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What Investors Want Now
By Ju d y  W arne r

Investor expectations for the work that directors do are advanc
ing at a more rapid pace as shareholder activism picks up amid 
a now decades-long march toward greater director accountability. 
At the same time, the amount of money available to invest in the 
public markets—pension funds, asset managers, hedge funds, and 
tire like—have reached amounts largely unimaginable to the aver
age investor even 10 years ago. These higher financial stakes have 
motivated large asset fund managers to become more vocal and to 
exert influence when and where they see change is needed at their 
portfolio companies. (John C. Bogle Jr. notwithstanding. Bogle, 
who founded The Vanguard Group in 1974, has always been an 
outspoken advocate for transparency and commonsense manage
ment, especially as it relates to investments.)

New Players in Activism
Large asset managers in addition to Vanguard—BlackRock, Fidel
ity Investments, State Street Global Advisors—and the asset man
agement units of Goldman Sachs, JPMorgan Chase & Co., and 
BNY Mellon, among others, own percentages of just about 
every large publicly traded company in the world. (JPMorgan 
Chase, for example, has an asset management arm that is 
one of the U.S. equity market’s largest investors, with $1.7 
trillion in holdings.) There is a two-part story of how these 
funds get involved in companies. First and foremost, funds 
have investment professionals who buy and sell shares. In 
addition, the funds have governance professionals on 
staff who vote those shares. The two 
groups typically work closely 
together. Flow these firms 
vote their proxies each 
year is of enormous 
interest. And to 
protect their in
vestments, these 
firms have hired 
teams of gov
ernance experts 
and research ana
lysts who study and 
engage with the compa
nies in which they invest. Cap
ital Research and Management Co.,

like others, openly acknowledges this relationship in its governance 
standards posted on its website: “In addition to our proprietary proxy 
voting, governance and executive compensation research, Capital 
Research and Management Company may utilize research provid
ed by Institutional Shareholder Services (ISS), Glass, Lewis & Co., 
or other third-party advisory firms on a case-by-case basis. We do not, 
as a policy, follow the voting recommendations provided by these 
firms. We periodically assess the information provided by the Advi
sory Firms and report to the Joint Proxy Committee of the American 
Funds, as appropriate.”

Traditionally, the big names in investor activism and related gov
ernance research have been the large public pension funds such as 
the California Public Employees’ Retirement System (CalPERS) 
and the California State Teachers’ Retirement System (CalSTRS), 
as well as labor unions, and the vast majority of shareholder pro
posals in any given proxy season still come from these sources. But 
today, the votes of investment managers that once almost automati

cally supported management are starting to speak up 
alongside the public funds.

So when it comes to governance, the 
question is: What do these activists want? 

After a number of interviews with di
rectors and governance experts who 

work inside corporations or asset 
managers—and on the heels of a 
January roundtable in San Fran

cisco convened by the National 
Association of Corporate Directors 

(NACD) and KPMG with 
many directors and gover

nance experts (see par
ticipants list, page 

45) —the answer
becomes abun
dantly clear. And 

it’s simple. What in
vestors want is long

term value creation. 
Put it in big capital 

letters,” said the director of 
corporate governance at one 

large company.
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Sweeping changes in corporate governance stemming from the 
passage of the Sarbanes-Oxley Act (SOX) in 2002 and the Dodd- 
Frank Act of 2010, contribute to the undercurrents in today’s envi
ronment. Both of these historic pieces of legislation created new re
sponsibilities for corporate board directors. In simple terms, to restore 
some faith in basic accounting and audit functions, SOX attempted 
to empower and improve the independent audit committee. To curb 
excessive risk tied to compensation, Dodd-Frank ushered in greater 
accountability for independent compensation committees. Subse
quent rule making shifted the balance of power from management 
to the board, creating steep new demands for director independence 
and accountability.

New Forms of Activism
While regulatory frameworks were resetting CEO-board dynamics, 
large asset managers began increasing engagement with corporations 
and their boards to effect change in new and unprecedented ways.

