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Letter From the CEO

Peter Gleason

On behalf of the National Association of Corporate Directors
(NACD), | am pleased to present our report of the 2079-2020 NACD
Public Company Governance Survey report. This annual survey
provides an overview of the current state of public-company board
governance across the country. As in past years, we explore a wide
variety of the topics that make their way onto board agendas. This
report serves as a valuable resource for boards who seek affirma-
tion that their governance practices are effective, fit for purpose,
and clearly communicated to stakeholders. The trends and insights
highlighted here can help boards to assess priorities, explore
emerging business themes, and evaluate the effectiveness of their
oversight practices and governance approaches.

Specifically, this year's report offers detailed insights into
* board size and structure,

+ board composition,

« director priorities and trends, and

+ key oversight practices.
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Boards can use the report to validate current approaches,
consider specific governance changes in the upcoming year, and
identify emerging issues that demand deeper board engagement.

Furthermore, NACD's annual survey findings provide the data
that boards need to benchmark their own governance against
specified peer groups. NACD Benchmark Reports based on an-
nual survey results offer distinct, comparative insights into how
boards govern their enterprises, deliver on growing mandates, and
prioritize their always-scarce time in an environment of increasing
investor expectations. These reports offer detailed, size-based
benchmarks on critical board priorities, emerging trends, quarterly
meeting agendas, and shifting oversight practices in areas such as
strategy and risk.

Thank you for using this report in conjunction with NACD's
other member resources to elevate your board's performance.

Peter Gleason
CEO

National Association of Corporate Directors
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About the NACD Public Company Governance Survey

The 20719-2020 NACD Public Company Governance Survey presents findings from our
annual questionnaire. This report details responses from more than 500 pub-
lic-company directors. Findings from our private-company governance survey are
published separately. Results come from more than 80 survey questions.

About Pearl Meyer and Main Data Group

Pearl Meyer is the leading advisor to boards and senior management on the align-
ment of executive compensation with business and leadership strategy, making pay
programs a powerful catalyst for value creation and competitive advantage.

Main Data Group provides compensation professionals with executive-com-
pensation benchmarking and corporate-governance data and analytics through an
affordable, easy-to-use, online service.

For more information, please visit pearlmeyer.com and maindatagroup.com or
email info@pearlmeyer.com and info@maindatagroup.com
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Key Findings

Public companies face a conundrum

navigating two divergent business

forces. Directors identify growing

business-model disruptions (52%) and

a slowing global economy (51%) as the
top trends most likely to impact their organization over
the next 12 months. While not contradictory, these di-
vergent trends create a challenge for many companies:
how to balance a growth and disruption mind-set to
stave off competition with preparations for the impact
of a potential recession.

Public companies must also con-
front growing friction between the
need to (digitally) innovate and

the effective management of cyber
risks. Sixty-one percent of directors
report that they would be willing to compromise on
cybersecurity to achieve business objectives, while 28
percent prioritize cybersecurity above all else.

For most companies, current strat-
egies will become irrelevant in the
next five years. Sixty-eight percent of
responding directors report that their
company can no longer count on ex-
tending its historical strategy over the next five years.
Future growth will likely depend on the adoption of a
different business model and an entirely new set of
assumptions about what success will look like.
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Boards seek to improve their effec-

tiveness in core oversight areas,

but don’t believe they need to

spend more time in these areas. The

majority of directors seek to improve
core oversight activities over the next year: strategy
execution (63%), strategy development (61%), and
cybersecurity (60%). Yet, more than 70 percent of
directors believe they already spend enough meeting
time on each of these topics. This suggests that to
improve in these areas, boards must maximize the
return on the time that the board spends together
and with management and consider changing existing
oversight practices.

More and more women are joining

boards; however, that progress is

happening at a slow but steady pace.

Between 2017 and 2019, the percent-

age of women on Russell 3000 boards
rose from 15 to 19 percent. Most of this growth is
explained by an increasing number of women serving
on boards of mid- and large-cap organizations rather
than small- or mega-cap ones, as mega-cap companies
already tend to have high percentages of women while
small-cap companies have been slow to embrace this
trend.

Board refreshment in the past year

continued to focus on candidates with

traditional skills, such as executive

leadership (60%) and finance (40%).

However, skills areas that support
growing business needs are often neglected. Skills
and backgrounds in areas such as entrepreneurship,
cybersecurity, and human capital were present in just
2 percent of new directors respectively.

Board-committee structures, out-

side of the three standing commit-

tees, remained largely the same

over the past three years. This is

despite a growing emphasis on issues
such as digital innovation and transformation; cyber-
security; environmental, social, and governance (ESG)
issues; human capital; and innovation, which have not
yet led to the widespread establishment of additional
board committees.

Board oversight of human capital

is maturing. Most directors (77%) are

comfortable with oversight of current

and future talent needs; just 43 per-

cent have reviewed charters to ensure
that talent oversight responsibilities are effectively al-
located across the board. Finally, only 34 percent have
set clear expectations for what the board requires
from management.

ESG is becoming commonplace in

the boardroom, although more work

remains. Nearly 80 percent of pub-

licccompany boards now engage with

ESG issues in some meaningful way.
Most focus on ensuring linkages to strategy and risk.
Discussions with investors often center on elements
of the S, with an emphasis on human capital (65%)
and diversity (74%).

