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The Board’s Role in Managing Risk and
Corporate Governance

Corporate governance was more straightforward when roles were defined simply as
“management acts, the board oversees.” But today, that approach may not hold up—not when
boards are scrutinized from all sides by regulators, shareholders, the media and analysts, to name
a few.

So what’s the primary role of the board of directors today? Is it to simply oversee executive
management’s activities? Or should the board take an active role as a strategic partner, working
alongside management to deal with the enterprise’s toughest problems? And what’s the board’s
role as it relates to risk and culture? There are no “one size fits all” answers, but it’s important
that the board and executive management agree on how they will work together to build a so-
called “Risk Intelligent” organization.

Nicole Sandford, partner, Deloitte & Touche LLP, and leader of the National Governance
Services practice, offers her thoughts on some questions commonly asked about the role of the
board. Eric Pillmore, senior advisor, Deloitte LLP’s Center for Corporate Governance, provides
his perspective from the front line as a former senior VP of corporate governance for a large
multinational enterprise.

Q: Nicole, what’s the board’s role in corporate governance—and how does that differ from
management’s role?
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Nicole Sandford, Partner, Deloitte & Touche LLP, National Governance Services Practice
Leader

Nicole Sandford: In most circumstances, the board plays an oversight role. However, depending
on the issue or the company’s situation, the role of the board can swing from overseer to active
participant. Typically, we see boards more actively involved in strategy and CEO succession
than, say, operations and planning. Still, finding the right balance can be difficult. While there’s
no right answer, it’s important that board members and executive management agree on how
involved the board will be in key areas. Board members can begin by asking themselves: “how
do we execute our fiduciary responsibilities while continuing to support management’s strategies
to move the organization forward?”

Q: Why should boards change their approach now?

Nicole Sandford: A business can change in a heartbeat—and it probably will. In times of crisis
or market fluctuation, the board may need to be more engaged in helping management create
solutions. Executive teams who are working to execute strategies, especially in challenging
economic times, need their board to be aligned behind a flexible model that’s able to shift based
on business needs. A board that’s not aligned can cause the company to become “stuck”—unable
to be agile when it needs it most.

Q: How does the board’s role in oversight of risks factor in?

Nicole Sandford: Risk oversight should not be viewed as a process unto itself. Rather, it’s the
foundation for everything the board and management do to properly govern the organization and
make sound decisions. Many boards frame their activities for the oversight of risk into two areas:
oversight of enterprise risk programs (risk management) and oversight of critical risks and risk
decisions (risk governance). The latter includes setting risk appetite and risk tolerances, as well
as monitoring strategic risks and related trends.

Q: How can the board influence the corporate risk culture?

Nicole Sandford: An organization’s success is, in large part, driven by how wisely it takes risks
and how effectively it manages the risks it faces. The enterprise’s culture comes into play here
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because people tend to do what they are rewarded to do. When selecting, evaluating and
compensating the CEO, the board sets the tone of the organization’s risk culture. It’s important
to think through all potential implications—intentional and unintentional—of executive rewards
to make sure the board is encouraging people to take risks intelligently. Similarly, the board
should also understand how incentive programs implemented throughout the organization may
influence the risk culture below the C-suite.

Q: How can companies evaluate the board’s effectiveness?

Nicole Sandford: A well-designed assessment can give you a read on the board’s performance
in each area of responsibility—strategy, performance, risk and more. Does the board meet basic
regulatory requirements? Follow common practices? Or even set the standard that others follow?
Careful evaluation of skills and knowledge, process, information and behavior can pinpoint areas
of excellence and development opportunities, helping boards and executives understand which
areas may need attention. This requires a fresh approach to board effectiveness assessments,
which have tended to measure only past performance. A focus on what the board can do better in
the future should be the core of the assessment, not simply an afterthought to address gaps in past
performance.

Framing the Future of Corporate Governance

Eric Pillmore, Senior Advisor, Deloitte LLP Center for Corporate Governance

Before joining Deloitte, Eric Pillmore, senior advisor, Deloitte LLP Center for Corporate
Governance, helped to rebuild the governance structures at a multinational company recovering
from crisis. His job was to inventory and prioritize governance risks across the enterprise and
focus efforts and resources to help mitigate them. According to Mr. Pillmore, the company
developed its own basic framework for evaluating corporate governance risks, based on what
could be gathered from other public companies. However, looking back, he believes the
company could have benefited from a broader perspective, drawing from leading practices and
cross-industry insight. “An effective framework should consider the full range of governance
issues—including board governance, strategy, performance, integrity, talent and more—with risk
and culture at its core,” he says.

According to Mr. Pillmore, following are a few examples of how a framework can be applied
and what it can provide:
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—Tactical advantage: A CEO who is stepping into a new role as board chairman can use a
framework to help evaluate the board’s strengths and potential vulnerabilities to determine where
efforts should be focused first.

—Situational awareness: Senior executives and boards of a company approaching an initial
public offering often need to shift priorities as they move into a public environment. For
example, a private equity board that’s previously been laser-focused on performance should now
consider new risks that are likely to arise when they answer to outside stakeholders.

—Bird’s-eye view: Beyond evaluating board effectiveness, a framework may be used to
evaluate and prioritize risks for global business units by incorporating local governance risks,
such as legal and regulatory risks for each country of operation.

Regardless of application, it’s smart to prioritize focus areas, notes Mr. Pillmore. “Talk with
board members and leadership to get their insights into areas where your organization may be
vulnerable. Then do a deeper dive into one or two of the most critical areas, focusing on what the
board can do better now and in the future,” he suggests. “Adopting a methodical approach to
identifying potential corporate governance risks is the first step toward developing 20/20
foresight—and helping the board and management see eye to eye.”

Related Resources

e Framing the Future of Corporate Governance—Deloitte Governance Framework

o The Board’s Role in Overseeing Cybersecurity Risk

e Risk Oversight: Closing Gaps Between the Board and the CFO

o Exploring Strategic Risk: 300 executives around the world say their view of strategic risk

is changing

This publication contains general information only and Deloitte LLP and its subsidiaries
("Deloitte™) are not, by means of this publication, rendering accounting, business, financial,
investment, legal, tax or other professional advice or services. This publication is not a substitute
for such professional advice or services, nor should it be used as a basis for any decision or
action that may affect your business. Before making any decision or taking any action that may
affect your business, you should consult a qualified professional advisor. Deloitte shall not be
responsible for any loss sustained by any person who relies on this publication. Copyright ©
2014 Deloitte Development LLC.

Copyright 2013 Dow Jones & Company, Inc. All Rights Reserved
This copy is for your personal, non-commercial use only. Distribution and use of this material

are governed by our Subscriber Agreement and by copyright law. For non-personal use or to
order multiple copies, please contact Dow Jones Reprints at 1-800-843-0008 or visit

www.djreprints.com



http://deloitte.wsj.com/cfo/files/2012/12/US_AERS_Governance_-Framework_102412-Final.pdf
http://deloitte.wsj.com/riskandcompliance/2013/10/10/the-boards-role-in-overseeing-cybersecurity-risk/
http://deloitte.wsj.com/riskandcompliance/2013/12/27/risk-oversight-closing-gaps-between-the-board-and-the-cfo-2/
http://www.deloitte.com/assets/Dcom-UnitedStates/Local%20Assets/Documents/us_grc_exploring_strategic_risk_093013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local%20Assets/Documents/us_grc_exploring_strategic_risk_093013.pdf
http://online.wsj.com/public/page/subscriber_agreement.html
http://www.djreprints.com/