Last year, for example, Vanguard Chair and CEO F. William 
McNabb 111 sent a letter to the CEOs of 923 companies; 358 of 
those letters requested specific governance changes. The idea was 
to influence change without going through the time-consuming or 
costly shareholder proposal process, which asset managers rarely do. 
“In the past, some have mistakenly assumed that our predominantly 
passive management style suggests a passive attitude with respect to 
corporate governance. Nothing could be further from the truth,” 
McNabb wrote.

This year, Laurence D. Fink, CEO of BlackRock, the world’s larg
est asset manager with $4.7 trillion under management, sent a letter 
to 500 U.S. and 800 international company CEOs advocating for a 
slew of changes that went well beyond more typical requests such as 
access, accountability, tenure limits, or director independence. Fink 
wants a strategic framework for “long-term value creation” laid out 
by management for all investors. “Additionally, because boards have 
a critical role to play in strategic planning,” Fink wrote, “we believe 
CEOs should explicitly affirm that their boards have reviewed those 
plans. BlackRock’s coqrorate governance team, in their engagement 
with companies, will be looking for this framework and board review.”

Michelle Edkins, managing director and global head of corpo
rate governance and responsible investment at BlackRock, oversees 
a team of 22 analysts across three international regions. They meet 
in person or via phone at least annually with upwards of 700 U.S. 
and 800 non-U.S. companies out of some 14,000 companies in their 
portfolios. Fidelity, State Street, Vanguard, and others like them all 
have similarly sized governance groups whose analysts work year- 
round to assess the strength, strategy, and viability of the companies 
in their vast portfolios.

So one might ask: What happens to the other 10,000-plus compa
nies in their portfolios? Because of the number of their holdings, it 
would stand to reason that not all asset managers can do the kind of 
homework required to make specific decisions on each vote.

As a result, the governance analysis and voting recommenda
tions of proxy advisors ISS and Glass Lewis often carry a good deal 
of weight. Yet the growing consensus is that the influence of proxy 
advisors has been offset in recent years because of the rise in analy
sis tools and other research—and especially because of the increase 
in the degree and quality of direct engagement between companies 
and their major investors. The bottom line is that no research analyst 
or governance group worth its salt would ever admit to relying solely 
on the recommendations of a proxy advisor. How the proxy advi
sors recommend that votes be cast is just one consideration among 
many. (At press time, a bill was introduced in the U.S. House of Rep
resentatives seeking to reform the proxy advisory firms by requiring 
them to disclose their records of voting recommendations, among 
other measures.)

“ ...[BJecause boards have a critical 
role to play in strategic planning, we 
believe CEOs should specifically affirm 
that their boards have reviewed those 
plans.”

-LAURENCE D. FINK, BLACKROCK

JPMorgan Chase is increasing its focus on corporate boardrooms. 
On April 5, the biggest U.S. bank by assets named Vice Chair Karen 
Simon to a newly created global role as head of Director Advisory- 
Services—a largely informal service in its early stages. In this posi
tion, Simon will serve as a contact for executives seeking director
ships, as an advisor to boards that need help changing their com
positions, and as a conduit with third-party recruiting firms placing 
directors. A Wall Street journal story reported that this attention on 
corporate boards stems from a desire by JPMorgan Chair and CEO 
Jamie Dimon and other bankers to further cultivate the bank's net
work of board directors beyond periodic events and capital markets 
advice. JPMorgan said it has no plans to charge for its service.

The internal memo announcing Simon’s appointment (made 
available to NACD Directorship when a request to interview 
Simon was turned down) explained: “Today’s boards face many 
challenges, and decisions made by directors are often met with in
tense scrutiny. In addition to evaluating growth and capital strate-
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gies, directors are now accountable for such issues as cybersecurity 
and activism. We have no doubt that Karen will strengthen our 
strategic dialogue with directors as they execute these important 
decision-making responsibilities.”