National Association of Corporate Directors
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Board Structure Snapshot

Three-year comparison of public-company boards in the Russell 3000

BOARD INDEPENDENCE

>66.7%
and
<75%

GENDER BALANCE

84% -
"

BOARD LEADERSHIP STRUCTURE

Nonindependent, , 0% —— 10%
Nonexecutive Chair

Executive
Chair
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Chair il

Chairls
Former CEQ

Independent

Cochair

No Chair L-“si‘” 2%
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AVERAGE BOARD SIZE

AVERAGE COMMITTEE SIZE

Audit

Compensation
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Source: Main Data Group, NACD analysis
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Nontraditional Committee Prevalence

Prevalence of the committees outside of the traditional standing committees in the Russell 3000

10.6% 10.4%

FINANCE

o
26% 3.0%

ENVIRONMENTAL
HEALTH AND SAFETY

e

1.1% 0.9%
|

PLAN

0.7% 0.7%
—
LOAN

0.8%
76% S4%

RISK

0.3%
16% 19%
[ |

STRATEGY

oy

1.0% 1.1%
|
CORPORATE
RESPONSIBILITY

07% 1-2%

CYBERSECURITY

45% 5.4%

TECHNOLOGY

13% 1.3%
[

RESEARCH AND
DEVELOPMENT

1.0% 1.0%
|

ACQUISITION

oy

0.6% 0.7%
|
STOCK AWARD

4.2% 4.3%

INVESTMENT

e

1.1% 1.0%
[ |

PUBLIC POLICY

e

0.9% 1.1%
|

SUSTAINABILITY

oy

0.5% 0.6%
CAPITAL

3.5% 3.5%

COMPLIANCE

e

1.1% 0.9%
|

SPECIAL ACTIVITIES

@

0.7% 0.6%
—

DIRECTORS AFFAIRS

oy

0.5% 0.4%
NUCLEAR

Source: Data and company intelligence collected from MY LCE[E - Multidimensional Public Company Intelligence, NACD analysis (as of July 2019).
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Board Renewal in the Russell 3000 Index (Since 2018)

DIRECTOR RECRUITMENT CONTINUES TO
PRIORITIZE CLASSIC SKILLS AND EXPERIENCES.
(prevalence of selected skills in new directors)

62% 40%

Executive Leadership Finance

25% 20%

Technology Investment

3% 2% 2%
Human Capital/Talent  Cybersecurity Entrepreneurial
Development

Average age of new
public company
directors

57yrs.

of new directors

are on their first

public company
board

77%

GENDER DIVERSITY

Percentage of new public company directors
who are women

34%

26% .-9®
°

2018 2019

 Nalalalalalalalale

4% have a woman board chair

 Yalalalalalalalale

9% have a woman lead director

ETHNIC DIVERSITY

Percentage of new public-company directors
who are non-Caucasian

14%

9.7% ®
®

2008 2018

 Yalalalalalalalale

10% of directors are racial and ethnic minorities,
not including women."

" Kosmas Papadopoulos, “ISS Discusses U.S. Board Diversity Trends
in 2019," The CLS Blue Sky Blog.

DIRECTORS ARE IN FOR A LONG RIDE.

The average public company director has been in seat for a decade.

15+yrs.  10-15yrs.
l

AAARRASSEAA

Source: Data and company intelligence collected from MY L CE[E - Multidimensional Public Company Intelligence, NACD analysis (as of July 20719).
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Board Oversight Snapshot

The most common board oversight practices in six major governance areas as
reported by respondents to our survey (percentage of boards)

® 0 6

STRATEGY

Reviewed how external factors
may impact strategy

Communicated with management
about the types of strategy
information the board requires

@

Reviewed the company’s capital
allocation relative to its strategic

priorities
Assessed the company’s
competitive environment

D

Discussed the changing needs of

customers

RISK

Communicated the types of risk
information the board requires

80

Discussed major financial risk

exposures

Evaluated risks to the company’s

strategy
80

Performed in-depth reviews of

specific top risks
Assessed emerging risks

@

CYBERSECURITY

Reviewed the company’s
approach to protecting critical

data assets

Communicated with manage-
ment about cyber-risk
information the board requires

81

Reviewed significant cyber
threats and response plans

@

Reviewed cyberbreach response

plans
70

Assessed employee negligence or
misconduct risks

60

2019-2020 Public Company Governance Survey

HUMAN CAPITAL

Evaluated the CEQ's performance
as a steward of the firm’s human

capital
@

Discussed enterprise-wide talent
development and training

strategy
70

Management reported key
human capital metrics

6

Strategy discussions addressed
human capital risks

65)

Discussed human capital strategy
as arecurring agenda item

63

COMPLIANCE

Received regulatory updates

Reviewed top compliance risks

Reviewed the company’s

hatline/help line
Updated about investigations

@

Evaluated the effectiveness
ethics and compliance

program
75

ESG

Improved the board's
understanding of the company’s
current ESG-related performance

Reviewed ESG-related risks and
opportunities for the company

D

Discussed the linkage between
ESG and the company’s strategy

49)

Improved the company’s
reporting about ESG efforts to
investors or stakeholders

49

Asked management for ESG
performance metrics

37

Source: 2019-2020 NACD Public Company Governance Survey
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TRENDS

Boards Confronted with Increasingly Divergent Trends

Key Finding

More than half of public-company directors rank
these three trends in their top five issues most

likely to impact their organizations in 2020: growing
business-model disruptions (52%), a slowing global
economy (51%), and increased competition for talent
(50%). These trends suggest that boards and their
management teams could soon face the strategic
challenge of addressing two mounting, but starkly dif-
ferent, threats. Firms must continue to invest in their
own transformation to ensure both their company's
long-term success and their ability to compete for
scarce talent, while their organizations must brace
themselves for the impact of a potential recession.

Why It Matters

The twin and simultaneous threats of a potential
downturn and potentially destructive business-model
disruption create a major conundrum for organiza-
tions. More active board engagement may be needed
to help management reconcile these two seemingly
conflicting imperatives: being recession-proof and
innovation-ready.

Guidance for Boards

To navigate this conundrum, more proactive, continu-
ous involvement of the board in shaping the strategy
may be needed, recognizing a need for more frequent
course corrections as conditions change. The board
should work with management to create a shared
picture of the present (the next 12 months) and the
future (the next five years), to understand where the
markets, industry, and competition are heading, and
what that means for strategy and growth prospects.
Tools and tactics to do so can be found in the Report
of the NACD Blue Ribbon Commission, Fit for the Future:
An Urgent Imperative for Board Leadership.

