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DIRECTOR’S SUMMARY: What issues shape private company governance today? To find out, the NACD surveyed its members. Here are the results in over a dozen areas—from “leading issues” to “director information.” The survey was sponsored by Deloitte & Touche LLP. 

How do private company boards operate? Here are some current trends.

We are pleased to provide the results of the 1999 Private Company Governance Survey. This represents our first effort to identify important issues and practices of boards of privately held companies. The survey was conducted by NACD and sponsored by Deloitte & Touche LLP. We wish to express our appreciation to the 165 NACD members who responded to our questionnaire. We hope you find this information to be both interesting and helpful.

Methodology

In January 1999 NACD began conducting a Private Company Governance Survey, mailing a questionnaire to every NACD member—2,200 in all. Members currently serving as directors of privately held companies were asked to complete and return the questionnaire. Members serving on multiple private company boards were asked to describe the practices of the largest private company, as measured by annual revenue. A total of 165 questionnaires were returned; however, not every question was answered on every form returned.

Respondent Profile

Of the 165 questionnaires returned, 73 were from outside directors and 71 from CEOs. Several respondents described their board relationship as “advisors.” Many (50) reported not serving on boards other than their own company. Most others served as an outside director on between one and three boards. Finally, respondents reported being active on nonprofit organizations, with more than 100 serving on between one and four such boards.

Company Profile

Company size varied dramatically, but was distributed fairly evenly with no single category being dominant. Twenty-one companies reported annual revenue of less than $5 million while 24 recorded sales of more than $1 billion. Approximately 70 companies reported sales of between $25 and $249 million. The distribution of products or services sold is shown below:

Sector
No. of Companies*

Manufacturing
45

Services
34

High Tech
31

Utilities
30

Financial
18

Other
30

*Only 24 companies (about 15 percent) classified themselves as “family owned,” with all others described as “privately or closely held.”

Leading Issues

The overwhelming issue identified as most important was strategic planning. It was ranked first by 58 respondents, second by 40, and third by 20. This was followed by corporate performance, listed as first by 41 respondents. Finally, CEO succession was cited as most important by 19 individuals.

In the area of corporate performance, profitability was selected by almost half of all participants as the most important challenge facing the company. A distant second was growth, followed by succession planning. Virtually all companies (over 90 percent) rated the board highly effective (53 companies) or somewhat effective (87 companies) in dealing with profitability. Similar results were given for growth. However, less favorable ratings were awarded for succession planning, with 33 percent feeling board results were below acceptable levels in this area.

Board Size and Structure

In general, board size tended to be small when compared to publicly traded corporations. The most prevalent response was six directors (44 companies) closely followed by five or less (37 companies). Interestingly, a rather large contingent (27 companies) reported boards of 12 or more directors. Few companies reported plans to change board size in the near future.

Companies also reported significant outside director representation, with approximately 100 companies (60 percent) indicating that more than half of their board members were not part of management. An independent nominating committee with chairman/CEO input was the most predominant method used for new director selection. Only 16 percent indicated choice was left to the sole discretion of the chairman/CEO.

An independent lead director or separate chairman was found among about half the companies reporting. Less than 10 percent have a policy of restricting the number of boards on which its officers or directors may concurrently serve.

With regard to meeting frequency, 92 companies hold five or fewer meetings a year and 40 other companies report six meetings per year. Virtually all respondents indicate the directors are engaged in setting corporate strategy as well as setting the board agenda. While teleconference meetings are common (80 percent) meetings via the Internet or videoconference were infrequent (less than 5 percent).

Board Composition

Not unlike their publicly traded counterparts, current or former CEOs are frequently found in private company boardrooms. Only 10 percent of survey respondents reported no current or former CEOs on the board while over 50 percent reported that CEOs represent between 20 to 50 percent of the total board. In selecting directors, senior executives with knowledge of the industry and a demonstrated track record are heavily recruited. One or more female directors can be found on slightly over half of the companies surveyed but minority representation was low at 27 percent.

Board Service

Respondents generally felt an active CEO should limit outside directorships to two or three companies. However, in the case of retired CEOs, the group was more liberal and evenly divided between three, four, five, and six additional board commitments. By a factor of two to one, respondents felt that directors generally were not devoting adequate time to their duties but were much less critical of their own board with only a 17 percent disapproval rating.

Director Tenure

Relatively few companies (24 percent) impose mandatory term limits or mandatory director retirement, but a majority (70 percent) support the concept of term limits. With regard to current directors, the average term of service is a bimodal distribution with 32 percent reporting 10 or more years and 25 percent reporting three years or less.

Evaluation of Directors, Boards, and Chairman/CEO

Slightly over half the companies in the survey report having written descriptions covering the roles and responsibilities of directors. But less than that amount (40 percent) have a process to evaluate the board as a whole or individual directors. However, CEO evaluations are much more prevalent with 75 percent reporting a process in existence and most (72 percent) stating the process is both formal and written.

A majority of companies (70 percent) have a written job description for their CEO but a surprisingly small number (only 32 percent) report having a formal process for CEO succession.

Board Committees

Most boards (80 percent) report having a standing audit committee and an almost equal number (76 percent) a standing compensation committee. About half the companies in the survey report having nominating, executive, and/or finance committees. Written charters are reasonably common among audit and compensation committees 

(79 percent and 76 percent respectively). Charters are much less frequently found among the other committees. Standing committees normally meet two to four times per year.

Compensation Issues

The primary method of remuneration was a combination of an annual fee and per meeting fee. The total annual compensation is shown below:


percent


No Monetary Compensation
6

Under $5,000
12


$5,000 to $9,999
15

$10,000 to $19,999
23

$20,000 to $29,999
17

$30,000 to $39,999
15

$40,000 to 49,999
6

$Above $50,000
6

Additionally, 30 of the 165 surveys indicate the use of stock options as a form of director compensation.

Mergers and Alliances

The survey results suggest significant changes lie ahead for these companies. Fifty percent anticipate a merger or acquisition and 50 percent plan to engage in a strategic alliance in the near future.

Directors and Officers Insurance

D&O liability coverage is prevalent with 84 percent reporting it is in place. Indemnification protection was noted by 93 percent of the survey participants.

Ethics and Corporate Conduct

A majority of companies view the full board as holding primary responsibility for ethical conduct. About half the companies report having a written code of ethics. Only 24 percent reported having a dedicated corporate compliance officer. Written codes of ethics generally address such issues as the environment, industry related matters, and antitrust.

Director Information

Benchmarking is a common technique for assessing competitive position and is used by 64 percent of the participants. Almost all directors reported that they routinely received information on major company initiatives such as new pay programs, partnership relationships with customers and suppliers, quality programs, and major layoffs. However, directors claim information about other non-financial issues such as employee absenteeism, employee involvement, and percent of sales from new products was less likely to be distributed, with fewer than 50 percent of respondents indicating that they were receiving such data.

On behalf of the NACD, I again wish to express my appreciation to all members who contributed to this study. We hope you find this information useful and plan to repeat this study in 2001. 
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