In addition to starting a board advisory group, Dimon has held 
meetings with other leading financial services executives, the Fi
nancial Times reported in February; among those in these meetings 
were Warren Buffett, chair and CEO of Berkshire Hathaway; Abi
gail Johnson, Fidelity' CEO; BlackRock’s Fink; and Tim Armour of 
Capital Group. The aim is to agree to a set of governance principles 
that would promote long-term performance.

The Old Guard Is Still Active
Meanwhile, the old guard of activism has hardly receded into the 
distance. Public pension funds continue to play a significant role. 
Some public fund managers—just like hedge funds—are more ag
gressive, vocal, and specific in their aims than others. Most public 
pension funds, according to governance professionals and general 
counsels who did not want to be named for publication, tend to 
favor causes unrelated to economic value—or, as one critic said, 
are downright “anti-corporation.” And they tend to be noisy when 
seeking change.

Pensions & Investments in February released its list of tire top 1,000

Board Composition as Learned by One PE Investor

The Value of the Matrix
As a 23-year-old undergraduate, Eric Becker was one of four co
founders of the private equity firm Sterling Partners, withdrawing 
from the University of Chicago one semester shy of graduating. 
Now 53, and with the benefit of hindsight as a prodigious inves
tor, talent recruiter, and a director of a number of mostly mid
sized private businesses where he has helped construct numerous 
boards, Becker recently started a new family investment fund. He 
is intentionally not raising a committed fund, but will 
invest his own money and that of others within his 
close network to drive growth at companies that 
"matter," or that are making a difference with 
communities, customers, or employees.

During a 30-plus-year tenure in private equity 
at Sterling, which targets growth-stage, small-, 
and mid-market private companies in North 
America, Becker was involved with investments in 
approximately 100 companies, about five of which 
became publicly traded entities, looking for what he 
calls "sustained value creation."

At Sterling, Becker spearheaded the firm's 
initiative to improve and innovate its ap
proach to board governance, and re
cruited a prodigious number of directors 
personally. Sterling insisted that even at 
private firms two or three directors be 
independent and that every single com
pany have an independent audit chair.
Becker's thinking matured along with his 
experience. Board composition, he rec

ognized, is critical to corporate performance. "Directors need to 
be good at both supporting and challenging the CEO," he says. 
"Think of it as book ends. Striking the right balance of support and 
challenge is what makes a board great."

During a recent telephone interview, Becker articulated what 
he believes to be the pillars of the future board: alignment, agility, 
resilience, and a better understanding of the role of human nature 
(because, as he points out—at least so far—great outcomes are 
driven by people).

"We learned that great functioning boards develop a cul
ture that is palpable and the leadership team knows it can 
count on the board to be there and be highly engaged," he 
explains. "There has to be mutual respect, trust, and commit

ment between management and the board. What I've found 
is that the principles and priorities are the same even when 

the companies are smaller."
His new firm, Caretta Partners, will take majority or minor

ity positions in companies that matter and focus on lon
ger holding periods. "The company doesn't 

have to be curing cancer per se, but 
its customers need to be passionate 
about the service," he said an in
vestment newsletter at the time of 
its launch in October. Caretta has 
so far invested in HiTech Assets, 

cSuite, Nourish Technology, 
and The Eastman Egg Co., 

among others.
A high-functioning board
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U.S. retirement plans. As of Sept. 30, 2015, these pension funds con
trolled some $8.84 trillion (down 2.3 percent from a year earlier). The 
Federal Retirement Thrift Savings Plan remained in the number-one 
spot, reporting $443.33 billion in assets, up 5 percent. It has been the 
top-ranked U.S. plan since it overtook CalPERS in 2009. Sacramento- 
based CalPERS remained at the number-two spot, reporting $285.77 
billion as of Sept. 30, down 3.7 percent from the year-earlier period.

Rounding out the top five: CalSTRS reported $181.88 billion, 
down 2.7 percent; New York State Common Retirement Fund, 
$173.54 billion, down 2.6 percent; and the New York City Retire
ment Systems, $155.12 billion, down 2.3 percent. Pensions (5 Invest

ments reports that the largest corporate plan is Chicago-based Boeing 
Co.’s, which placed eighth overall at $101.9 billion.

