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Relationship among
stakeholders, used to
determine and

control strategic

What is direction of firm
corporate
governance?

Used in
corporations to
establish order
between owners
and managers

VISION MISSION

Board &

. & An sgency relstionship ewists when the owner
Commitee

3nd mansger (princios! and sgent) are different
entities

& Princips! hires sgent for expertise, decision
msking, running the business

The agency & Who carries the risk?

bl @& The sgency problem exists when objectives of

pTO em principsl snd sgent conflict snd it is
difficult/ expensive for princips! Lo verify thst
agent has behaved appropriately

Policies,
Procedures,
Transparency

Legal,
regulatory &
systems

Corporate
Governance

& Typical case: overdiversification leads to lower

Hierarcy
& Internal
Control

mansgement employment risk 3nd grester
compensation

GOALS STRATEGY

Incentive
hareholder anlagexial
jusiness) loyment °
The agency Risk Profile § Risk Profite ency costs:
i *=|  Monitoring
problem in mcwrrefi when
corporate using
overnance
stateny rﬁechanism.s @ Enforcement
Y Individual financial
Al Tosses
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Governance is concerned with finding ways
to ensure that strategic decisions are made ) )

i Identify owners and managers (is there overlap)
effectively )

‘What is the ownership structure?

Ou tcomes Managerial interests prevail when

. o o] ers? (i Wi
Of Co»rpofrate governance mechanisms are weak What data 1S i\)[(]/skt\iartugggzgfshauholdurs. (individual,
important? -
gove‘rnance ‘What are the major holdings? (votes, power, etc.)
If board of directors controls managerial What type of equity accounts? (common stock,
autonomy or other strong mechanisms are preferred stock, etc.)
used, firm strategy should better reflect
shareholder interests
: Individunls responsible for & Number of large-block shareholders and the
relative amount of stock s | { sh | (>5%
o by individual represcnting the firm's total percentage of shares they own
shareholders and ownets by monitoring top- file a report with SEC)
! level managers’ strategic
institutional investors Jeci
decisions @ Large shareholders are active in demanding
Gove'mance X effective corporate governance
) [ Ownership i l‘ L I
mechanisms concentration @ Diffuse ownership (many shareholders with
Shaceholder activisny using a small holdings) produces weak monitoring
i use significant equity stake to put ’ . s
of salary, bonuses, longterm pressure on management, of managers’ decisions
incentives, perks, to align Asmall stake may be sufficent to & Institutional owners: mutual funds, pension
managers and shareholders Sty h

funds, etc., more likely to engage in
shareholder activism

interests comparison, a takeover bid
more costly and risky

10

r—T—| F.orny\ally monitor anq control the Types Of boa"‘d membe‘r‘s
Ll L] firm’s top-level executives

Boa'fd Of S Hire, fire, and set compensation
directors B ofceo Belaed ouniders Qusiders
Insiders individuals not involved with

independent of a firm’s day-

a firm’s CEO and other top- a firm’s day-to-day operations, d . d ot
X level managers but who have a relationship to-day operations and other
% May lack contact with day-to-day ° with the company relationships

operations
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Audit: ensure
integrity of
financial controls

Compensations
set executive
compensation

The work of
a BoD
through N s one

recommended
committees

N

review board

composition,
recommend

commiteees: risk,
policy, disclosure
and controls,
changes
social and ethics

S

HOW DO YOU BUILD AND WORI
‘WITH A BOARD?

Board of divectors

K HIGH PERFORMING BOARDS: WHAT'S
ON THEIR AGENDA? (BHAGAT &
KEHOE, 2014, MCKINSEY)
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Boards appear to progress through a hierarchy of practices, with
high-impact boards often employing more rigorous practices.

® Practcod by macry
A iggest assiaton

Practicod by mirorty

Low- Moderate-  High-
Example: Strategy practices impact  impact impact
boards  boards boards.

Reducing decison biases A A
Evaluating resource realocation

Assessing vaive divers

Debating strategc atermatives A
Assessing portioio synergies
Adusting sirategy, based on
changing condilons

Rssessing whther srategy stays
ahead of trends

Engaging on innovation

Assessing portfolo dersication

Sourc: April 2013 McKinsey Global Survey of 772 divectors on board practices

workdays a year on strategy.