What five trends do you foresee having the greatest effect on your company over the next 12 months?

— Growing business-model disruptions

Slowing global economy

Increased competition for talent @

——> Changing ¢ybersecurity threats
> Accelerating speed of advances in technology @
Increased regulatory burden @
Increased industry consolidation @
Rising geopolitical volatility @
25

Changes in consumer spending and behaviors

The fast pace of technology change is not only a concern in and
— of itself, but also a concern because it amplifies threats to both
existing business models and cybersecurity risks.

2019-2020 Public Company Governance Survey 12

@

Growing impact of climate change

Shifting workforce demographics

Increased investor activism

Increased pace of M&A activity

Escalating US-China trade conflict @

Increasing political uncertainty in the United States @

16
®
®
12

Growing antibusiness populism 9

Other o

n=535

Although still low, the prevalence of climate change as a top-five
trend has more than doubled from 6 percent to 13 percent since
last year.

National Association of Corporate Directors
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AREAS FOR IMPROVEMENT

Increasing Board Time Commitment May Not Improve Governance of Key Issues

Key Finding

The majority of responding directors report that it is
important for their board to improve performance in
traditional areas of oversight, such as strategy execu-
tion (63%), strategy development (61%), and cybersecu-
rity (60%). Somewhat contradictorily, these are also ar-
eas in which nearly two-thirds report spending enough
board time, suggesting that devoting more time to
these areas will yield little improvement in board over-
sight. However, activities that could enhance board
performance in these areas fall toward the bottom of
the list of current improvement priorities.

Governance Priorities

Directors reporting enough time is spent on selected topic compared to levels of importance

@ Meeting management

Sufficient time spent

Executive-compensation design

Board agenda planninge

Board structure @
Definition of board versus management responsibilities

Board evaluation process g

@ Director onboarding

@ Oversight of ESG
@ Director education

Satisfaction with time spent in governance area, ranked

Additional time needed

Why It Matters
Rather than finding more time on already busy

meeting agendas, boards should seek to maximize
the return on the time that the board spends togeth-
er and with management. That includes optimizing

board-meeting management, taking a strategic

Guidance for Boards

Improvements in meeting management, such as mini-
mizing time allocated for formal presentations and bet-
ter use of one-on-one time between the board and the
CEO, can create the opportunity for more productive
dialogue on critical matters. Another area for improve-

Oversight of compliance@

Candor of board-management discussions @

@ Diversity of management voices presenting to the board

Oversight of data privacy/protection @

ment could be broadening the range of management
voices that the board hears from: boards can insist on
hearing more from the internal auditor about risk-man-
agement effectiveness, for example. The Report of the
NACD Blue Ribbon Commission, Fit for the Future: An
Urgent Imperative for Board Leadership elaborates on
these practices for enhancing meeting effectiveness.

approach to time allocation, and revisiting board
structure.

Legend
® Oversight

@ Oversight of financial reporting ® Refresh and Improvement

Relationship With Management

Candor of conversations between board members@

Board-CEO relationship
@ Oversight of M&A

@ Quality of reporting from management
Rigor of board decision making @ Qualiy ofreporing ’

Diversity of voices in the boardroom @

@ Qversight of risk management

Oversight of strategy execution g
Qversight of strategy development ®

@ Director recruitment process

Oversight of qybersecurity® In technology and human capital-

related areas, respondents report
a desire to improve oversight, but
also report dissatisfaction with
the amount of time boards spend
in these areas.

Oversight of organizational culture @ , .
@ Board succession planning

CEO succession planning
@ Qversight of innovation

Oversight of human capital ®

Oversight of digital transformation @

Less important

2019-2020 Public Company Governance Survey 13

More important
Importance of governance area, ranked
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STRATEGY (1 OF 2)

The Challenge of Replacing Obsolete Strategies

Key Finding

In response to the disruptive and simultaneous forces
impacting their companies, directors recognize that
management strategies now need to change more
quickly. Sixty-eight percent of responding directors
believe that their company can no longer count on
extending its historical strategy over the next five
years. It is therefore no surprise that 83 percent of
directors now indicate that their boards are proactive-
ly engaged with the strategy-development process.
And 89 percent of boards review the impact of shifting
external factors and pressure test assumptions.

Strategy-Oversight Practices Performed Over the Last 12 Months

(percentage of boards)

Reviewed how external factors may impact strategy
Communicated with management about the types of strategy information the board requires
Reviewed the company’s capital allocation relative to its strategic priorities

Assessed the company's competitive environment

Why It Matters

The speed of technology change, major turbulence

in geopolitics, and the nimbleness of competitors—
among other factors—make it more difficult to get
strategy right. At the same time, given the growing
expectations of stockholders and other stakeholders,
the stakes are higher than ever before. This means
that boards feel more urgency to challenge man-
agement's thinking and decision making, and when
appropriate, more urgency to act as a thought partner
with management to craft strategy and respond to
disruptions.

Guidance for Boards

Board leaders can drive strategic board renewal by
ensuring that the skills of directors in the boardroom
correspond to the evolving needs of the organization.
The board plays an important role in ensuring that
management frequently reassesses key strategic as-
sumptions and maintains critical alignment between
a shifting strategy and key levers of that strategy,
such as organizational incentives, risk management,
and talent needs. The Report of the NACD Blue Ribbon
Commission on Adaptive Governance: Board Oversight of
Disruptive Risk offers directors and board leaders ac-
tionable guidance on how to improve their oversight
of strategy formulation.