New York City Comptroller Scott Stringer, elected in 2013, has 
made proxy access a priority. In 2014, he launched the pension sys
tem’s “boardroom accountability project.” The comptroller’s website 
reported in late April that 50 of 72 solicited corporations had agreed 
to adopt or vote on proxy access proposals, thus enabling the New 
York City Retirement Systems to withdraw proxy access resolutions 
filed with these companies. Of the 50 corporations, 43 have alreadv 
enacted proxy access rules. Tire other seven will present proxy access 
resolutions endorsed by the companies’ board members to share-

results in a better decision-making engine. That's a given. But 
where does Becker start when composing a board to be its most 
effective? "Define the skills, experiences, abilities, and talents 
needed to achieve, then build out a matrix," he says. "Look at each 
director—what is their background, their area of expertise—and 
by doing that you find gaps in technology or cyber governance or 
some other emerging area. Your matrix usually shows you where 
those gaps are. An annual self-evaluation in which directors give 
feedback on how the board is performing as a whole. This gets 
back to the human nature aspect, and having self-assessment tools 
and feedback is really critical."

High-functioning boards also pay almost obsessively close at
tention to board agendas. "Even if you have the right people 
around the table, if you don't have sufficient time, you will miss the 
boat," Becker says.

Because of the iterative nature of building boards and some of 
the constancy of the work that boards do, Sterling developed a 
board wheel. "These were the activities we did year after year, such 
as budgeting and strategy. Over time, other activities would be 
added to the wheel to make sure they were on the agenda for at 
least part of one board meeting," Becker explains.

Examples of these "other activities" included a lunch for cus
tomers with the board before a meeting, a session with an invest
ment banker to give a landscape view of what was happening in 
the mergers-and-acquisitions space, or a special question-and- 
answer session with a cyber expert.

In 2012, Becker's life was tragically upended with the death of 
his 21-year-old daughter, Cara Becker, from complications due 
to leukemia. Before she passed away, Cara Becker had started a

foundation to reward nurses and other caregivers and to give kids 
small sums of money to support their local service initiatives. Karma 
for Cara continues to provide micro grants to kids, two passions 
of its founder. Becker, his wife, Jill, and their sons, Greg and Jake, 
continue to be among its biggest supporters. (The nonprofit has a 
three-member board that includes Steven Taslitz, chair and one of 
the four Sterling co-founders; and John Miller, president and CEO 
of North American Corp., and a director who also serves on the 
boards of Atlantic Premium Brands, Laureate Education, and Sally 
Beauty Holdings.)

Becker returned to Sterling after his daughter's death, but in 
2014 left to focus his efforts on an entrepreneurial accelerator at 
the University of North Carolina at Chapel Hill, where both sons 
earned undergraduate degrees. The Becker family provided the 
seed capital to start the accelerator, Launch Chapel Hill.

In the process, Becker had the opportunity to select and mentor 
small ventures. Working with the next generation of business inno
vators and leaders recharged his enthusiasm and made him nostal
gic for those hectic, challenging, and exciting days when Sterling 
was first getting started.

Becker decided to return to his entrepreneurial roots by launch
ing Caretta, the Latin name for a loggerhead sea turtle revered for 
its global positioning system-like instinct that each year directs fe
males to travel sometimes up to thousands of miles to return to the 
beaches where they were bom to lay their eggs. —Judy Warner

NACD has long advocated the use of a matrix for board evalua
tions, refreshment, and disclosure purposes. A template is avail
able at NACDonline.org/diversity.
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The Board's Role in Long-Term Value Creation

1. Companies need to  maintain a d irect connection between 

short-term  viability and long-term  value creation. The board's 

role is to  ensure tha t this a lignm ent is well established and clearly 

articulated by management.

