiences...And I think
that the time is right to begin a healthy discussion
about the limits of shareholder power.”

Gregory adds: “Shareholders have been highly
successful in helping to put a whole host of
governance reforms in place, and Corporate
America has been very, very responsive, with
the move to majority voting just one example.”
But, she continues, “There are natural limits

to the shareholder role. For example, the board
has to be able to set executive compensation.
So I have some concerns about the say on pay
movement and whether we’re beginning to
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see shareholders trying to edge into some areas that
really would be overreaching.”

At the end of the day, Gregory reminds us,
“Shareholders traded responsibility for control of the
corporation for limited liability. The board has the
responsibility for directing and managing the affairs

of the corporation—and liability.”

CLOSING THOUGHTS FROM
BOARDROOM CONSULTANTS

The practice experience of our Boardroom Consultants

advisors and the perspectives of the thought leaders
who engaged in this important discussion about the
democratization of the governance function
invariably lead us to highlight the implications of
this important issue:

e It’s clear that boards are facing mounting pressure
from myriad special interest groups. Directors must
balance better representation of and communication
with these emerging voices on corporate governance
with their responsibility to act in the fiduciary best
interest of all shareholders.

[ )

Boards should think of their shareholders in the same
manner they think of their customers. Directors and
shareholders share a common objective —maximizing
value. Shareholders want directors to be accountable
for unsatisfactory performance and excessive executive
compensation that seemingly gets in the way of
achieving that mutual objective.

Whenever there is a disconnect—real or perceived—
between the actions of boards and the interests of
shareholders, governance reforms offer both creative
solutions and the potential for an imbalance in the
board-shareholder compact.

Governance best practices usually emerge once new
reforms are given time to normalize and directors
and shareholders alike can see the practical impact of
new board leadership standards.

We also can’t lose sight of the board’s critical role

in the management succession process—especially
leading up to a CEO transition—and its unique
nominating and governance responsibilities to ensure
that senior-management and its own directors

are individuals who can be effective stewards of
shareholder trust, fiduciary responsibility and

true organizational accountability.
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