Executives Reporting to the Board on

Strategy (percentage of boards)

89

87
81
81

Discussed the changing needs of customers @

Developed with management on forward-looking metrics to monitor the execution of the strategy
Tested management's assumptions about key strategic bet

Reviewed technology infrastructure investments needed to support the company’s strategy
Assigned clearly defined roles to the board’s standing committees

Conducted scenario-planning exercises

Attended continuing education events on strategy

n=316
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64
60
59
D
D
20
Other o

Chief Executive Officer @
Chief Financial Officer @

Business unit leaders @
Head of strategy @

Chief Human Resources Officer @

General Counsel @

Chief Technology Officer @

Chief Information Officer @

Other 9

Chief Audit Executive e

Chief Information Security Officer o

Unsure 0

n=318
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STRATEGY (2 OF 2)

Primary Location for Oversight Percentage of companies
(percentage of boards) scheduling strategy review
sessions at least once on their
hefullboard D board agenda over the last year

Strategy committee e

Other o
Executive committee o 88

Audit committee o

n=430 n=414

Key Oversight Questions (percentage of directors)

Quality of information
from management
compared to two years ago
(percentage of directors)

m Higher

Same

o Lower

Our board possesses the appropriate expertise to contribute to the strategy. E “

QOur CEQ is receptive to challenging board questions about strategy. n “

Management values the contributions of the board strategy development. E “

Our board is proactively engaged in the strategy-development process. H “

Our board is able to dedicate adequate time to discuss strategy. ﬂ “

Our board relies on the CEO to formulate the strategy. n

Our company can no longer count on extending our historical strategy over the next five years. “ “

M Disagree Neither agree nor disagree

M Agree n=330-333

2019-2020 Public Company Governance Survey 16 National Association of Corporate Directors
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ENTERPRISE RISK (1 OF 2)

Work to Be Done to Ensure Clear and Timely Risk Information

Key Finding

Risk information is often well presented, but boards
are less certain that they have the right information to
make informed decisions. Just 56 percent of respond-
ing directors believe the information presented allows
the board to draw the right conclusions. Boards hear
about risk largely from the CEO and chief financial offi-
cer, but only 51 percent of boards hear from the head
of internal audit, who is the independent voice to help
assure that risks are well-managed in the organization.

Risk-Oversight Practices Performed Over the Last 12 Months

(percentage of boards)

Communicated the types of risk information the board requires
Discussed major financial risk exposures

Evaluated risks to the company’s strategy

Performed in-depth reviews of specific top risks

Assessed emerging risks

Evaluated risks of the company’s strategy

Assigned clearly defined roles to its standing committees

Reviewed the company’s incentive structure for excessive risk-taking behavior
Developed a risk-appetite framework to guide business decisions
Tested management’s assumptions about key risks facing the company
Conducted reviews of the company’s risk-management system
Evaluated major risk interdependencies

Monitored the health of the company’s risk culture

Reviewed internal systems that enable the prompt flow of risk-related information
n=327
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Why It Matters

Risk oversight has matured over the years, but infor-
mation asymmetry—the gap between what the board
knows and what management knows—remains a
challenge for boards. In a fast-moving risk environ-
ment, boards require clear and timely risk information
to draw the right conclusions and ask management
the right questions. Backward-looking risk information
or information that is focused on well-known risks
must be balanced with forward-looking risk reports
that allow directors to peek around corners to under-
stand emerging threats.

Guidance for Boards

Boards may consider conducting off-cycle calls with
management and participating in regular, deep-dive
reviews with business leaders for more granular,
forward-looking, and timely insights into key risks.
Additionally, boards should seek new ways to leverage
technology and analytics tools to increase transpar-
ency and reduce dependence on interpretations by
senior leaders. The Report of the NACD Blue Ribbon
Commission on Adaptive Governance: Board Oversight of
Disruptive Risk provides further guidance.

Executives Reporting to the Board on Risk

Matters (percentage of boards)

06006

@
77
@
66
5¢
52
57
D

41
41
D

Chief Executive Officer

Chief Finandial Officer

General Counsel

Chief Audit Executive

Business unit leaders

Chief Information Security Officer
Chief Human Resources Officer
Chief Information Officer

Chief Compliance Officer

Chief Technology Officer

Chief Risk Officer

Head of strategy

D
89
@
57

900009

23]
23
12
Unsure 0
Other e

n=328
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ENTERPRISE RISK (2 OF 2)

Primary Location for Oversight Percentage of companies Quality of information
(percentage of boards) scheduling enterprise risk at from management
S o least once on their board compared to two years ago
agenda over the last year (percentage of directors)

Audit committee @

Risk committee @
Other e 77

@ Higher

Same

G Lower

n=414 n=372

Key Oversight Questions (percentage of directors)

Risk reporting is transparent about definitions of risk likelihood and impact n
Risk reporting clearly communicates the effectiveness of risk mitigation/controls n
Risk reporting clearly reveals major vulnerabilities H

Risk reporting offers sufficiently forward-looking information about risk n

N
N
(8,
N

Risk reporting is easy to interpret, allowing the board to draw the right conclusions m

M Disagree Neither agree nor disagree Il Agree n=345-347

2019-2020 Public Company Governance Survey 18 National Association of Corporate Directors
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CYBERSECURITY (1 OF 3)
Three in Five Directors Would Prioritize Business Objectives Over Cybersecurity

Key Finding Why It Matters Guidance for Boards

Directors hold divergent views as to the relative Boards face a conundrum in balancing important cy- Directors and boards can turn to the NACD Director’s
importance of ensuring cybersecurity versus the bersecurity concerns with continued pursuit of digital Handbook on Cyber-Risk Oversight to enhance their
pursuit of growth. Sixty-one percent of directors don't innovation, transformation, and ultimately corporate oversight practices. To ensure that the right balance is
believe that cybersecurity should get in the way of growth. They and their management team need to maintained, directors should review NACD's report on
business operations. Conversely, 28 percent choose to carefully assess how much cyber risk they are willing Governing Digital Transformation and Emerging Technol-
prioritize cybersecurity, even at the cost of potential to accept in order to pursue their overall strategy. They ogies. This guide assists boards in their governance of
business gains. Directors are more confident in their also need to prepare themselves to address the grow- major technology investments and innovations.
organizations' ability to mitigate cyber risk. Enhanced ing friction between the goals of data protection and

management reporting and greater transparency may privacy versus data mining to extract business insights.

have contributed to directors’ increased confidence in
their organization’s ability to effectively respond to a
material cyber incident. This year, 66 percent of direc-
tors reported greater confidence, up 16 percentage
points from last year.