2. In order to  build  and maintain a sufficiently thorough under

standing o f the  company's business m odel and industry con

text— including current conditions and em erging trends— direc

tors need to  factor substantial preparation tim e into the ir board 

duties.

3. The board's CEO selection and evaluation processes should 

include an assessment o f the e x te n tto  which he o r she is an effec

tive advocate fo r the company's long-term  strategy.

4. To enhance discussions on short- and long-term  strategy, 

board members should seek inform ation— about the business 

environment, the company's relative perform ance, and em erg

ing risks and opportun ities— from  a range o f internal and external 

sources.

5. Boards should ensure tha t m ajor capital allocation and annual 

b ud ge t decisions reflect long-term  strategic objectives as well as 

short-term  priorities.

6. Include a com ponent related to  progress against long-term  

goals and objectives in the annual incentive plans fo r the CEO, 

C-level executives, and m id-level executives.

7. The nom inating and governance com m ittee should ap

proach board com position and succession planning with long

term  needs in mind, based on the d irector skills tha t will be most 

relevant to  the company's strategy in three, five, or more years.

8. Make clarifying the connection between the company's short- 

and m edium -term  actions and its longer-term  strategic objectives 

a prim ary objective o f investor communications.

9. Boards should consider recom m ending a move away from  

quarterly earnings guidance in favor o f broader guidance param

eters tie d  to  long-term  perform ance and strategic objectives.

10. The company's shareholder comm unications plan should in

clude preparing designated m embers o f the  board to  engage 

directly w ith investors on selected governance matters, including 

oversight o f long-term  strategy.

Source: The Report o f  the NACD Blue Ribbon Commission on the Board and 
Long-Term Value Creation, 2015

holders at annual meetings. “Proxy access gives investors a seat at 
the table and a voice in the process of how corporate directors are 
chosen,” says Stringer, who defines proxy access as enabling share
holders who collectively own at least 3 percent of a company’s stock 
shares for three years or more to nominate up to 25 percent of a 
board of directors in any year.

Many shareholders view proxy access, along with declassified 
boards and majority voting, as making boards more accountable to 
them—both with respect to director nominations and with respect 
to board composition generally. Its critics argue that these develop
ments have empowered some of the shareholder activism now being 
witnessed. No company, it seems, is either too small or too large for 
a shareholder proposal or other governance campaign. And the rea
sons spurring such activism may include unleashing value by waking 
up or changing management, replacing sleepy or long-tenured board 
members, or forcing the breakup or a spin-off of a company’s assets.

The Need to  Communicate
The roundtable of directors and investors convened by NACD and 
KPMG in San Francisco in January brought together large-com
pany directors with governance advisors to review and advance the 
findings of the 2015 Report of the NACD Blue Ribbon Commission 
on the Board and Long-Term Value Creation, co-chaired by NACD 
directors Karen Horn, director of Eli Lilly and Co., Simon Prop
erty Group, and T. Rowe Price Mutual Funds; and William E. 
McCracken, director of MDU Resources Group and former CEO 
of CA Technologies.

In a follow-up interview after that meeting, Horn pointed out that 
it was not so long ago that the very notion of a director speaking to 
a shareholder on behalf of a company’s board was largely verboten. 
Now, in addition to management and risk oversight, CEO succes
sion, and setting executive compensation plans, directors’ myriad 
duties include communicating with shareholders. “We are still see
ing lots of experiments in communication,” she noted.

Directors at the roundtable (governed by a modified version of 
the Chatham House Rule, whereby names of attendees are public 
but no participants may be quoted directly) agreed that the board 
needs to ensure that management is being transparent about strat
egy and its connection to capital allocation. Investors would bene
fit from an understanding of what specific aspects of the strategy 
are more long-term oriented, what actions are short term, and how 
they are connected. Noted one director: “We have a good deal of 
control over long-term strategy, big capital decisions, and commu
nicating with investors. We need to get better at all of these things.”