Overall

Byissue

Gore governance and 4
complance s

* Figuresdo not sum 1o total, because of ounding,

Number of days a year board curently spends on issues

Board members WIth very high Impact invested eight extra

8 Vory igh mpact, =220
W Moderat orow impact,n =205

Strategy 12
4

Porformance 7

management 4

Exocuton, investments, 6

andMeA 3

Organizational health 5

and talont management 2

Business-risk 5

management 2

Globl Survey of
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Executive compensation

Definition Objectives
@ Exceutive pay 15 3 gavernance mechanism & Auract skilled and experienced executives
mpesed of linanais! niation and nen-
sameviinlrmendrreiymrs s @ Retain them to fulfill the gasl of their
finsnial awsrds received by an exccutive
employment
© 101s designed ta slign the interests af managers © Mottt hom 10 pesihons optimelly

and owners

Salaries

Annual bonuses

Components
of Executive

Long-term incentives

compensation

Supplemental benefits

Stock options: a mechanism which links the

Perquisites

executive’s performance with that of the company
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& Objective: increase the costs of mounting s tskeover
& Outcome: entrench current mansgement

@ Golden parachute rsises the cost of msking changes

at a take-over Larget due o the need o pay fired

Management executives large severance packsges
defense tactics & Greenmail compsny money is used o repurchase

stock from 3 corporste raider, Lo svoid tskeover

@ Poison pill tskeover tsrget does something Lo make
sell unpslatsble o s suiter (e g, sssume large debt

3nd issue dividends with the money)

S

General Meeting of Shareholders

| Eloct/ Dischargo Elect! Discharge
Audit & Supervisory Audt Audt reports Accounting Auditors
Board T Board of Directors. (Audit corporation)  «—,
Standing2/Outside3 g = Recommend
Examgl : omans Standing 5/ Outside3 | +_ [ Viuman Resource
Advisory Committee

Corporat Colaboraion o Recommend -
3 ! [ CompensationAdviary |/
International Committee
ot Dlocharge ! ) il
governance at At || Advsory Board } e St
' f |
Komatsu l Execule Fancons
[ presidenta ceo Major committees
Internal -
Auditing | i
Dept £ Export Control Committee
‘ Information Security Committee
. Vomatau Group' Giobal Oparations Eart Environ
Internal Audit Executive Officers and Global Officers 62_ Disclosure Committee
Japan 36 ] L
[_‘G\obal 26 (including 18 foreign nationals) |
Colaboaton
Source: H Komat:
Recommend

i sgorts
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What is an activist investor

@ Investor that buys significant share in public company (individusl, group)
@ Aims to influence how company is run
& Will use seats on BoD as leverage
@ Typical targets for shareholder sctivists
o Mismanagement (i.c., management does not (ulfill interests of owners, agency issues)
o Excessive costs, operationsl issucs (business level)
o No parenting advantage (corporate level)

& Vslue to sharcholders mot mavimized (e g, large cash pile but no dividends/share buybacks)

What is a proxy
fight?

& One o1 5 group of shsicholders join foices voles
10 sllcct chamge in 3 corporaiion, vis corporsic
governance mechanisms.

& Provy contest iy 3 campaign 1o solicit volcs
(provicy) im opposition 10 msmagement of other
board members.

& Provy voics allow disssiinficd shsrcholdery o gsin
critical voting mass.

& Typicsl outcomes: chamges of bosrd compoition
or management.

& SEC regulaics the volicitstion of provics
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Dealing with activist investors

Watch video at McKinsey

How should firms align
core values with corporate
governance’
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How to use
governance das
diagnostic
tool?

Explore

ownership concentration: number and type of

large-block shareholder and % of their ownership

—

Identify

board structure: insider/outsider, demographics,
competencies of individuals (use bios)
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Analyze

executive compensation: salary vs options, perks,
other

—

Observe

from news, see if they've been targeted by activists

and on what issues

—

Provide

a statement of corporate governance about:
alignment with core values and strategy and
alignment with shareholders’ interests
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