Cyber-Risk Oversight Practices Over the Past 12 Months Executives Reporting to the Board on
(percentage of boards) 318 Cybersecurity (percentage of boards) n=329
Reviewed the company’s approach to protecting critical data assets Chief Executive Officer @
Communicated with management about cyber-risk information the board requires @ Chief Information Officer @
Reviewed significant cyber threats and response plans @ Chief Information Security Officer @

General Counsel @

Chief Audit Executive @

Chief Technology Officer @

70
66
@
Reviewed cyber-insurance coverage @ Business unit leaders @
55
55
50

Reviewed cyberbreach response plans

Assessed employee negligence or misconduct risks
Assessed third-party risks

Leveraged internal advisors for in-depth briefings Chief Human Resources Officer
Assigned clearly defined cyber oversight roles to standing committees

(4
Unsure 0
®

Discussed the legal implications of a cyberbreach Other

Assigned clearly defined cyber oversight roles to the full board . . .
’ / / ’ @ Boards with three or more management representatives reporting on cyberse-

Attended continuing education events on cyber risk @ curity are more likely to see themselves as able to provide effective oversight
than those wha hear from fewer management voices.

Leveraged external advisors to understand the risk environment @
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CYBERSECURITY (2 OF 3)

Primary Location for Oversight Percentage of companies Quality of information
(percentage of boards) scheduling cyber risk at least from management
once on their board agenda compared to two years ago
Thefultboard @ over the last year (percentage of directors)

Audit committee @

Risk committee @
Other 9 66

n=416

@ Higher

Same

Key Oversight Questions (percentage of directors)

My board’s understanding of cyber risk today has significantly improved, compared to two years ago.
My board is confident that the organization can effectively respond to a materially significant cyberbreach.
My own understanding of cyber risk is strong enough to provide effective oversight.

My board's understanding of cyber risk is strong enough to provide effective oversight.

My board would benefit from recruiting a cybersecurity-sawvy director.

My own understanding of cybersecurity is strong enough to provide effective oversight. n

M Disagree Neither agree nor disagree W Agree n=344-347
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CYBERSECURITY (3 OF 3)

Battle-Tested Chief Information Security Officer
(percentage of directors)

Experiencing a data breach makes a CISO more attractive because they have experience
helping companies recover from a breach incident. @

Experiencing a data breach makes a CISO less attractive because it shows they did not do a e
good job in that previous role.

n=330
Relative Priority of Cybersecurity and Business Objectives
(percentage of directors)
Though important,cybersecurity should not get in the way of business operations and initiatives. @
Cybersecurity is prioritized above all else, even if it slows down business velocity. @
Business productivity and agility are more important than cybersecurity. 9
Cybersecurity is not relevant to my director role. 9
n=282
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HUMAN CAPITAL (1 OF 2)

Boards Confident in Human Capital Oversight, Less Certain About Workforce Readiness for the Future

Key Finding

Human capital is increasingly seen as a critical driver
of long-term value by both investors and boards.
Nearly three-quarters of directors now believe that
they individually, and their boards collectively, un-
derstand the company’s talent needs well enough to
provide effective oversight. Most directors indicate
primary reliance on reporting from the CEO (93%) and
heads of human resources (77%). Only 43 percent of
boards have reviewed their committee charters to
ensure that human capital oversight is properly orga-
nized, and just 34 percent have given management
clear expectations about reporting to the board on
human-capital-related issues.

Why It Matters

Boards are still maturing their oversight approach in
this new area. Effective human capital management
is a key lever for companies to meet their current and
future strategic objectives. Unfortunately, the skill
sets demanded by new strategies often do not exactly
match firms' existing talent pool. More than a third

of directors surveyed cannot affirm that their orga-
nizations are currently well-positioned to effectively
develop a workforce that is fit for the future.

Guidance for Boards

Boards should expand the discussion of human
capital strategy and risk to ensure that it is aligned
with the overall strategy-development process. They
should consider updating their governance guidelines
and committee charters to formalize human capital
oversight responsibilities. Boards may also seek to ex-
pand the set of voices reporting on talent issues from
across the organization in areas such as information
technology, audit, and operating business units, to
get a broader view into talent-related issues. NACD's
recent advisory council report on Board Oversight of
Human Capital Strategy and Risks provides boards with
actionable guidance on how to improve their over-
sight of human capital.

Human Capital-Oversight Practices Performed Over the Past 12 Months Executives Reporting to the Board About
Human Capital Matters (percentage of boards)

(percentage of boards)

Evaluated the CEQ's performance as a steward of the firm's human capital
Discussed enterprise-wide talent development and training strategy
Management reported key human capital metrics

Strategy discussions addressed human capital risks

Discussed human capital strategy as a recurring agenda item

71

70
66
65
63

Chief Executive Officer
Chief Human Resources Officer
Business unit leaders

Chief Financial Officer

03
@
41
29
24

General Counsel

Management offered a forward-looking talent assessment based on shifting strategic needs

Spedific elements of human capital oversight are delegated to relevant committees

Reviewed existing charters to ensure oversight of human capital

Communicated clear expectations for board-level reporting

Asked management to provide a talent component in a strategic initiative presented

n=310

22

43
34

55

Boards at larger organizations are more likely to hear from a larger group of management representatives
about human capital, possibly giving those directors a more holistic view of human capital risks.