Indeed, with investors sharpening their focus on how companies 
are deploying their capital and competitive pressures, requiring
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more frequent shifts in strategy and spending priorities, “it’s clear 
that the board has a key role to play in helping to articulate the com
pany’s strategy for investors,” said Dennis T. Whalen, who heads 
KPMG’s Board Leadership Center. “Done thoughtfully, effective 
board-shareholder communication is also an opportunity to dem
onstrate that the board is actively engaged on strategy [and] under
stands where the company is heading and how it plans to get there.”

Roundtable Takeaways
Attendees agreed on four priorities for directors:

1. Capital allocation
■ “Shareholders will ask management to justify the way they are 

deploying capital to maximize returns over time.”
■ “The board’s role is to ensure management is using the balance 

sheet not just to get a short-term bump in the stock price through 
share buybacks, but to invest for the medium and long term.”

2. Board composition and committee structure
■ “Board succession planning is going to stay on the top of every

one’s agendas. Do we have the right people, especially in leadership 
positions such as committee chairs?”

■ “'lire board can’t put all of the action in the committees, or 
directors will become too siloed.”

■ “As board workloads have grown, committees have absorbed 
more duties to allow tire full board adequate time on strategy. That’s 
an important priority, but one consequence is that different directors 
could end up with different pieces of information because so much 
is happening at the committee level.”

3. Talent
■ “Look beyond the CEO and C-suite when considering how 

the company’s talent development and compensation plan design 
helps reinforce long-term objectives.”

■ “The BRC report made me as a director think about how far 
down in the company we should be extending long-term incentives. 
So many key decisions get made at the middle levels of manage
ment. We need to make sure those decisions are not undermining 
the long-term strategy.”

■ “We need to talk to people in the trenches. Are they aligned? 
How consistent is the culture at lower levels of the company with 
what the board and senior management are emphasizing?”

■ An investor said, “We are looking at whether there is a good 
ht between the rising leaders in the company and the strategy that’s 
been articulated. How well do they match? So we hope that the 
board is looking at this as well.”

4. The relationship between the CEO and the board
■ “Investors are paying attention to how the CEO and board 

work together, or don’t work together. Do they have real conversa

tions about strategy and building the business, or is the CEO just 
using the board as a compliance check?” HI

Investor-D irector Roundtable

Directors and Investors
For directors, listed 
companies correspond to 
public company board roles.

Phyllis J. Campbell
Alaska A ir Group, Nordstrom

Anne Chapman
Vice President, Fund Business
Management
Capital Group

Mary Cranston
Visa, Chemours

Michelle Edkins
Managing Director, Global 
Head, Corporate Governance 
and Responsible Investment 
BlackRock

Leslie S. Heisz
Ingram Micro,
Towers Watson

Bonnie Hill
California Water Service 
Group

Karen Horn*
Eli Lilly and Co., Norfolk 
Southern Corp., Simon 
Property Group

Cathy Lego
Fairchild Semiconductor,
Lam Research Corp.,
SanDisk Corp.

Divya Mankikar
Head o f ESG Integration, 
CalPERS

Aeisha Mastagni
Portfolio Manager, Corporate 
Governance, CalSTRS

Rose McKinney-James
MGM Resorts International

Bill Mitchell
Humana, Veritiv Corp., 
Rogers Corp.

Mason Morfit
President, ValueAct Capital 
Partners; director, Microsoft 
Corp., Valeant

Marna W hittington 
Macy's, Oaktree Capital, 
Phillips 66

Roundtable Hosts
Susan Angele
Senior Advisor, Board 
Governance KPMG Board 
Leadership Center

Robyn Bew
Director, strategic content 
development, NACD

Peter R. Gleason
President, NACD

Richard H. Koppes*
Chair, NACD Northern 
California Chapter

Liane Pelletier
President, NACD Northwest 
Chapter; director, Atlantic 
Tele-Network, Expeditors 
International o f Washington

David Rosenblum
President, NACD Southern 
California Chapter; director, 
Hanmi Financial Corp.

Dennis T. Whalen
Partner in Charge, KPMG 
Board Leadership Center

*NACD board member
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