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Relationship among 
stakeholders, used to 
determine and 
control strategic 
direction of firm

Used in 
corporations to 
establish order 
between owners 
and managers
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Source: S.S. Sarif (2017)
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Incentive

Monitoring

Enforcement

Individual financial 
losses
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Governance is concerned with finding ways 
to ensure that strategic decisions are made 
effectively

Managerial interests prevail when 
governance mechanisms are weak

If board of directors controls managerial 
autonomy or other strong mechanisms are 
used, firm strategy should better reflect 
shareholder interests
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Identify owners and managers (is there overlap)

What is the ownership structure? 

What types of shareholders? (individual, 
institutional)

What are the major holdings? (votes, power, etc.)

What type of equity accounts? (common stock, 
preferred stock, etc.)
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Ownership concentration: 
relative amount of stock 

owned by individual 
shareholders and 

institutional investors

Board of Directors: 
Individuals responsible for 

representing the firm’s 
owners by monitoring top-
level managers’ strategic 

decisions

Executive compensation: use 
of salary, bonuses, long-term 

incentives, perks, to align 
managers’ and shareholders’ 

interests

Shareholder activism: using a 
significant equity stake to put 

pressure on management. 
A small stake may be sufficient to 
launch a successful campaign. In 

comparison, a takeover bid is much 
more costly and risky undertaking.
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Formally monitor and control the 
firm’s top-level executives

Hire, fire, and set compensation 
of CEO

May lack contact with day-to-day 
operations
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Insiders 

a firm’s CEO and other top-
level managers

Related outsiders

individuals not involved with 
a firm’s day-to-day operations, 
but who have a relationship 

with the company

Outsiders 

independent of a firm’s day-
to-day operations and other 

relationships
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Audit: ensure 
integrity of 

financial controls

Compensation: 
set executive 

compensation

Nomination: 
review board 
composition, 
recommend 

changes.

Other 
recommended 

committees: risk, 
policy, disclosure 

and controls, 
social and ethics
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HOW DO YOU BUILD AND WORK 
WITH A BOARD?

HIGH PERFORMING BOARDS: WHAT’S 
ON THEIR AGENDA? (BHAGAT & 

KEHOE, 2014, MCKINSEY)
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Salaries

Annual bonuses

Long-term incentives

Supplemental benefits

Perquisites

Stock options: a mechanism which links the executive’s performance with that of the company
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Example:
Corporate 
governance at 
Komatsu

Source: Home.Komatsu
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Watch video at McKinsey
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Provide
a statement of corporate governance about: 
alignment with core values and strategy and 
alignment with shareholders’ interests

Observe from news, see if they’ve been targeted by activists 
and on what issues

Analyze executive compensation: salary vs options, perks, 
other

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

Explore ownership concentration: number and type of 
large-block shareholder and % of their ownership
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