2019-2020 Public Company Governance Survey

22

Chief Audit Executive

Chief Technology Officer

Chief Information Officer

Chief Information Security Officer
Unsure

Other
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HUMAN CAPITAL (2 OF 2)

Primary Location for Oversight

Percentage of companies Quality of information
(percentage of boards) scheduling human capital at from management
Compensation comnitee o least once on their board compared to two years ago
agenda over the last year (percentage of directors)
The full board @

Nominating and governance committee e

@ Higher
Other 6 67

Same

=415 © Lover
n=414 n=374
Key Oversight Questions (percentage of directors)
My own understanding of current and future talent needs is enough to provide effective oversight. n
Our board understands the future of work and human capital strategy. B
My board's understanding of current and future talent needs is strong enough to provide oversight. H

Our company is well-positioned to develop an effective workforce for the future. n “

My board's understanding of human capital today has significantly improved, compared to two years ago. n

M Disagree Neither agree nor disagree Il Agree n=331-337
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COMPLIANCE (1 OF 2)

Directors Believe That Their Companies Have Strong ‘“Speak-Up” Cultures

Key Finding

The vast majority of responding directors, 89 percent,
now believe that they have enough insight into their
company's ethics and compliance programs to say that
it is more than just a check-the-box exercise. Further,
82 percent report that their organizations possess
strong “speak-up” cultures, where employees feel com-
fortable raising concerns about alleged misconduct.
Far fewer boards have taken action to build compliance
expectations into incentives for senior management
(37%) and only half of them monitor third-party compli-
ance risk (51%), a growing source of risk exposure for
companies that is increasingly difficult to control given
outsourcing all along the supply chain.

Compliance Oversight Practices Over the Past 12 Months «——

(percentage of boards)
Regulatory updates

Reviewed top compliance risks

Reviewed the company’s hotline/help line

Updated about investigations

Evaluated the effectiveness of ethics and compliance program
Assigned compliance roles to standing committees

Updated on major noncompliance issues

Received reports about violations to the code of conduct
Evaluated the CEQ on the strength of his/her ethical leadership
Defined board-level compliance reporting

Actively considered compliance risks to strategy

Reviewed third-party compliance risks
n=330
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Why It Matters

In many ways, corporate compliance has become
more challenging. New technologies and business
models raise different compliance and ethics challeng-
es in areas like data privacy. Meanwhile, regulations
are proliferating and sometimes even diverging glob-
ally, while companies’ conduct is now exposed almost
instantaneously through social media. Moreover, the
continued emphasis by the US Department of Justice
on the effectiveness of compliance and ethics pro-
grams in preventing, detecting, and mitigating the risk
of individual wrongdoing is raising the bar for compa-
nies’ compliance efforts.

@

Qutside legal counsel

Business unit leaders

Guidance for Boards

Directors should regularly assess the effectiveness of
their company’'s compliance and ethics programs, and
their company’s ability to adapt to shifting require-
ments across the globe. In an environment where
companies receive significant punishment for ethical
missteps, boards should ask management which
business practices—even those that are legal—may
become unacceptable in the next year, and ensure
that conversations about corporate conduct and
reputation are clearly linked to the strategic deci-
sion-making process. Director Essentials: Strengthening
Compliance and Ethics Oversight offers strategies and
tools to do so.

Executives Reporting to the Board on Compliance
(percentage of boards)

General Counsel @

Chief Executive Officer @
Head of internal audit @
External audit @
Chief Human Resources Officer @
Chief Compliance and Ethics Officer @

Other

My board is not briefed regarding
ethics and compliance matters.

n=334

83
@
7
75
70
@
66
60
D
@
51

The larger the organization, the more oversight practices directors report. This is likely be-
cause size gives organizations the ability to invest more resources into compliance activities.
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COMPLIANCE (2 OF 2)

Primary Location for Oversight Percentage of companies Quality of information

(percentage of boards) scheduling compliance at from management
least once on their board compared to two years ago

Auditcommitee 63] agenda over the last year (percentage of directors)

The full board 20]
Risk committee o
Other 9 80

n=420

@ Higher

Same

0 Lower

n=414 n=374

Key Oversight Questions (percentage of directors)

The company’s ethics and compliance program is not a check-the-box exercise. E “
The company poseses song e clure, I T

Board understands the D&0 insurance coverage
I understand events not covered by my D&O insurance policy. m
I understand how to make a claim against our D&O policy. “ “
D&O insurance policy shapes oversight. “

M Disagree Neither agree nor disagree W Agree n=345-350
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ESG (1 OF 3)

Boards Are Starting to Formalize Their Oversight of ESG Issues

Key Finding

Boards are starting to take ESG concerns seriously

and are improving their understanding of ESG issues.
Seventy-nine percent of directors reported that their
board is focused on some aspect of ESG. Perhaps

not surprisingly, they are focused on improving their
understanding of ESG and how it materially contributes
to value preservation and creation. More than half of
respondents (52%) continue to seek ways to improve
their own understanding of ESG performance. Half of
directors report assessing ESG in relation to risk and
opportunities for the company and discussing the links
between ESG and strategy.

ESG Oversight Practices Performed Over the Last 12 Months

(percentage of boards)

Improved the board's understanding of the company’s current ESG-related performance
Reviewed ESG-related risks and opportunities for the company
Discussed the linkage between ESG and the company’s strategy

Improved the company’s reporting about ESG efforts to investors or stakeholders

Why It Matters

ESG issues are growing in importance for a wide
variety of stakeholder interests. Large investors and
stakeholders expect to see how boards are overseeing
relevant ESG matters. This includes identifying rele-
vant ESG-related risks and opportunities. This pres-
sure to disclose ESG-related information likely pushed
improving external reporting as a higher priority for
boards in 2019, up 33 percent compared to 2018.
Boards that remain silent will have their company's
ESG story told by third-party raters and rankers.

Guidance for Boards

To provide effective oversight, boards need to ensure
a common definition of ESG across the organization.
This definition should be used by management to
identify and prioritize ESG risks and opportunities and
it should be presented to the board in the context

of the company’s strategy. Guidance is available in
NACD's handbook, Oversight of Corporate Sustainability
Activities.

Executives Reporting to the Board on ESG

Matters (percentage of boards)

Asked management for ESG performance metrics @
Participated in ESG educational activities @
— My board has not focused on environmental or social issues over the past 12 months @

Engaged with a consultant to help the board and management sharpen their knowledge of ESG @

Created a board committee to oversee ESG-related issues e

Sought to recruit a board member who has experience related to ESG or CSR o

n=308

Other 9

|| Energy, consumer discretionary, and materials were the sectors most likely to have had an ESG focus in the last year, while telecom,

health care, and financials were among the least likely.

2019-2020 Public Company Governance Survey 26

Head of investor relations

Environmental Health and Safety Lead

Chief Executive Officer @

General Counsel @

Chief Human Resources Officer @

Business unit leaders @

Chief Financial Officer

Sustainability Lead

Compliance Officer

@6®®e®

Corporate Secretary

Head of strategy e
csrofficer 4B
Unsure e

n=310
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ESG (2 OF 3)

Investor Scrutiny Influences Boards’ ESG Agendas

Key Finding

Directors ranked human capital management (65%)
and diversity (54%) as the top ESG concerns for their
organizations. These are largely driven by investor
scrutiny, as evidenced by the presence of both diver-
sity (74%) and human capital (65%) as the two top ESG
issues boards discussed with investors. Recognizing
this increased investor focus, 49 percent of boards
are working to improve reporting and 61 percent

Why It Matters

have open discussions about the most-material ESG
matters when they meet with investors.

Why has your board not focused on environmental
or social (E&S) issues over the past 12 months?

(percentage of boards)

Other priorities have taken up all meeting time
Company size is too small to focus on E&S topics
Has not come up in any investor meetings

E&S issues are not relevant to my company

Other

14
®
®
®

57

Primary Location for Oversight

(percentage of boards)

The full board

Nominating and governance committee

Audit committee e

Other

9]

D
D

n=411

2019-2020 Public Company Governance Survey

Guidance for boards

Large investors and stakeholders expect to see that Directors should ensure that their company selects
boards are actively engaging management on ESG-re- the most appropriate external standards framework
lated issues. Although companies already conduct for ESG reporting. This can help ensure that ESG is not
many activities underlying the £, S, and G headings, just a greenwashing, public-relations exercise, but is
boards play a critical role in ensuring a consistent, tied into the effective strategy making and risk man-
more strategic, enterprise-wide ESG approach that agement that contribute to long-term value creation.
is linked to long-term value creation, can be audited, Guidance is available in NACD's handbook, Oversight of
and is effectively reported. Corporate Sustainability Activities.

What do you find most challenging in providing oversight
of ESG matters? (percentage of directors)

Lack of uniform disclosure standards @
Difficulty defining materiality @
Fragmented management approach to ESG @
Insufficient information and metrics provided by management m
Insufficient board understanding of ESG @

Insufficient management understanding of ESG o

Other e

n=315

Has an environmental and social
expert (percentage of boards)

92

n=342
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ESG (3 OF3)

Over the last 12 months, did the board discuss any of these
ESG-related issues with investors? (percentage of boards)

Diversity @
Human capital management @
Board oversight of ESG risk @

(limate change

Waste management

30
24
Political spending/lobbying @
Water usage @

14

Human rights

Other 0

n=270

Describe your experience with the ESG portion of
board meetings. (percentage of boards)
Open discussion of the most-material £SG
issues facing the company and industry @

£SG agenda time is used to deepen hoard @
expertise on outside ESG trends

The ESG agenda is full of presentations, with G
little time for discussion

Other @

n=287

2019-2020 Public Company Governance Survey

Which ESG-related issues are of greatest

concern to the company? (percentage of boards)

Human capital management
Diversity

Board oversight of ESG risk
(limate change

Waste management

Water usage @

Human rights @

Political spending/lobbying 9

Other 6

Percentage of companies
scheduling ESG at least once
on their board agenda over
the last year

47

n=414
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n=301

Quality of information
from management
compared to two years ago
(percentage of directors)

@ Higher

Same

o Lower

n=374
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NACD Methodology and Survey Demographics

Data Collection

Leveraging its proprietary member database as a sample frame, NACD sent email
invitations to directors and others who serve on public-company boards asking
them to participate in our annual governance survey. The questionnaire was ad-
ministered electronically, and respondents were instructed to respond on behalf
of one of the boards on which they serve. Those serving on multiple boards were
encouraged to fill out surveys reflecting their experiences on each of them.

Sector (percentage of boards)

Financials @

Industrials @

Consumer discretionary @
Information technology @
Health care m
Materials @

Energy o

uiliies )

Consumer staples e

Telecommunication services 9
n=496

2019-2020 Public Company Governance Survey

Analysis

For questions regarding matters of individual opinion, each response is counted in-
dividually. If the unit of analysis for a given question is the board itself (for example,
those regarding board structure), duplicate responses on behalf of the same board
are counted once. Percentages are based on the total number of responses specific
to each question. For example, if a question received only 400 out of 414 total re-
sponses, and 300 respondents answered “yes” while 100 answered “no,” the result
is reported as 75 percent affirmative. In some cases, survey responses totaling less
than 5 percent are not represented in graphs for the sake of clarity.

Which of the following best describes your status with
respect to the board for which you are taking this survey?
(percentage of directors)

Independent director @

General counsel/Corporate secretary @
Other corporate executive

(t0

Executive director

Nonindependent, nonexecutive director

None of the above

©0000®0

Nonvoting attendee

n=546
Market Capitalization (percentage of boards)
Large-cap @
Mid-cap @
Small-cap @
Micro-cap @
n=494
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COMPLETE MAIN DATA FINDINGS (1 OF 4) J@)da‘[a group

Russell 3000 Board Size
Average of Board Size Median of Board Size Mode of Board Size

Overall 10.1 10 9

By Market Capitalization (fiscal year-end)

Nano- and micro-cap (<$300M) 8.9 9 9
Small-cap ($300M-$2B) 9.4 9 9
Mid-cap ($2B-$10B) 10.4 10 9
Large- and mega-cap (>$10B) 12.4 12 13

Russell 3000 Board Committee Size

Audit Compensation Nominating/Governance
Average Median Mode Average Median Mode Average Median Mode

Nano-cap (<$50M) 3 3 3 2.8 3 3 2.8 3 3
Micro-cap ($50M-$300M) 3.6 3 3 3.6 3 3 3.6 3 3
Small-cap ($300M-$2B) 3.7 3 3 3.7 3 3 3.7 3 3
Mid-cap ($2B-$10B) 3.9 4 3 3.8 4 3 3.9 4 3
Large-cap ($10B-$200B) 4.4 4 4 4.1 4 4 4.3 4 4
Mega-cap (>$200B) 4.2 4 4 4 4 4 4.1 4 3
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COMPLETE MAIN DATA FINDINGS (2 OF 4) Jiﬁbdata group

Gender

2019 2018 2017

Overall 19 81

By Market Capitalization (fiscal year-end)
Nano (<$50M) B P:E 86
Micro ($50M—-$300M) -8 86
Small ($300M-$2B) | W 83 14
Mid ($2B-$10B) 21 79 18
Large ($10B-$2008) (L] 76 22
27 73 27 73

Mega (>$200B)

[l remale Directors I \vele Directors
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COMPLETE MAIN DATA FINDINGS (3 OF 4) @ﬂa‘[a group

Russell 3000 Board Leadership Structure

Nonindependent,

Nonexecutive Chair is Former Independent Companies With
Chair Executive Chair CEO Chair CEO Chair Cochair No Chair
Overall 11.9% 1.3% 32.3% 14.0% 38.3% 0.2% 1.9%
By Market Capitalization (fiscal year-end)
Nano-cap (<$50M) 26.2% 2.4% 21.4% 9.5% 33.3% 0.0% 7.1%
Micro-cap (§50M-$300M) 12.9% 1.0% 24.5% 117% | 467% 0.2% 3.1%
Small-cap ($300M-$28B) 12.0% 1.2% 29.5% 135% | 42% | 03% 2.3%
Mid-cap ($2B-$10B) 11.5% 1.4% 33.3% 15.7% 36.4% 0.4% 1.4%
Large-cap ($10B-$2008) 10.1% 21% | 452%  15.4% 26.8% 0.0% 0.5%
Mega-cap (>$2008) 13.0% 00% | 565% 430% 26.1% 0.0% 0.0%
Russell 3000 Board Independence
>75% and <90% >66.7% and <75% >50% and <66.7% <50% Insiders and
>90% Independent Independent Independent Independent Affiliates
Overall 15.7% o sm% 12.7% 12.8% 3.1%
By Market Capitalization (fiscal year-end)
Nano-cap (<$50M) 2.4% o s24% 16.7% 23.8% 4.8%
Micro-cap (§50M-$300M) 7.6% o s33% 17.1% 17.4% 4.5%
Small-cap ($300M-$28) 9.1% . s85% 13.5% 15.4% 3.4%
Mid-cap ($2B-$10B) 18.7% . s60% 12.8% 9.7% 2.8%
Large-cap ($10B-$2008B) 35.3% . s07% 6.2% 6.4% 1.4%
Mega-cap (>$200B) o arew 39.1% 4.3% 8.7% 0.0%

0%-19% 20%-39% 60%-79% | 80%-100%
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COMPLETE MAIN DATA FINDINGS (4 OF 4)

Russell 3000 Proxy Access

Information Disclosed

Yes

Overall 94.4%
Nano-cap (<$50M) 95.0%
Micro-cap ($50M-$300M) 95.8%
Small-cap ($300M-$2B) 96.9%
Mid-cap ($2B-$10B) 97.4%
Large-cap ($10B-$200B) 99.3%
Mega-cap (>$200B) 100.0%

Russell 3000 Staggered Election

Information Disclosed

Yes
Overall 42.3%
Nano-cap (<$50M)
Micro-cap ($50M-$300M) 52.6%
Small-cap ($300M-$2B) 48.9%
Mid-cap ($2B-$10B) 40.8%
Large-cap ($10B-$200B) 17.0%
Mega-cap (>$200B) 4.3%

No
2.7%

5.0%
4.2%
3.1%
2.6%
0.7%
0.0%

No
57.7%

33.3%
47.4%
51.1%
59.2%
83.0%

95.7%

Not Disclosed
2.9%

0.0%
0.0%
0.0%
0.0%
0.0%
0.0%

2019-2020 Public Company Governance Survey

Ownership Threshold

1% to 2% 3% to 5% Not Disclosed

1.6%
0.0%
1.2%
1.3%
2.2%
2.1%
0.0%

34

17.0%
2.4%
1.9%
4.8%

20.5%

57.1% 40.8%

65.2% 34.8%

0%-19% 20%-39%

National Association of Corporate Directors

J@da‘fa group

Ownership Duration

2 Years and
1 Year Above Not Disclosed
3.0% 15.4%
0.0% 2.4%
2.4% 0.7%
2.7% 3.4%
4.1% 17.8%
3.0% 56.2% 40.8%

34.8%

0.0% 65.2%

ZIVESEV 60%-79% | 80%-100%
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IMPROVEMENT AREAS AND TIME SPEND

Areas for improvement Board Allocated Enough Time in
(percent of directors) Meetings to the Following Issues
(percent of directors)

Oversight of strategy execution

&)

Oversight of cybersecurity

73]
80

QOversight of strategy development
CEO succession planning
Oversight of human capital

— Top 10 governance areas
Board succession planning
Oversight of innovation
Oversight of risk management

@

Oversight of organizational culture

®

66
@

63
68

69600000 44

Board-CEQ relationship @ |

Board evaluation process

Diversity of management voices presenting to the board

S XY

Director education
Oversight of ESG (environmental, social, and governance)

Director-recruitment process

00906
a

— Bottom 10 governance areas
Board-agenda planning

Board structure
Meeting management

Director onboarding

Definition of board versus management responsibilities
n=475-484 n=514
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